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PREFACE 


THE modern corporation is of such far-reaching impor- 
tance that any attempt to compile and organize information 
relative to its development and operation should receive 
sympathetic consideration. Its activities and interests are 
so manifold that one or another aspect of the general subject 
might be made the basis of prolonged study. 

As the result of the accumulation of data on the legal, 
financial, and managerial phases of corporate procedure 
various attempts have been made to compile manuals em- 
phasizing various aspects of the subject, and dealing with 
them from a more or less practical point of view. The con- 
stant introduction of new methods and the evolution of legal 
and financial principles relating to corporate matters render 
necessary the continuation of efforts in the direction of the 
systematic accumulation and presentation of facts relating 
to corporate operations and procedure. 

The present volume has as its object the presentation of 
such data, especially with reference to law,- finance, and 
management. While originality of matter is not claimed, 
much data relating to new developments has been included. 
The purpose of the book is to provide ready reference to 
such facts as are needed in handling the everyday problems 
that confront all who are concerned in corporate affairs. 
With a view to providing such facts the materials included 
have been carefully selected with reference to trustworthi- 
ness and applicability to the more common problems that 
arise in the conduct of everyday affairs of corporate busi- 
ness. These concern such matters as meetings of stock- 
holders and directors, the adequate handling of stock issues, 
the payment of dividends, the financing of working capital 
requirements, the issuance and routine treatment of bonds, 
the transfers of capital stock, the efficient employment of 
the investment in capital assets, the operation of voting 


trusts, and so on. 
iii 
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Materials have been drawn from numerous sources— 
original documents, authoritative texts on corporation law, 
publications of public bodies and private trade associations, 
statutes of the various states, and various treatises on special 
subjects. Attempt has been made to grant due credit to all 
who have in any way assisted in the securing of materials. 
In so far as possible the text has been documented by means 
of references to all sources consulted. This not only indi- 
cates the authoritativeness of the matter included but also 
assists the reader to make more extended investigations in 
specialized fields. 


Eart A. SALIERS 
April 19, 1929. 
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THE HANDBOOK OF 
CORPORATE MANAGEMENT AND PROCEDURE 


PART I 


CORPORATE ORGANIZATION 


CORPORATIONS DEFINED AND 
CLASSIFIED 


1. Corporation Defined 


Corporations are formed by consent of the state, to secure 
a form of organization adapted to modern requirements. 
Since corporations owe their existence to the consent of the 
state, it is necessary that they comply with the provisions of 
the state laws in order to continue in existence. These re- 
quirements met, the corporation acts in the same manner as 
does a real person—contracting, suing and being sued, and 
engaging in business affairs. 

The description of a corporation given by Chief Justice 
Marshall in the Dartmouth College Case, 4 Wheaton 636, 
follows: 

A corporation is an artificial being, invisible, intangible, and 
existing only in contemplation of law. Being the mere creature of 
law, it possesses only those properties which the charter of its 
creation confers upon it, either expressly or as incidental to its 
very existence. These are such as are supposed best calculated to 
effect the object for which it was created. Among the most im- 
portant are immortality and, if the expression may be allowed, 
individuality, properties by which a perpetual succession of many 
persons are considered as the same, and may act as a single indi- 
vidual. They enable a corporation to manage its own affairs, and 
to hold property without the perplexing intricacies, the hazardous 
and endless necessity of perpetual conveyances for the purpose 
of transmitting it from hand to hand. It is chiefly for the purpose 
of clothing bodies of men in succession with these qualities and 
capacities that corporations were invented, and are in use. By 
these means, a perpetual succession of individuals are capable of 
acting for the promotion of the particular object, like one im- 
mortal thing. 


A more recent description of the legal aspects of the 
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corporation is found in Thompson on Corporations, 3rd 
edition, Sec. 2, as follows: 


A private corporation is a voluntary union of persons, joined 
together by written articles of association or incorporation under 
legislative authority, or by special statute on proper application 
to the legislature, to accomplish some pecuniary or ideal purpose 
authorized by the governing body of a state. Its leading features 
are that it has a continuous succession during the period described 
for its existence, and an individual name by which it may enter 
into contracts and sue and be sued, acting as a unit in respect to 
all matters within the scope of the purposes for which it is created, 
and a distinct existence or legal entity separate and distinct from 
the natural persons composing it. The essential idea of a corpo- 
ration is that it has the capacity to exist and act within the powers 
granted, as a legal entity, apart from the individual or individuals 
who constitute its members. 


1 Kyd Corporations, 13, defines a corporation as: 


A collection of many individuals united in one body, under a 
special denomination, having perpetual succession under an arti- 
ficial form, and vested by the policy of the law with the capacity 
of acting in several respects as an individual, particularly of taking 
and granting property, of contracting obligations, and of suing 
and being sued, of enjoying privileges and immunities in common, 
and of exercising a variety of political rights more or less extensive 
according to the design of its institution or the powers conferred 
upon it, either at the time of its creation, or any subsequent period 
of its existence. 


Dwight, in Persons and Personal Property, Sec. 350, says: 


A corporation is an artificial person, created by law, having 
continuity of existence, either definite or indefinite, and capacity 
to do authorized acts, and capable, however numerous the persons 
composing it may be, of acting as a single individual. 


2. Advantages of Incorporation 


The incorporation of a business gives it certain advan- 
tages, as follows: 


1. Incorporation makes possible the combining in a single enter- _, 


poe of a larger amount of capital than would otherwise be pos- 
sible. 


2. It limits the liability of the stockholder to the amount of his 
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investments, thus freeing the remainder of his estate from liability 
for the debts of the corporation. 

3. It makes possible a more satisfactory form of organization 
than is otherwise usually obtainable, an important feature of 
which is its continued existence, uninterrupted by the death of one 
or more members. 

4. The individual members are, as a rule, relieved from personal 
responsibility for the management of the enterprise. 


3. Purposes of Incorporation 


By the nature of corporation law, corporations must be 
organized for some one or more specified purposes. In case 
of corporations formed by special act of legislature the pur- 
pose or purposes are stated in the act which establishes the 
corporation. In case of corporations formed under general 
statutes the objects of incorporation are stated in the charter. 
In no case, however, may corporations be formed which have 
as their object that which is contrary to the constitution of 
the state or nation. Consequently, the expression in the 
articles of any illegal object would prevent the formation of 
a corporation. It is also impossible to incorporate with the 
object of accomplishing some legal end by illegal means. In 
this connection it should be remembered that by illegal is 
here meant that which is w/tra vires or beyond the power of 
the corporation, not that which is expressly prohibited by 
law. Thus a corporation formed with the stated object of 
dealing in grain, but whose real purpose was to speculate in 
futures, was held void. McGrew v. City Produce Exch., 851 
Tenn. 572. Corporations which are against public policy are 
void. An illustration is found in the Standard Oil Trust 
case, where the trust was declared void because it sought to 
control both production and prices. State v. Standard Oil 
Co., 49 Ohio St. 137. 

Frequently reference to the purposes of incorporation is 
found in the statute. Sometimes the statute specifies for 
what purposes corporations may be organized and adds 
“or for any other lawful object,” or similar expression. Such 
general expressions are not to be interpreted as meaning any 
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lawful purpose whatever, but as referring to objects of like 
nature to those specified. 

It is a universal requirement that the objects of the cor- 
poration be stated in the application for a charter. The 
extreme importance of securing a correct statement of the 
object or objects of the proposed corporation is evident from 
the fact that in case any question arises as to the authority 
of a corporation to act in certain ways the provisions of the 
charter are the sole criterion for judging of the legality of 
such act. For this reason it is important that a correct and 
comprehensive statement of the purposes of the corporation 
be secured in the application for a charter. This has been 
explicitly stated as follows: ‘The law requires the articles 
of association to state distinctly and definitely the purpose 
for which the same is formed. If it does not state a purpose 
for which the statute authorized a corporation to be formed, 
it would not be legally incorporated, and its articles would 
afford no warrant for the exercise of corporate action. If it 
does state such a purpose, and if the other requirements of 
the law are complied with, it is a legal corporation, and 
authorized to act as such. In either case the articles them- 
selves are the sole criterion to ascertain the purpose for which 
it was formed, and the intent must be gathered alone from 
the written instruments, and can not be aided or varied or 
contradicted by testimony or averments aliunde the 
instrument itself.” Atty-General v. Lorman, 59 Mich. 157. 

In most states a corporation may not be authorized for 
more than one purpose. In such states the statute usually 
specifies the objects of incorporation, but by employing the 
word “or” between them makes it clear that it is the intention 
that but one may be made the purpose of any particular 
corporation. In some states, however, a more liberal attitude 
is taken, by permitting a corporation to engage in two or 
more lines of diverse activities. New Jersey, Kansas and 
Louisiana are in this group. 

Where the purpose or purposes of a corporation are 
definitely stated the courts are usually liberal in interpreting 
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the law. Thus where the Michigan law authorized the in- 
corporation of manufacturing enterprises, it was held that 
a corporation which was formed to provide natural ice to be 
used as an article of consumption was a valid corporation. 
Atty.-General v. Lorman, 59 Mich. 157. The charter of a 
corporation provided that its purpose was to build and 
maintain an opera-house and lecture hall, in order to aid in 
the literary and scientific education of the people. It was 
held that, under the statute permitting corporations to be 
organized for the support of any literary or scientific 
undertaking, or the promotion of music, such statement of 
purposes was sufficient, hence the corporation was a valid one. 
Seymour Opera-House Co. v. Wooldridge, 31 S. W. 234. 
However, there is a limit beyond which the provisions of 
the law cannot be stretched in the willingness of courts to 
legalize attempted incorporations. It was held that a statute 
authorizing the establishment of corporations for literary, 
scientific and charitable purposes did not confer the right to 
incorporate a rifle club. Vredenburg v. Behan, 33 La. Ann. 
627. It was held that a statute authorizing the incorporation 
of societies and clubs did not authorize the formation of a 
corporation whose purpose was the improvement of its 
members in an art and their mutual protection. In re 
Carpenters’ etc. Union, 17 Abb. N. Cas. (N. Y.) tog. 


4. De Jure and De Facto Corporations 


When a corporation complies exactly with all requirements 
of the state law relative to its organization it is known as a 
corporation de jure. If, however, its organization is defec- 
tive from a legal point of view to such an extent that it 
cannot be recognized as having a legal existence, it may 
nevertheless be recognized as a de facto corporation. 
Fletcher, Private Corporations, Sec. 278, says: “The rule 
laid down by a majority of decisions seems to be that the 
essential requisites of a de facto corporation are: first, the 
existence of a charter or law under which a corporation with 
the powers assumed might lawfully exist; second, an effort 
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in good faith to incorporate thereunder; and third, an actual 
use or exercise of corporate powers; and that there is such a 
corporation when the existence of these requisites is shown, 
notwithstanding irregularities or defects in the organization, 
or a failure to comply in all respects with the provisions of 
the charter or statute.” 

Sometimes it may be shown that a corporation does not 
possess even a de facto existence, and that the stockholders 
are in reality partners. In this and similar instances the 
determination of the exact nature of a corporation is a 
matter of great importance. 

There are instances in which a concern which does not 
enjoy even a de facto existence may be held to be a corpora- 
tion by estoppel. Thus if persons deal with a corporation as 
such they may later be estopped from denying its corporate 
existence. 


5. Relation of Corporation to Stockholders 


A corporation is an entity distinct from its stockholders. — 
This is true regardless of the number of stockholders. It 
follows that a stockholder cannot do business for the corpo- 
ration by acting in his own name. Even where one stock- 
holder owns all of the stock of a corporation, the separate 
identity of the corporation is generally recognized, and such 
stockholder must act through the usual corporate channels, 
not as an individual. 

The reverse is also true, so that the acts of a corporation 
do not in any way bind the stockholders as individuals. It 
follows that a corporate debt cannot be collected from the 
stockholders, unless by some special contract they have made 
themselves liable for the corporation’s debts. 

The legal fiction that a corporation is an entity distinct 
from the stockholders breaks down when injustice results 
from an attempt to maintain it. As a rule courts of law do 
not look beyond the fiction of corporate entity, but courts 
of equity do, and in certain instances their assistance may 
be required. As a rule, it may be said that a corporation will 
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be looked upon as an entity only so long as justice is 
accomplished by doing so, and that when the corporate form 
is used as a cloak for fraudulent activities it will be regarded 
as an association of individuals. 142 Fed. 247; 49 Ohio 
Ster37: 


6. Kinds of Corporations 


Corporations may be classified in various ways. When 
contemplated in their relation to the state they may be 
classified as: 

1. Public 

2. Quasi-Public 

3. Financial 

4. Private 

Public corporations comprehend all political divisions of 
the state, as, townships, cities, counties, and so forth. 

Quasi-public corporations comprehend the so-called public 
utilities—railroads, telephone and telegraph companies, gas 
companies, street railway and electric interurban companies, 
water companies, as well as other possible types. The 
extensive development of the utilities has given rise to prob- 
lems of regulation and now practically all states have public 
service commissions engaged in the study of problems arising 
in connection with such regulation. 

Financial corporations include banks and insurance com- 
panies. These are incorporated under separate laws and 
are supervised by departments of the state governments 
organized for that purpose. 

Private corporations include the great body of corpora- 
tions engaged in manufacture and trade. As a group these 
are freer from state control and interference than are the 


other groups. 


7. Classification of Corporations under New York Law 


The classification below is derived from the General 
Corporation Law of New York, Laws of 1909, Chapter 28: 
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A corporation shall be either, 


1. A municipal corporation, 

2. A stock corporation, or 

3. A non-stock corporation. 

A stock corporation shall be either, 

1. A moneyed corporation, 

2. A railroad or other transportation corporation, or 

3. A business corporation. 

A non-stock corporation shall be either, 

1. A religious corporation, 

2. A membership corporation, or 

3. Any corporation other than a stock corporation. 

A reference in a general law to a class of corporations 
described in accordance with this classification shall include 
all corporations heretofore formed belonging to such a class. 


8. Corporations Defined in New York Law 


The following definitions are derived from the same 
source: 

A “municipal corporation” includes a county, town, school 
district, village and city and any other territorial division of 
the state established by law with powers of local government. 

A “stock corporation” is a corporation having a capital 
stock divided into shares, and which is authorized by law to 
distribute to the holders thereof dividends or shares because 
of having issued certificates called certificates of stock, but 
which are in fact merely certificates of membership, and 
which is not authorized by law to distribute to its members 
any dividends or share of profits arising from the operations 
of the corporation. 

The term “non-stock corporation” includes every corpo- 
ration other than a stock corporation. 

A “moneyed corporation” is a corporation formed under or 
subject to the banking or the insurance law. 

A “domestic corporation” is a corporation incorporated by 
or under the laws of the state or colony of New York. Every 
corporation which is not a domestic corporation is a foreign 
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corporation, except as provided by the code of civil procedure 
for the purpose of construing such code. 

The term “directors,” when used in relation to corpora- 
tions, shall include trustees or other persons, by whatever 
name known, duly appointed or designated to manage the 
affairs of the corporation. 

The term “certificate of incorporation” shall include 
articles of association or any other written instruments 
required by law to be filed, to effect the incorporation of a 
corporation, including a certified copy of an original certifi- 
cate of*incorporation filed for such purpose in pursuance 
of law. 

The term ‘member of a corporation” shall include every 
person having a right to vote at a meeting of the corporation 
for the election of directors, other than a person having a 
right to vote only upon a proxy. 

The term “office of a corporation” means its principal 
office within the state, or principal place of business within 
the state if it has no principal office therein. 

The term “business of a corporation,” when used with 
reference to a non-stock corporation, includes the operations 
for the conduct of which it is incorporated. 

The term “corporate law” or “laws,’’ when used in any 
law forming a part of the consolidation of the general laws 
of the state of which this chapter is a part, means the general 
statutes of this state relating to corporations included in 
such consolidation. 


g. Stock and Non-Stock Corporations 


All corporations may be classified as stock or non-stock. 
Stock corporations include practically all of those engaged 
in business for a profit. Ownership in them is represented 
by shares of stock. Non-stock corporations comprise such 
non-profit making organizations as churches, clubs and 
societies. 

In most states it will be found that separate laws have 
been passed to control these two groups of corporations. 
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10. Domestic, Foreign and Alien Corporations 


In the state of incorporation corporations are designated 
as domestic. In states other than that of incorporation, they 
are designated as foreign. Those incorporated in other 
countries are called alien. 

In any state foreign and alien corporations are treated 
alike, except in times of war and in connection with Federal 
taxes. 

Interesting situations arise where corporations organized 
in one state engage in business in another state. This may 
consist in doing business from the state of incorporation to 
some point within another state, or it may consist in doing 
business from one point in a foreign state to some other point 
in that state. Two distinct situations thus arise. In the first 
instance the foreign state cannot prohibit the transaction, 
while in the latter instance it can. In the first instance there 
exists interstate commerce which is regulated exclusively by 
the Federal government. 

It is the custom for states to permit foreign corporations 
to do business within their boundaries providing they comply 
with the local laws regarding taxation and the filing of speci- 
fied documents. They may be compelled to designate an 
agent against whom legal papers may be served. 


II 


FORMS OF ORGANIZATION OTHER 
THAN CORPORATE 


1. Introductory 


Various considerations determine the specific form of 
organization desirable in a given instance. Among these are: 

1. Amount of capital required 

2. Method of distribution of risk 

3. Nature and size of enterprise in question 

4. Methods of control to be exercised 

5. Division of profits, etc. 

The present situation is the outgrowth of a long develop- 
ment. The form of organization most popular at any given 
time is a corollary of the status of business at that time. In 
the present stage of development many industries still adapt 
themselves to the sole proprietorship form of organization, 
while others have outgrown it. 


2. Individual Proprietorship 


In this simple form of organization one man acts as sole 
proprietor and sole risk taker. Even where this essential 
feature exists, there may be wide variation in internal man- 
agement. The sole proprietor risks property other than that 
invested in the enterprise in question, hence oftentimes finds 
it desirable to change to some form of organization which 
limits his liability, such as the corporation or Massachusetts 
Trust. Other reasons for abandoning this form of organiza- 
tion are (a) lack of adequate capital and (0) desire for a 
form of internal organization better adapted to modern 
conditions. These are corollaries of modern industrial 


development. 
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3. Partnership 


A general partnership exists whenever two or more persons 
associate together to carry on business. Although neither 
oral nor written contract is necessary to constitute such an 
association a partnership, such a contract usually does exist. 

Each partner acts as general agent for the enterprise, being 
able to contract in the firm name. The power possessed by 
the individual partner renders essential careful consideration 
before entering into a partnership agreement. 

The partnership relationship being a personal one, partners 
cannot delegate their authority and a partner cannot transfer 
his partnership interest to another person. It follows that 
death, bankruptcy or insanity of a partner necessitates the 
liquidation of his interest. 

Partners are jointly and severally liable for the partnership 
debts, except in case of special provision to the contrary. 
Consequently, partners are liable to the extent of their 
private fortunes for such debts. 

Partners share profits and losses equally, except where an 
agreement exists to the contrary. 

In the liquidation of a partnership the distribution is made 
in the following order: 

1. Outside creditors 

2. Debts to partners 

3. Capital investment 

4. Profits 

In some states limited partnership laws have been passed. 
When a partnership is organized in accordance therewith, and 
the contract is filed in accordance with the requirements of 
the law, the partners designated therein as special partners 
are limited in liability to the amount they have invested in 
the business. Strict compliance with the law is essential if 
' the limited liability feature is to be assured. 

The limited partnership laws of the various states of the 
United States having such laws are, in a general way, mod- 
eled after Louisiana limited partnerships, which are based 
on the civil law. 
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Outside the state under the laws of which the limited 
partnership is organized it is regarded as a general partner- 
ship, hence the limited liability feature does not there apply 
to the special partners. To secure the status of limited 
liability for special partners in such states certificates must 
be filed therein and the local laws complied with in all 
respects. 

For forms see S. Gordon’s Annotated Forms of Agree- 
ments. Form 334. 


4. Joint Venture 


The joint venture possesses the essential characteristics of 
the partnership, differing therefrom in that it is usually 
organized for the accomplishment of a specific purpose, its 
life being terminated when such purpose is accomplished. It 
is customary to submit the sole responsibility for manage- 
ment to one person known as the manager. 


5. Joint Stock Company 


Under this form of organization the members are jointly 
and severally responsible for firm debts, but the capital is 
divided into transferable shares. Consequently the con- 
tinuity of existence of the firm is not disrupted by the 
death, bankruptcy, or insanity of a partner. The joint stock 
company is essentially a partnership. It is not incorporated, 
and pays no organization tax. In New York, unlike other 
states, joint stock companies must file with the Secretary of 
State and the county clerk a certificate showing: 

. Name of company 

. Place of business 

. Date of organization 

. Number of shareholders 

. Names and addresses of officers 

In New York joint stock companies must pay an annual 
franchise tax, as do corporations, but this is not the rule in 
other states. The joint stock company differs from the 
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partnership in that the members cannot act for it; only such 
agents as are authorized can do so. Also, in New York, the 
joint stock company may hold real estate in the name of its 
president, and may mortgage it as do corporations. Also 
suits are brought by or against the president of the joint 
stock company, and it is only after it has been shown that a 
claim cannot be collected from the company that action may 
be had against the individual partners. 

Several large express companies were organized under the 
New York Joint-Stock Company law. 

In states other than New York the joint stock company 
form of organization is little used because of the unlimited 
liability feature, incapacity of the company to hold real 
estate in its own name and necessity of bringing suit in the 
names of all partners. 

The unlimited liability feature renders impossible the 
wide distribution of stock to the investing public. 

Any conveyance of real property must be executed in the 
names of all the partners, unless this procedure is obviated 
by having someone, usually an officer of the company, act 
as trustee, in which case all real estate is held and transferred 
in his name. 

The joint stock company may serve as a suitable substitute 
for the close corporation where, for certain reasons, the 
latter form of organization is found objectionable. 

Outside New York State the joint stock company possesses 
the following advantages: 


t. It pays no organization or annual franchise taxes, nor is it 
required to file a certificate or annual reports. 

2, It may do business in states other than that of its formation 
without the formalities of filing certificates and paying franchise 
taxes. 


Questionable attempts are sometimes made to limit the 
liability of members of a joint stock company. To illustrate, 
the following is quoted from the articles of agreement of the 
Pierce Fordyce Oil Association (Quoted in Gerstenberg: 
Finan. Org. and Management, p. 53): 
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The Board of Governors shall have no power to bind the share- 
holders or members personally; and in every written contract or 
undertaking they shall enter into relating to the business of this 
Association, its property or any part thereof, reference shall be 
made to this agreement; and the person, firm or corporation so 
contracting with the Board of Governors shall look only to the 
funds and property legal and equitable of this Association for the 
payment of any debt, damage, judgment or decree or of any money 
that may become due and payable in any way by reason of the 
contract or undertaking, and neither the Board of Governors nor 
the shareholders or members present or future shall be personally 
liable therefor or for any debt incurred or engagement or contract 
made by said Board of Governors. 


In New York it has been held that a stipulation in the 
bonds of the Adams Express Company against the personal 
liability of members was against public policy, hence void. 
Hibbs v. Brown, 190 N. Y. 167. 

In most states, however, the inclusion of such a provision 
in a contract would adequately protect the stockholders 
against personal liability. 

The Federal Income Tax Law includes joint stock 
companies under the term “corporation.” Reg. 69, Arts. 
1502-3, defines joint stock companies as follows: 


Art. 1502. Association—Association and joint-stock companies 
include associations, common law trusts, and organizations by 
whatever name known, which act or do business in an organized 
capacity, whether created under and pursuant to State laws, 
agreements, declarations of trust, or otherwise, the net income of 
which, if any, is distributed or distributable among the share- 
holders on the basis of the capital stock which each holds, or, 
where there is no capital stock; on the basis of the proportionate 
share or capital which each has or has invested in the business or 
property of the organization. A corporation which has ceased to 
exist in contemplation of law but continues its business in quasi- 
corporate form is an association or corporation within the mean- 
ing of section 2. 

Art. 1503. Association distinguished from partnership. An 
organization, the membership interests in which are transferable 
and the business of which is conducted by trustees or directors 
and officers without the active participation of all the members 
as such, is an association and not a partnership. The term “part- 
nership” means only ordinary partnerships, and organizations 
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which have a fixed capital stock divided into shares represented 
by certificates transferable only upon the books of the company, 
which manage their affairs by a board of directors or executive 
officers, and which conduct their business in the general form and 
mode of corporations are joint-stock companies or associations 
within the meaning of the statute even though under State law 
such organizations are technically partnerships. 


6. Partnership Associations 


Pennsylvania and Michigan provide by statute for limited 
partnership associations. These resemble corporations in 
that they are creations of the state, filing a certificate of 
association with the secretary of state and county clerk and 
paying an organization tax. An annual franchise tax is paid 
and reports are filed annually. Ownership is represented by 
shares of stock, and the affairs of the association are carried 
on by a board of directors elected by the shareholders. 

A purchaser of shares of an association must be elected to 
membership in the association before he can vote or partici- 
pate in management. Should he fail of such election his 
interest in the association must be bought out, either (a) by 
coming to an agreement as to the price or (0) by an appraisal 
under court supervision. 

In both Michigan and Pennsylvania contracts made by 
the association involving sums of over $500 must be signed 
by two managers in order to bind the association. 

To avoid personal liability on the part of members of the 
association, the statutes authorizing such associations must 
be strictly complied with. 

It appears that the limited liability feature applies only in 
the state of organization, and that in other states these 
associations are regarded by the courts as general partner- 
ships. Consequently concerns engaged in interstate business 
should avoid this form of organization. 

To form such an association in Pennsylvania, three or 
more persons must file the certificate of incorporation with 
the county recorder. 


In Michigan the procedure is similar to that of incorpora- 
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tion. Three or more persons must sign and acknowledge the 
articles of association, giving their full names and the amount 
of capital each subscribes; the total capital; nature of the 
business; location; name, to which must be attached the 
word “limited;” duration, which cannot exceed 20 years; 
and the names of the officers. This is filed in the office of 
the secretary of state and of the county recorder. 

In electing directors, in Michigan, cumulative voting is 
provided for. 


7. Legal Status of Limited Partnership Associations 


In Michigan limited partnership associations are governed 
primarily by the law of corporations whereas in Pennsyl- 
vania the distinct law of limited partnership applies, although 
the courts have held that to determine the true legal status 
of these associations resort should be had to both corporation 
and partnership law. Carter v. Producers’ Oil Co., 182 Pa. 
Stes 5 Lr. 

The Supreme Court of the United States has refused to 
hold a Pennsylvania partnership association as a corporation. 
Great Southern Hotel Co. v. Jones, 177 U. S. 449. A 
similar ruling has been made by the Supreme Court of 
Massachusetts. Edwards v. Warren Linoline, etc., 168 
Mass. 564. 

The legal status of limited partnership associations, at 
least in all states outside that of their organization, is so 
doubtful that their desirability is questionable. 


8. Massachusetts Trust 


Various other ways of designating this form of organiza- 
tion are: business trust, association under deed of trust, 
voluntary association formed under deed of trust, and 
common law trust. It originated, and has had its chief 
development in Massachusetts, where corporations organized 
to deal in land were prohibited previous to 1912. 

Suspicion against land-owning corporations is long stand- 
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ing in English legal history, being based on the fear that if 
companies were permitted to own land they might continue 
to accumulate it until they overpowered the government. 

The principle underlying the trust consists in placing the 
legal title to property in one person (trustee) and the equita- 
ble title in another (beneficiary). This idea is rather widely 
applied in wills when it is desired to create trusts for the 
benefit of certain persons or institutions. It was formerly 
extensively employed to effect centralized control of two or 
more corporations. 

Massachusetts trusts have as their essential characteristic 
a contract between the trustee and the beneficiaries, the 
latter representing present investors or owners as well as 
prospective future investors. The interest of such owners 
is represented by certificates of stock. These resemble 
ordinary stock certificates in that they are bought and sold, 
and possess such qualities as preferences as to earnings. The 
trustees correspond to the directors of a corporation; the 
certificate holders, to the stockholders. The trustees appoint 
the officers. 

Most states limit the duration of express trusts, a common 
provision being that it shall not be more than 21 years 9 
months after the death of one or two persons named when 
the contract was made. The parties are, of course, free to 
organize a new trust. 

But few states have as yet undertaken the regulation of 
express trusts. Among these are Massachusetts, New York 
and Oklahoma. See Cons. Laws of Mass., Ch. 182; also 
Session Laws of Oklahoma, 1921, Ch. 16. 

The law of Massachusetts requires that the trust deed 
must be filed with the commissioner of corporations and with 
the clerk of every city or town wherein the trust does busi- 
ness. In Massachusetts the filing fees for trusts are less 
burdensome than for corporations. In other states no 
organization tax is paid. 

The trust is more flexible than the corporation in that it is 
not restricted as to the amount and classification of stocks 
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and bonds which it may issue. It may have any number of 
trustees; these are not required to meet residential require- 
ments, and they may meet in any state. 

The management of trusts is somewhat more permanent 
than that of corporations. The latter usually elect some new 
directors each year, and while the same control may be pro- 
longed through the agency of the voting trust, the duration 
of such trust is limited. The management of a common law 
trust is, on the other hand, for practical purposes, permanent. 

The trust possesses greater flexibility than the corporation 
as regards the nature of the activities in which it may 
engage. In this respect it is like the proprietorship and 
the partnership. The deed of trust contains the only re- 
strictions in this respect, but since this is prepared by the 
persons primarily interested it is not likely to contain any 
unduly prohibitive clauses. 

Some states, by limiting certain types of activities to cor- 
porations, tend to suppress the operation of express trusts to 
that extent. 

Trusts are free from all forms of regulation affecting cor- 
porations, and the increase in burdensome restrictions aimed 
at certain classes of corporations may tend to drive them to 
adopt the less formal organization of express trusts as a 
protective measure. | 

Trusts are not subject to the requirement placed on cor- 
porations of filing certificates and paying franchise taxes in 
each state in which they do business. 

Trustees, in managing the affairs of the trust, are respon- 
sible for the results and must exercise the “judgment of an 
ordinarily prudent man.”’ However, they may be held only 
for gross errors and negligence if a provision to that effect 
is inserted in the trust deed. They cannot use the property 
of the trust for objects not specified in the trust deed. 

Trustees, to avoid personal liability, must make it clear 
that they are acting for the trust, when dealing with out- 
siders. For this reason it is customary in making contracts 
with outsiders, to stipulate therein that the creditor must 
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look only to the property of the trust for the satisfaction of 
his debts, never to the personal estates of the trustees. 

While directors of corporations do not, as a rule, receive 
any compensation unless specific provision is made therefor, 
trustees are entitled to reasonable compensation for their 
services, unless the trust deed contains a provision to the 
contrary. 

Creditors of a trust must look to the property of the trust 
for satisfaction of their debts, never to beneficiaries since the 
latter are not personally liable for the debts of the trust. It 
is sometimes of great importance to ascertain whether a 
given enterprise is a trust or a partnership. If the members 
actively participate in the business this in itself constitutes 
a partnership. Such active participation may take the form 
of the right to control the trustees by election and removal, 
or it may take the form of the right of actual management. 
The test is: are the trustees free to act as principals? If 
so, a trust exists, and the beneficiaries are not personally 
liable as are partners. If a trust does exist the shareholders 
are limited in their powers of-control to the right to compel 
the trustee to account and to remove him for dishonesty or 
negligence. 

If the trust deed contains a provision to the effect that the 
trustees and shareholders can never be held liable as part- 
ners and third parties have notice thereof, the provision will 
hold in case of such third parties, even though the trust be 
actually a partnership. 

The trustees declare dividends in accordance with the 
provisions of the trust deed, and in this respect their powers 
correspond rather closely to those of the directors of a 
corporation. 

The express trust has been brought into considerable dis- 
repute because of its employment in certain wildcat ventures 
in oil production. The misuse of this form of organization 
should not be regarded as an inherent defect. 

Certain lawyers have likewise brought this form of organi- 
zation into disrepute by attempting to exploit it in the crea- 
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tion of “cheap” concerns, i. e., companies organized accord- 
ing to set forms, without regard to individual requirements. 

The creation of a Massachusetts Trust is accomplished by 
drafting and executing a deed of trust, this consisting of a 
contract between the trustee on the one hand and the 
beneficiary or beneficiaries on the other. Such beneficiaries 
may be regarded as representing those who at a later date 
may become interested, as, by buying out some beneficiary’s 
interest. 

The interest of a beneficiary in a trust is represented by a 
certificate of stock of a corporation. They may be bought 
and sold on stock exchanges, and sometimes are divided into 
several classes of common and preferred shares. 

The deed of trust prescribes the powers of the trustees and 
outlines the nature of the business. The trustees are usually 
empowered with the appointment and removal of officers 
and employees. They adopt a name for the business, instead 
of conducting it in their names. The name is usually stated 
in the trust deed. 

Customarily, also, a seal not unlike that of a corporation is 
used. 

Relative to payment of dividends, the trust deed usually 
grants wide powers to the trustees, similar in most respects 
to those granted the board of directors of a corporation. 

Among well known concerns employing the trust form of 
organization are: 

Amoskeag Manufacturing Co. 

Associated Simmons Hardware Cos. 

Chicago Elevated Railways 

Mackay Companies 

Massachusetts Gas Cos. 

Great Northern Iron Ore Properties 

Massachusetts Lighting Cos. 

Montgomery Ward Warehouse 

North American Pulp and Paper Co. 

The trust deed usually provides that no personal liability 
shall attach to stockholders or trustees. 

According to the Report of the Massachusetts Tax Com- 


24 CORPORATE MANAGEMENT AND PROCEDURE 


missioner upon Voluntary Associations, Jan. 17, 1912, this 
form of business organization, after 25 years of experience, 
has proven safe and unobjectionable. The report states that 
it is more flexible than the corporation as well as more 
economical. It is well adapted to the development of real 
estate, by insuring a continuity of management not possible - 
in case of corporations, the trustees not being changed as 
often as the directors of a corporation. 

The trust has certain defects. It is governed largely by 
precedent, and the rules established by court decisions are 
by no means uniform. Moreover, if the use of the trust 
grows, legislatures may seek means of curbing and controll- 
ing them, in spite of the fact that their unincorporated form 
makes an attempt difficult. In 1913 Massachusetts passed 
an act to punish trustees of voluntary associations who do 
not file reports with the Commissioner of Corporations, as 
well as one to provide for the publication of such reports. 
Gen. Acts Mass. 1913, 376, 507. 

It is difficult to determine the exact legal status of the 
Massachusetts trust. See J//. Law. Rev., 482 (1918). That 
they are legal has been decided long since. Phillips v. 
Blatchford, 137 Mass. 510 (1884). Subsequent decisions 
have served to confirm this. See 140 Mass. 346; 168 Mass. 
566; 174 Mass. 491; 185 Mass. 202. 

The Declaration of Trust of Western Massachusetts Com- 
panies is shown in Form 1 as follows: 


ForM I 


DECLARATION OF TRUST OF 
WESTERN MassAcHUSETTS COMPANIES 


This DECLARATION OF TRUST is made at Boston in the 
County of Suffolk and Commonwealth of Massachusetts this fif- 
teenth day of January, 1927, by Grorce W. LawrENce of Green- 
field, AtvAH Crocker of Fitchburg, W. RopMan PEABopy of 
Milton, Atrrep L. Rrptey of Andover, Cuartes W. Hazetton 
of Montague, ARTHUR W. Woop of Arlington, CHARLES WALcoTT 
of Cambridge, Moses Witttams of Needham, CuHartes STETSON 
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of Boston, J. Preston Rice of Newton, all in the Commonwealth 
of Massachusetts, SaMUEL FERGUSON of Hartford in the State of 
Connecticut and "JONATHAN BuLKLEy of New York in the State 
of New York, who are hereinafter called the Trustees, and said 
expression shall extend to and ‘include the Trustees for the time 
being hereunder appointed as hereinafter provided, and the word 
“Trustee” as hereinafter used shall apply to any one of the said 
Trustees where the context so admits. 

WHEREAS, it is desired to create under and in accordance with 
the provisions of this instrument a voluntary association for the 
acquisition of property and the conduct of business as hereinafter 
set forth, consisting, first, of the Trustees, in whom shall be vested 
the legal title to all property at any time belonging to said asso- 
ciation except as hereinafter provided and who shall manage, 
control and carry on the affairs of the association as hereinafter 
set forth, and second, of the persons (hereinafter called the 
Shareholders) who shall from time to time be the holders of 
certificates of beneficial interest, known as shares, to be issued 
as hereinafter provided, in whom shall be vested the entire bene- 
ficial interest in all property belonging to the association and all 
business conducted by it and all profits earned by it, and 

WHEREAS, it is proposed that in the first instance said Trustees 
shall acquire at least a majority of the outstanding common stock 
of Turners Falls Power & Electric Company, a corporation of 
Massachusetts, and as much more of the common stock of said 
corporation as may be deposited under and within the time per- 
mitted by a deposit agreement of even date herewith, the parties 
to which are said Trustees, The Merchants National Bank of 
Boston and such of the stockholders of said corporation as shall 
so deposit their shares, and that the Trustees shall issue in ex- 
change for said stock shares of this association as hereinafter and 
in said deposit agreement provided; 

Now, THEREFORE, this declaration of trust wITNESSETH that 
said George W. Lawrence, Alvah Crocker, W. Rodman Peabody, 
Alfred L. Ripley, Charles W. Hazelton, Arthur W. Wood, Charles 
Walcott, Moses Williams, Charles Stetson, J. Preston Rice, Samuel 
Ferguson and Jonathan Bulkley for themselves, their heirs, execu- 
tors, administrators, successors and assigns, do hereby declare 
that they and their successors from time to time, as Trustees 
hereunder, will hold, manage and dispose of the aforesaid prop- 
erty, if and when acquired by them, and all such other property 
as may be hereafter transferred or conveyed to them as Trustees 
hereunder, or otherwise acquired and held on behalf of the asso- 
ciation as hereinafter provided (all of said property at any time 
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and from time to time so held being hereinafter collectively re- 
ferred to as the “trust estate”), in trust to hold, manage and 
control said trust estate and receive the income thereof and to 
dispose of the same for the benefit of the Shareholders according 
to the number and kind of shares held by them respectively, and 
with and subject to the powers and provisions hereinafter con- 
tained concerning the same. 


Business NAME OF TRUSTEES 


(1) The Trustees in their collective capacity shall be desig- 
nated “Western Massachusetts Companies” and in so far as may 
be practicable all the business of the association shall be done 
and all its affairs conducted in and under that name, to the end 
that legal title to the entire trust estate except as otherwise pro- 
vided herein and in any event the absolute control thereof shall 
be at all times vested in the Trustees, and that all obligations 
incurred by or in behalf of the association shall be the obligations 
of the Trustees only and not of the Shareholders but enforceable 
against the Trustees as hereinafter provided, only as such trustees, 
and only to the extent of the trust estate in their hands and posses- 
sion and never against them or any of them in their individual 
capacity or capacities. 


NUMBER, ELECTION, QUALIFICATION, RESIGNATION AND 
COMPENSATION OF TRUSTEES 


(2) The Trustees hereunder shall be twelve (12) in number 
until a different number shall be fixed by the Shareholders or the 
Trustees as hereinafter provided and thereafter shall be such 
number as shall be fixed from time to time by the Shareholders 
or the Trustees as hereinafter provided. At any annual meeting 
of the Shareholders or at any special meeting of the Shareholders 
called for the purpose, such number may be at any time and from 
time to time increased to such number as may be fixed by a vote 
of two-thirds (24) of the number of Shares then outstanding 
hereunder of such class or classes as then have general voting 
power, and at any annual meeting of the Shareholders such num- 
ber if then greater than nine (9g) may be reduced by a similar 
vote to any number not less than nine (9). Until the Share- 
holders have made for the first time a change in the number of 
Trustees, but not thereafter, the Trustees themselves may from 
time to time increase their number to any number not greater 


than seventeen (17) by a majority vote of all the Trustees then 
in office. 
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(3) The Trustees herein named shall hold office until the 
annual meeting to be held in the year 1928, and every trustee 
hereafter elected shall hold office until the annual meeting of the 
Shareholders next succeeding his election, and in either case all 
such trustees shall continue in office even after the annual meeting 
in question until the succeeding board of Trustees has been elected 
as hereinafter provided, and until at least a majority of said such 
succeeding board is qualified to act as hereinafter provided. 

(4) At each annual meeting of the Shareholders they may 
elect a new board of Trustees for the ensuing year of such number 
as may be then fixed as hereinbefore provided, and any one or 
more of all of the Trustees previously in office may be re-elected 
to the new board, and at any special meeting at which the number 
of Trustees is increased as hereinbefore provided the Shareholders 
may elect the additional Trustees so provided for, but no Trustee 
shall be so elected unless he receives the affirmative votes of at 
least a majority of the number of shares then outstanding here- 
under of such class or classes as then have general voting power, 
and if the full number to be elected at the meeting in question 
shall not be elected in said manner there shall be no election at 
all at said meeting and any increase in the number of Trustees 
voted at such meeting shall be void and of no effect. If the 
Trustees shall increase their own number as provided in Article 
2 they shall thereupon elect the additional Trustees so provided 
for. 

(5) Every Trustee elected by the Shareholders or by the Trus- 
tees as provided in Article 4 or to fill a vacancy as provided in 
Article 7 shall be required, except in case of re-election, to qualify 
as such trustee by signing, sealing and acknowledging, and depos- 
iting with the Secretary of the association within twenty (20) 
days after his election a written statement containing a declara- 
tion of his acceptance of such election and of the trusts, duties 
and obligations hereby imposed upon him as such trustee. If at 
the expiration of twenty (20) days after any annual meeting at 
which Trustees are elected less than a majority of all the Trustees 
so elected shall be qualified to act as herein provided, said election 
shall become null and void and the former Trustees shall continue 
in office as provided in Article 3. In other cases of failure to 
qualify, the election of that one or those so failing shall alone 
become null and void and each such failure shall create a vacancy 
to be filled as provided in Article 7. 

(6) Any Trustee may resign by presenting his written resigna- 
tion at a meeting of the Trustees or by delivering the same at the 
principal office of the association addressed to the President or 
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Secretary of the association, but such resignation shall take effect 
only upon its acceptance by the Trustees or by the election of a 
new Trustee in the place of the Trustee so resigning, or upon the 
expiration of twenty (20) days after the presentation or the de- 
livery of such resignation, whichever event shall first occur, and 
after such resignation, until it takes effect as aforesaid, the re- 
signing Trustee may, but shall not be obliged to, act as trustee 
hereunder. 

(7) In case of any vacancy in the board of Trustees occurring 
by the death, resignation or failure to qualify of any Trustee a 
new Trustee to fill such vacancy shall be elected by the remaining 
Trustees and such vacancy may be so filled even if such remaining 
Trustees shall be less than a majority of the whole board. 

(8) Whenever any change of Trustees shall take place here- 
under either by the death or resignation of any Trustee or Trustees 
or by the election of a new board of Trustees or of any additional 
Trustee or Trustees, the title to the entire trust estate as pre- 
viously vested in the former Trustees shall immediately vest in 
the Trustees holding office as a result of such change without any 
conveyance from any outgoing Trustee or Trustees or from the 
heirs, executors or administrators of any deceased Trustee or 
Trustees or from the continuing Trustees or any of them; but 
notwithstanding this provision, it shall be the duty of each out- 
going Trustee, of the heirs, executors or administrators of each 
deceased Trustee and of each continuing Trustee, to execute, 
acknowledge and deliver such instruments of conveyance as shall 
be deemed by the Trustees advisable and appropriate for the 
purpose of confirming the title vested as aforesaid in the Trustees 
then holding office. 

(9) The Trustees shall receive for attendance at meetings such 
reasonable compensation as the Trustees may determine, and if 
any Trustee shall be called upon to travel or perform other extra 
services he may be paid his expenses and such special remunera- 
tion as the Trustees may determine. 


CONVERSION OF TRuST EsTATE INTO CasH 


(10) It shall be the duty of the Trustees at or before the ter- 
mination of the trust hereby created to sell and convert into cash 
the entire trust estate and no Shareholder shall have or acquire 
at any time any interest in the specific property, real or personal 
at any time forming part of the trust estate, or any right to any 
division or partition thereof or any other rights with reference 
thereto, except to have said property dealt with as herein provided, 
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to receive dividends therefrom, as herein provided, and to share 
in the distribution of the cash proceeds thereof upon the termina- 
tion of the trust, except that the Trustees in the exercise of their 
uncontrolled discretion may, if they see fit, at the termination of 
the trust retain and distribute in kind as hereinafter provided, 
all or any part of the personal property forming a part of the trust 
estate. 


BusINESS POWERS OF THE TRUSTEES 


(11) Until the termination of the trust hereby created, the 
Trustees in the control and management of the trust estate and 
in the conduct of the business of the association shall have power 
at any time and from time to time, subject however to the limita- 
tions and conditions herein contained in this or any other article 
hereof: : 
(a) To subscribe for or to acquire by purchase for cash 
or in exchange for shares of the association or otherwise and 
for such price and upon such terms as the Trustees may in 
their uncontrolled discretion determine, stocks, shares, rights, 
bonds, notes or other securities or obligations of any corpo- 
ration, trust or association, which is engaged in whole or in 
part in the business of manufacturing, generating, producing, 
transmitting, selling, distributing, or dealing in, electrical 
energy, artificial gas, or water power, in the Commonwealth 
of Massachusetts; or of any other corporation, trust or asso- 
ciation of whatever nature and wherever situated if in such 
case last mentioned the Trustees shall determine that such 
acquisition would increase the value of or protect the invest- 
ment of the Trustees in the securities already held of any 
Massachusetts corporation, trust or association of the kind 
described in this paragraph either by reason of direct or 
indirect connection between the two companies or for any 
other reason deemed by the Trustees sufficient. 

(6) To manufacture, generate, produce, transmit, pur- 
chase, sell, distribute and deal in electrical energy, artificial 
gas, or water power, and for the aforesaid purposes or any of 
them to acquire by purchase for cash or in exchange for 
shares of the association, or otherwise, and to lease, and to 
hold, develop, construct, erect, maintain, conduct, operate, 
manage under contract and otherwise utilize real estate, or 
any rights or interests therein, water rights, water power or 
privileges, buildings, plants, systems, machinery or any other 
things suitable for said purposes or any of them. 

(c) To sell at public auction or by private contract, or 
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otherwise, the whole or any part of the trust estate, free and 
discharged of the trusts hereunder, to any person or persons 
in such manner and for such price or consideration upon time 
or otherwise, and subject to such restrictions and agreements 
as they may in their uncontrolled discretion determine and 
without the necessity of applying to any court or to the Share- 
holders hereunder for leave so to do, and to buy in or rescind 
or vary any contract of sale and to resell without being re- 
sponsible for loss, and to convert, exchange or refund the 
whole or any part of the trust estate for or into any shares, 
bonds or other securities or obligations, property or effects 
in which the Trustee might, under the provisions hereof, invest 
any moneys forming a part of the trust estate, and, without 
limiting the generality of the foregoing, to sell the whole 
or any part of the trust estate for any shares, bonds or other 
securities or obligations of the purchaser, as a step in pro- 
ceedings looking towards the termination of the trust hereby 
created, or the carrying out of any plan for the reorganization 
or rearrangement of the business or properties conducted or 
held hereunder, provided however that the Trustees shall 
not so sell, except upon or in connection with the termination 
of the trust hereby created, any shares of the stock of any 
corporation, trust or association of which a majority in inter- 
est is then held as a part of the trust estate, unless such sale 
shall have been authorized by the Shareholders at a meeting 
called for that purpose, by a vote of at least a majority in 
number of all the shares then outstanding hereunder of such 
class or classes as then have general voting power. 

(d) To borrow money and to issue bonds or other obliga- 
tions therefor and to secure the payment thereof by mortgage, 
pledge or specific charge of the whole or any part of the trust 
estate then owned or thereafter acquired, except that no such 
bonds or other obligations maturing more than one year 
after the date thereof shall be issued, and no such mortgage, 
pledge or specific charge shall be created unless authorized 
in each and every such case by a vote of at least two-thirds 
(34) in number of all the shares then outstanding hereunder 
of such class or classes as then have general voting power. 

(e) To advance or lend money on such terms as they shall 
think proper, with or without security, to any corporation, 
trust or association of which any of the stocks, shares, bonds 
or other securities or obligations shall constitute a part of 
the trust estate and to any other person, corporation, trust, 
firm or association of any description whenever in their opin- 
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ion such action is necessary or convenient in the business or 
conducive to the advantage of the association, and to dis- 
charge and cancel without payment any indebtedness thus 
arising, or to convert the same into stocks, shares, bonds or 
other obligations of such corporation, trust or association or 
of any other with or into which it may be. consolidated or 
merged or to which its property may be transferred or leased 
or by which its capital stock may be owned. 

(f) To exercise any and all powers and rights belonging 
to the holder of any stocks, shares, bonds or securities or 
obligations forming a part of the trust estate whether by 
voting or by giving any consent, request or notice or other- 
wise and either in person or by proxy or attorney and to give 
proxies or powers of attorney therefor with or without power 
of substitution, which proxies and powers of attorney may 
be for meetings or actions generally or for any particular 
meeting, meetings or action and may include the exercise 
of any discretionary powers, and without limiting the gen- 
erality of the foregoing, to vote in favor of or to consent to 
the creation of any mortgage, lien or other encumbrances 
upon all or part of the franchises and property then owned 
or thereafter acquired of any or all of the corporations, trusts 
and associations by which said stocks, shares, bonds, securities 
or obligations were issued, or to vote in favor of or to consent 
to the merger or consolidation of such corporation, trust or 
association with any other corporation, trust or association 
or for the sale, lease, surrender or abandonment of all or any 
part of the franchises and property of any such corporation, 
trust or association. 

(g) To cause any stocks, shares, bonds or other securities 
or obligations subject to these trusts to be transferred into 
the name of Western Massachusetts Companies or into the 
names of the Trustees or any one or more of them or to remain 
in or be transferred into the name of any other person, firm, 
association, trust or corporation and in any such case in such 
manner as not to give notice that the same are affected by 
the trust hereby created or by any trust, and to be deposited 
for safe keeping in such place and in such manner and subject 
to such control or joint control as they may deem proper. 

(hk) To cause any real estate at any time acquired on be- 
half of the association to be acquired and held for the asso- 
ciation by such special trustee or trustees, and under such 
form of agreement or declaration of trust, and with such pro- 
visions for the resignation or removal of such special trustee 
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or trustees and the appointment of his, its or their successors 
as the Trustees may determine, but subject in all cases to the 
absolute right of the Trustees to control and direct the use, 
management, sale, mortgage, lease or other dealing with or 
disposition of said real estate. 

(i) To collect, sue for, receive and receipt for all sums of 
money coming due as a part of the trust estate, to consent to 
the extension of the time for payment, or to the renewal of 
any bonds or other securities or obligations belonging to the 
trust estate and to compound, compromise, abandon or adjust, 
by arbitration or otherwise, any actions, suits, proceedings, 
disputes, claims, demands and things relating to the trust 
estate, and to transfer to and deposit with any corporation, 
committee or other persons any stocks, shares, bonds or other 
securities or obligations forming part of the trust estate for 
the purposes of any arrangement for enforcing or protecting 
the interests of the Trustees as the owners of such stocks, 
shares, bonds or other securities or obligations, and to pay 
any assessment levied in connection with such arrangement, 
and 

(j) To purchase, acquire and hold shares, bonds and notes 
and other obligations and securities issued by the Trustees 
as herein provided and either to cancel and retire the same in’ 
whole or in part or to re-issue them in whole or in part to such 
person or persons, and for such purposes hereby permitted 
and in such manner and upon such terms and for such con- 
sideration as the Trustees may determine but no such shares 
while so held by the Trustees shall be entitled to any voting 
rights or to any dividends or be deemed outstanding. for any 
purpose hereunder. 

(k) To perform and do all such further acts and things as 
may be properly incidental to the exercise of the foregoing 
powers or any of them to the same extent to which suck 
further acts and things might be performed and done by a 
corporation lawfully organized and existing for the purposes 
and with the powers set forth in this article. 


MEETINGS OF TRUSTEES 


(12) An annual meeting of the Trustees shall be held imme- 
diately after and at the same place as the annual meeting of the 
Shareholders. Other regular meetings may be held at such places 
in Massachusetts as the Trustees may by vote from time to time 
determine. A special meeting of the Trustees may be held at any 
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time and at any place in Massachusetts when called by the Presi- 
dent, Secretary or two or more Trustees. No notice of said annual | 
meeting shall be required, but notice of each other meeting shall 
be given either by the Secretary or by the person or persons by 
whom such meeting is called by giving to each of the Trustees 
three (3) days’ notice of such meeting; and such notice sent by 
mail, postage prepaid, to any Trustee at his usual address on the 
third day or any earlier day before such meeting shall be deemed 
sufficient notice to him whether or not the same be received by 
him, and in computing such time Sundays and holidays shall be 
included, but it shall not be necessary to give notice of any such 
meeting as aforesaid to any Trustee who is present at the meeting 
or who either before or after the meeting waives such notice in 
writing. A majority of the full board of Trustees present at any 
meeting shall constitute a quorum for the transaction of business 
and for the purpose of filling vacancies, as provided in Article 7, 
a majority of the Trustees continuing in office shall constitute 
such quorum, but less than a quorum may adjourn any meeting 
from time to time and such meeting may be held as adjourned 
without further notice. When a quorum is present at any meet- 
ing a majority of the Trustees present and voting shall decide 
any questions brought before such meeting. 


OrFicers, AGENTS AND EXECUTIVE COMMITTEE 


(13) The Trustees shall from time to time elect a President, 
a Treasurer and a Secretary and may elect one or more Vice Presi- 
dents and one or more Assistant Treasurers and such other officers 
as the Trustees may think proper, and may permit any officer so 
elected to resign and may remove any such officer with or without 
cause and may fill any vacancy and may elect temporary officers 
to serve during the absence or disability of the regular officers 
or for any specified purpose. Every officer so elected unless other- 
wise determined by the Trustees shall hold his office until the 
first meeting of the Trustees following the next succeeding annual 
meeting of the Shareholders and thereafter until his successor 
has been chosen. Any such officer may be, but no such officer 
need be, a Shareholder or Trustee, and any two or more offices 
may be held by the same person, except that no one person shall 
be both President and Vice President or both Treasurer and 
Assistant Treasurer. Such officers shall receive such compensation, 
if any, as may from time to time be fixed by the Trustees and 
they shall have respectively, in addition to the powers and duties 
conferred and imposed upon them by the express provisions of 
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this declaration of trust, such further powers and duties as may be 
conferred and imposed upon them from time to time by the 
Trustees. F 

(14) The President, if present, shall preside at all meetings 
of the Trustees and of the Shareholders and in his absence the 
Senior Vice President, if any Vice President is present, shall so 
preside, but if neither the President nor any Vice President shall 
be present at any meeting, a temporary chairman shall be chosen 
by the meeting. 

(15) The Treasurer shall have custody of all moneys belonging 
to the trust estate and shall deposit the same in such one or more 
banks or trust companies as may be designated from time to time 
by the Trustees in the name “(Western Massachusetts Companies” 
and shall disburse the same in the discharge of obligations incurred 
by the Trustees or for other purposes authorized by the Trustees 
by checks drawn by him against such deposit account or accounts 
and signed on behalf of Western Massachusetts Companies by 
him as Treasurer. He shall also keep accurate books of account 
of all the financial transactions of the Trustees. If required by 
the Trustees, the Treasurer shall give bond for the faithful dis- 
charge of his duties and the premium on such bond shall be paid 
out of the trust estate. Such bond, if given, shall be in the custody 
of the President. All or any part of the duties of the Treasurer 
may be performed at any time and from time to time by any 
assistant treasurer designated for that purpose by the Trustees. 

(16) The Secretary shall attend, if possible, all meetings of 
the Trustees, of the Executive Committee if any and of the Share- 
holders and shall give notice of all such meetings as required by 
the provisions hereof and shall keep the minutes of all such meet- 
ings, but if he is absent from any meeting a temporary secretary 
shall be chosen by the meeting to act in his place. 

(17) The Trustees may likewise from time to time appoint or 
employ or authorize the appointment or employment of agents or 
employees or representatives and the Trustees may fix their com- 
pensation, term of employment, duties and powers or authorize 
the same to be fixed and may remove them or terminate their 
employment or authorize the same to be done. The Trustees may 
delegate any or all of the powers and discretions of the Trustees 
to any of the officers, agents or representatives elected or ap- 
pointed pursuant to the provisions hereof, and all action taken 
by any such officer, agent or representative pursuant to such 
delegation shall be binding upon the Trustees. All promissory 
notes and other negotiable instruments, except checks, and all 
bonds and other agreements for the payment of money or evi- 
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dences of indebtedness and all contracts in writing and other 
documents issued or entered into by the Trustees, except deeds 
affecting the title to real estate, shall be signed in their behalf 
as they may determine either by a majority of the Trustees or by 
such one or more Trustees or officers, agents or representatives of 
the Trustees as they may designate. 

(18) The Trustees may appoint from time to time from among 
their number an Executive Committee of not less than five (5) 
members and may at any time abolish said committee or remove 
any member or members thereof with or without cause, and may 
fill all vacancies therein. Such committee if appointed shall have 
and exercise such of the powers and discretions of the Trustees 
and be subject to such supervision and control by the Trustees 
as the Trustees shall from time to time determine. Meetings of 
said committee shall be held and notified from time to time as 
provided herein with reference to meetings of the Trustees and 
minutes of such meetings shall be kept as provided in Article 16, 
and the minutes of every such meeting shall be presented at the 
next meeting of the Trustees. 


SHARES AND SHAREHOLDERS 


(19) The transferable certificates of beneficial interest known 
as shares to be issued as herein provided may consist of common 
shares without par value and of preferred shares of one or more 
classes when authorized as hereinafter provided, and, subject to 
the limitations hereinafter contained, shares of any class or classes 
may be issued by the Trustees from time to time for cash, property 
or services. Not exceeding six hundred thousand (600,000) of 
such common shares may be issued by the Trustees, for the pur- 
poses hereinafter set forth but not otherwise, without the consent, 
vote or authority of the holders of any shares previously issued. 
Of said shares so authorized four hundred thousand (400,000) 
shall be set apart and reserved to be issued in exchange for shares 
of Turners Falls Power & Electric Company transferred and de- 
livered to the Trustees and shall be issued for that purpose only, 
but may be so issued either for shares of said corporation so 
transferred and delivered pursuant to the deposit agreement de- 
scribed in the preamble hereof, or thereafter for other such shares 
so transferred and delivered on such terms as the Trustees may 
determine. The remaining two hundred thousand (200,000) 
shares authorized as aforesaid may be issued to such person or 
persons and for such purposes hereby permitted and in such 
manner and upon such terms and for such consideration as the 


36 CORPORATE MANAGEMENT AND PROCEDURE 


Trustees may determine but they shall not be so issued in whole 
or in part, nor shall any contract or agreement for such issue be 
made by the Trustees, until after the Trustees shall have acquired 
as a part of the trust estate at least a majority in interest of the 
common stock of said Turners Falls Power & Electric Company. 
Except as hereinbefore provided common shares shall be issued 
only when authorized by the affirmative vote of at least a majority 
in interest of all shares previously issued and then outstanding 
of such class or classes as have general voting power. Preferred 
shares shall be issued only when authorized by the affirmative 
vote of at least two-thirds (24) in interest of shares having general 
voting power as aforesaid and also by such vote or consent of the 
holders of each class of preferred stock previously issued and 
then outstanding as may be required by the rights, privileges and 
preferences of said outstanding class established as hereinafter 
provided. All preferred shares issued shall have such par value, 
if any, such priority as to dividends which may be cumulative, 
such priority in liquidation, such voting rights and such other 
rights, privileges, preferences, restrictions and limitations as may 
be established and authorized by the votes and consents of Share- 
holders pursuant to which they are issued. No holder of shares 
of any class shall have any preemptive or preferential rights to 
subscribe to any shares of any class issued at any time, except 
so far as such rights may be provided for by the votes of Share- 
holders by which such shares are authorized. No fractional shares 
shall be issued but the Trustees may issue scrip or fractions of 
shares which may be either assignable or issued to bearer and 
which when presented to the Trustees by the same holder in suffi- 
cient amounts to represent one or more full shares will entitle such 
holder to receive therefor the number of full shares so represented. 
Such scrip shall not entitle the holders thereof to vote or to receive 
dividends thereon but it may be provided that payments in lieu 
of dividends shall be made to such holders at the time when they 
convert such scrip into full shares, and if the Trustees see fit, they 
may in connection with the issuing of such scrip issue to a trustee 
for the holders thereof the total number of full shares represented 
by the total amount of such scrip and may pay dividends on said 
shares to such trustees in trust for the holders of such scrip to 
be paid over to them respectively on the conversion of such scrip 
into full shares. 

(20) Every Shareholder shall be entitled to receive a certifi- 
cate in such form as the Trustees shall from time to time approve 
specifying the number and kind of shares held by him with such 
description, if any, as may be necessary to distinguish shares of 
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one class from shares of any other class or classes. Such certificate 
shall, unless otherwise determined by the Trustees, be signed on 
behalf of the Trustees by the President or a Vice President and 
the Treasurer or an Assistant Treasurer. On evidence satisfactory 
to the Trustees that any certificate issued hereunder has been 
worn out, mutilated, lost or destroyed, the Trustees may cause 
a new certificate to be issued in place thereof on such terms, if any, 
as to indemnity and otherwise, as the Trustees shall deem proper. 

(21) A register or registers shall be kept by or on behalf of 
the Trustees which shall contain the names and addresses of the 
Shareholders and the number and kind of shares held by them re- 
spectively and a record of all transfers thereof. No Shareholder 
shall be entitled to receive payment of any dividend declared or 
to have any notice given to him as herein provided until he has 
given his address to the Treasurer or to the Transfer Agent here- 
inafter referred to, so that it may be entered upon such register 
or registers. The Trustees may employ, if they see fit, a Transfer 
Agent and also a Registrar of shares, each of which shall be a 
trust company or national bank doing business in Boston, Massa- 
chusetts. The Transfer Agent, if appointed, shall keep the afore- 
said register or registers of Shareholders and shall record therein 
all transfers of shares and shall countersign all certificates of 
shares issued to the persons entitled thereto. The Registrar, if 
appointed, shall register all shares from time to time issued by the 
Trustees and shall endorse a notation of such registration upon 
all certificates issued by the Trustees. 

(22) Every transfer of any shares (otherwise than by opera- 
tion of law) shall be in writing under the hand of the Transferor 
or of his agent thereunto duly authorized in writing and upon 
delivery thereof to the Trustees or to the Transfer Agent accom- 
panied by the existing certificate for such shares, together with 
such evidence of the genuineness of such transfer, authorization 
and other matters as may reasonably be required, shall be recorded 
in the register and thereupon a new certificate for the shares 
transferred shall be issued to the Transferee and in case of a 
transfer of only a part of the shares represented by any certificate 
a new certificate for the residue thereof shall be issued to the 
Transferor. Until a transfer shall be so delivered and recorded 
the record holder of each and every certificate shall be deemed 
to be the holder of the share or shares represented thereby for 
all purposes hereof and neither the Trustees nor any Transfer 
Agent nor Registrar nor any officer or agent of the Trustees shall 
be affected by any notice of such transfer. 

(23) Any person becoming entitled to any shares in conse- 
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quence of the death, bankruptcy or insolvency of any shareholder 
or otherwise by operation of law, upon production of proper evi- 
dence thereof and upon delivery of the existing certificate to the 
Trustees or the Transfer Agent shall be recorded in the register 
as the holder of said shares and shall receive a new certificate 
therefor, but until such record is made the Shareholder of record 
shall be deemed to be the holder of such shares for all purposes 
hereof and neither the Trustees nor any Transfer Agent nor 
Registrar nor any officer or agent of the Trustees shall be affected 
by any notice of such death, bankruptcy, insolvency or other 
involuntary transfer. 

(24) Shares issued as herein provided shall be personal prop- 
erty entitling the holders only to the rights against the Trustees 
and with reference to the trust estate which are herein set forth 
and upon the death of any Shareholder all shares held by him 
shall pass as a part of his personal estate. 

(25) Two or more persons holding any share shall be joint 
tenants of the entire interest therein, and no entry shall be made 
in the register or in any certificate that any person is entitled to 
any future, limited or contingent interest in any share. But any 
person registered as a holder of any share may, subject to the 
provisions hereinafter contained, be described in the register or 
in any certificate as a trustee of any kind, and any words may be 
added to the description to identify the said trust. 

(26) All shares issued hereunder shall be full-paid and non- 
assessable and no Trustee, officer or agent shall be entitled to 
look to the Shareholders personally for indemnity against any 
liability incurred by him in the execution of these presents or to 
call upon the Shareholders for the payment of any sum of money 
or any assessment whatever. 

(27) Neither the Trustees nor any officer or agent of the 
Trustees nor any Transfer Agent shall be bound to take notice 
or be affected by notice of any trust whether express, implied or 
constructive or of any charge, pledge or equity to which any of 
said shares or the interest of any of the Shareholders under this 
declaration of trust may be subject or to ascertain or to inquire 
whether any sale or transfer of any such shares or interest by any 
such Shareholder or by his personal representative is authorized 
by any such trust, charge, pledge or equity or to recognize any 
person whatever as having any interest in such shares except the 
persons registered as Shareholders and the receipt of the person 
in whose name any share is registered or if such share is registered 
in the names of more than one person the receipt of any one of 
such persons or the receipt of the duly authorized agent of any 
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such person shall be a sufficient discharge for all dividends and 
other money and for all shares, bonds, obligations and other 
property payable, issuable or deliverable in respect to such share 
and from all liability to see to the application of such dividends, 
money, shares, bonds, obligations and other property. 


MEETINGS OF SHAREHOLDERS 


(28) An annual meeting of the Shareholders shall be held 
during the month of February in the year 1928 and in each year 
thereafter on such day and at such hour as the Trustees may 
from time to time determine, either at the principal office of the 
association in Boston, Massachusetts, or at such other place in 
Massachusetts as may be designated by the Trustees, for the 
purpose of electing new Trustees in place of and to succeed those 
whose terms of office expire at that time and for such other pur- 
poses as may be specified by the Trustees. If such annual meet- 
ing shall not be held as above provided, a special meeting may 
be held in lieu thereof at any time and any business which might 
have been transacted at such annual meeting may be transacted 
at such special meeting and for all purposes hereof such special 
meeting shall be deemed to be an annual meeting duly held as 
herein provided. Special meetings of the Shareholders shall be 
held whenever ordered by the Trustees or the President or re- 
quested by the holders of one-tenth in interest of all the shares 
outstanding of any class or classes having the general right to 
vote. A written or printed notice of each meeting of the Share- 
holders, whether annual or special, specifying the time, place and 
purposes thereof, shall be given to all Shareholders entitled to 
vote thereat by mailing such notices, postage prepaid, to such 
Shareholders at least seven (7) days before such meeting. If the 
Secretary shall refuse or fail to give any such notice of any special 
meeting such notices may be given by the persons or person by 
whom such meeting was called or requested. At all meetings of the 
Shareholders every Shareholder shall have one (1) vote for every 
share held by him, except so far as it may be provided hereafter 
that the preferred shares on any class or classes thereof shall have 
no voting power, or restricted voting power or shall have under 
certain circumstances the sole voting power to the exclusion of 
some other class or classes of shares. Every Shareholder entitled 
to vote at any meeting shall have the same right to vote thereat 
or at any adjournment or adjournments thereof, either in person 
or by proxy in writing as in the case of a stockholder in a corpora- 
tion. At all meetings a majority of all shares issued and out- 
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standing and having the general right to vote shall constitute a 
quorum for the transaction of business, but less than such ma- 
jority may adjourn the meeting from time to time and the meet- 
ing may be held as adjourned without further notice. When a 
quorum is present at any meeting all matters properly brought 
before the meeting shall be decided by the majority vote of the 
Shareholders present or represented at such meeting and voting 
upon such questions, except as otherwise provided herein and as 
may be otherwise provided hereafter as to particular questions 
in the provisions for the establishment of the rights, privileges 
and preferences of any class or classes of preferred shares. For 
the purpose of determining the-Shareholders who are entitled to 
vote or act at any meeting or any adjourned session thereof, the 
Trustees may from time to time close the transfer books for such 
period not exceeding twenty (20) days prior to such meeting as 
the Trustees may determine or may without closing said transfer 
books, fix a time not more than twenty (20) days prior to such 
meeting at which the Shareholders entitled to vote as aforesaid 
shall be determined. 

(29) When any share is held jointly by several persons, any, 
one of them may vote at any meeting in person or by proxy in 
respect of such share, but if more than one of them shall be present 
at such meeting in person or by proxy, and such joint owners or 
their proxies so present disagree as to any vote to be cast, such 
vote shall not be received in respect of such share. 

(30) If the holder of any share is a minor or a person of un- 
sound mind, or subject to guardianship or to the legal control of 
any other person as regards the charge or management of such 
share, he may vote by his guardian or such other person appointed 
or having such control, and such vote may be given in person or by 
proxy. 

DIVIDENDS 


_ (31) The Trustees may from time to time declare and pay to 
the Shareholders out of the profits or surplus in the hands of the 
Trustees such dividends as they see fit, but the declaration and 
payment of such dividends shall lie wholly in the discretion of the 
Trustees and no Shareholders of any class shall be entitled to 
receive or be paid any dividends or to any distribution of earnings, 
profits or surplus except as determined by the Trustees in the 
exercise of said discretion. Whenever any dividend is declared 
and paid upon any class of shares outstanding the holders of said 
class shall all receive the same amount per share, but if any 
class or classes of preferred shares shall be issued the dividends 
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paid from time to time shall be paid to and distributed among 
the separate classes in accordance with the rights, privileges, 
preferences, restrictions and limitations established in connection 
with the creation of said preferred class or classes. The Trustees 
may if they see fit make any dividend payable to Shareholders 
of record on a date fixed by the Trustees for that purpose but such 
date shall be subsequent to the date upon which such dividend is 
declared and not more than twenty (20) days prior to the date 
upon which it is payable. 


RIGHTS OF THIRD PERSONS 


(32) No Shareholder shall be held to any liability whatever 
. for the payment of any sum of money, or for damages or other- 
wise under any contract, obligation or undertaking made, entered 
into or issued by the Trustees or by any officer, agent or repre- 
sentative elected or appointed by the Trustees and no such con- 
tract, obligation or undertaking shall be enforceable against the 
Trustees or any of them in their or his individual capacities or 
capacity and all such contracts, obligations and undertakings 
shall be enforceable only against the Trustees as such and every 
person, firm, association, trust and corporation having any claim 
or demand arising out of any such contract, obligation or under- 
taking shall look only to the trust estate for the payment or satis- 
faction thereof, and each and every such claim or demand (unless 
greater or different rights against the trust estate or some portion 
thereof are duly authorized by vote of the shareholders and given 
by express stipulation or by specific mortgage, pledge or charge) 
shall constitute only a floating charge upon the real and personal 
property for the time being belonging to the trust estate of such 
nature and in such manner that the Trustees, notwithstanding 
such charge and without incurring personal liability for breach of 
trust or otherwise, may continue to exercise the powers hereby 
conferred and to deal with said real and personal property by way 
of sale, mortgage, charge, lease or otherwise or of making distri- 
butions thereof all in accordance with the provisions hereof, and 
that each such floating charge, ranking in this respect pari passu 
with every other such floating charge, shall be enforceable only 
against the real and personal property from time to time remaining 
in the trust estate and not disposed of as aforesaid. It shall be 
the duty of the Trustees and each of them and of every officer, 
agent or representative elected or appointed by them to include in 
every written agreement entered into by them or any of them as 
herein provided, a statement of the immunity provided by this 
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article for the Shareholders and for the Trustees as individuals 
and also (unless it is intended to create pursuant to a vote of the 
Shareholders as aforesaid greater or different rights against the 
trust estate or some portion thereof by express stipulation or by 
way of specific mortgage, pledge or charge thereof) a statement 
that the obligation created by said agreement is only a floating 
charge as herein provided, and neither the Trustees nor any of 
them nor any officer, agent or representative appointed or elected 
by them shall have any power or authority to enter into any agree- 
ment or incur any obligation as herein provided except in ac- 
cordance with the provisions of this article. 

(33) The receipts of the Trustees or any of them for money or 
other things paid to them or him, and in the case of money paid 
the receipt of the Treasurer, shall be effectual discharges to the 
persons, firms, associations, trusts or corporations paying or de- 
livering such money or things and from all liability to see to the 
application thereof, and the statement or representation of any 
one or more of the Trustees or of the Secretary to the effect that 
the person or persons purporting to act as Trustees in connection 
with the sale of any part of the trust estate or in connection with 
any other action taken on behalf of the association. as herein pro- 
vided, are in fact the Trustees hereunder at that time, or to the 
effect that any person purporting to act as an officer, agent or rep- 
resentative of the association is in fact such officer, agent or 
representative, or to the effect that any sale or other action taken 
as aforesaid has been duly authorized by the Trustees or by the 
Shareholders as may be required by the provisions hereof or as to 
the meetings, votes or other proceedings by which such authority 
was given, shall be conclusive evidence of the fact so stated in 
favor of every purchaser of any part of the trust estate and of 
every person, firm, association, trust or corporation dealing with 
the association through the person or persons so held out as 
Trustees or as officers, agents or representatives, and in favor of 
every association, trust or corporation whose shares or other 
securities are transferred by any such sale, and of every transfer 
agent transferring such shares. 


RESPONSIBILITY OF TRUSTEES AND OTHERS 


(34) No Trustee, and no officer, agent or other representative 
elected or appointed pursuant to any provision hereof, shall be 
liable for any act or default on the part of any co-Trustee, or 
other officer or agent, or for having permitted any co-Trustee 
or other officer or agent to receive or retain any money or property 
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receivable by the Trustees hereunder, or for errors of judgment 
in exercising or failing to exercise any of the powers or discretions 
conferred upon or resting upon him, or for any loss arising out 
of any investment, or for failure to sue for or to collect any moneys 
or property belonging to the trust estate, or for any act or omission 
to act, performed or omitted by him in good faith in the execution 
of the trusts hereby created, and each Trustee and every such 
officer, agent or representative shall be answerable and accountable 
only for his own receipts and for his own wilful acts, neglects 
and defaults constituting a breach of trust knowingly and inten- 
tionally committed by him in bad faith, and not for those of any 
other, or of any bank, trust company, broker, attorney, auctioneer 
or other person with whom or into whose hands any property 
forming part of the trust estate may be deposited or come, or by 
whom any action relating to the trusts hereof may be taken or 
omitted to be taken; nor shall any Trustee or any such officer, 
agent or representative be liable or accountable for any defect in 
title, or for failing to transfer to or vest in the Trustees title to 
any property or effects for the time being subject to any of the 
trusts of these presents, or intended or believed to be so subject, 
or for failing to take out or maintain any or sufficient insurance 
or for liens or encumbrances upon any such property or effects, 
or for lack of genuineness or for invalidity of the shares, bonds, 
er other obligations or instruments forming part of or relating 
to the trust estate, or for any loss, or otherwise, unless the same 
shall happen through his own wilful act, neglect or default consti- 
tuting a breach of trust knowingly and intentionally committed 
by him in bad faith; and the Trustees and each of them and each 
such officer, agent or representative shall be entitled out of the 
trust estate to reimbursement for their or his reasonable expenses 
and outlays and to be put in funds and exonerated and indemnified 
to their or his reasonable satisfaction from time to time, against 
any and all loss, costs, expense and liability incurred or to be 
incurred by them or him in the execution of the trusts hereby 
created; and no Trustee, however appointed, shall be obliged to 
give any bond or surety or other security for the performance of 
any of his duties in the said trusts. 

(35) The Trustees may consult with any counsel, lawyer, valuer, 
surveyor, engineer, broker, auctioneer, accountant or other 
expert, consultant or person deemed by them competent, to be 
selected, employed, retained or consulted by them at the expense of 
the trust estate, whether individuals, firms or corporations, and 
whether or not disinterested or generally or specially employed, 
retained or consulted, and any action taken by the Trustees in 
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good faith on the opinion or advice of, or information received 
from, any such counsel, lawyer, valuer, surveyor, engineer, broker, 
auctioneer, accountant or other expert consultant or person 
deemed by them competent, shall be complete and conclusive 
protection to the Trustees and each of them. 

(36) No sale, contract, arrangement or other dealing made or 
entered into on behalf of the association or in which it is directly 
or indirectly interested to or with any Trustee or officer hereunder 
or to or with any firm, corporation, trust or association in which 
any such Trustee or officer is interested and no such sale, contract, 
arrangement or other dealing in which any such Trustee or officer 
is in any other way directly or indirectly interested shall be 
voidable either by the Trustees or by the Shareholders, nor shall 
any such Trustee or officer so interested be liable to account 
either to the Trustees or to the Shareholders for any profit or 
benefit arising from any such sale, contract, arrangement or 
other dealing. 


DurRATION, TERMINATION AND AMENDMENTS 


(37) Unless sooner terminated as provided in Article 39, the 
trust hereby created shall continue in such manner that the 
Trustees shall have all the powers and discretions expressed to be 
given to them by these presents, and that no Shareholder shall be 
entitled to put an end to the same or to require a division of the 
trust estate or any part thereof until the expiration of seventy- 
five (75) years from the formal date hereof, or the expiration of 
twenty (20) years from the death of the last survivor of the fol- 
lowing persons: Allen Abercrombie and Alice Abercrombie, children 
of Fred C. Abercrombie of Turners Falls, Massachusetts, Rachael 
Brown, Deborah Brown and Letitia Brown, children of Howard 
W. Brown of Brookline, Massachusetts, Gertrude Peabody, Anne 
P. Peabody, Katherine Peabody and Cora W. Peabody, children 
of W. Rodman Peabody of Milton, Massachusetts, Edward D. 
Rowley, Charles F. Rowley, Jr. and Francis H. Rowley, children 
of Charles F. Rowley of Brookline, Massachusetts, and Charles 
M. Storey, Jr., Anderson Storey, Susan J. Storey and Gertrude 
Storey, children of Charles M. Storey of Boston, Massachusetts, 
whichever of the said periods shall first expire, and at the expira- 
tion of the time so limited the said trusts shall terminate. 

(38) The death of a Shareholder or a Trustee or the dissolution 
of a Shareholder (if a corporation) during the continuance of the 
trust hereby created shall not operate to terminate the same nor 
shall it entitle the legal representatives of any such Shareholder 
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or Trustee to an accounting or to take any action in the courts 
or otherwise. 

(39) The trust hereby created may be terminated at any time 
by the affirmative vote of the holders of two-thirds (24) of the 
outstanding shares which carry the right to vote generally; and 
any of the terms, powers and provisions herein contained may be 
at any time altered, amended, added to or rescinded by the 
affirmative vote of the holders of such proportion of the outstand- 
ing shares of each class or series as the rights, preferences and 
limitations relating to said class or series require (or by the written 
consent of said holders if said written consent is in said rights, 
preferences and limitations provided for), and by the affirmative 
vote of the holders of two-thirds (24) of the outstanding shares 
of each other class or series the relative rights of which will be 
affected by such alteration, amendment, addition or rescission, 
and by the affirmative vote of the holders of two-thirds (74) 
of all other outstanding shares which carry the right to vote 
generally. 

(40) In case these trusts shall be terminated or any of the terms, 
powers and provisions herein contained shall be altered, amended, 
added to or rescinded pursuant to the provisions of Article 39, a 
certificate in any number of counterparts deemed desirable, set- 
ting forth such termination, alteration, amendment, addition or 
rescission and that the Shareholders have authorized the same in 
accordance with the provisions of said Article 39, shall be signed 
by the Trustees or a majority of them, and by the Secretary, and 
shall be acknowledged by one of the Trustees and the Trustees 
shall cause counterparts thereof to be recorded or filed in the 
various registries of deeds, if any, in which this declaration of trust 
is then recorded and at the principal office of the association and 
in such other places as may be required by law. 

(41) Upon the termination of the trust hereby created either 
by the aforesaid limitation contained in Article 37 or as provided 
in Article 39 the Trustees shall forthwith sell and convert into 
cash in the manner and with the powers hereinbefore set forth, 
all property belonging to the trust estate except such stocks, 
bonds or obligations as they may determine to distribute in kind 
as hereinafter provided and shall thereupon distribute the entire 
trust estate as it then exists to and among the Shareholders by 
giving to the holders of preferred shares of any class or classes 
then outstanding such preferences and priorities and such amounts 
per share as they may be entitled to respectively and by dividing 
the remaining assets, share for share, among the holders of the 
common shares and of the shares of any other class or classes 
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which may be entitled to such distribution in such manner that 
each such holder shall receive the same amount per share as every 
other such holder, and in making such distribution the Trustees 
shall have full power to pay and deliver to the Shareholders or 
any of them either money or such stocks, bonds or obligations as 
the Trustees may see fit so to distribute, or partly money and 
partly such stocks, bonds or obligations, and in this connection 
to place such valuation as they may deem proper upon all stocks, 
bonds or obligations so distributed. 


GENERAL PROVISIONS 


(42) Except when the context otherwise requires, any expres- 
sion used herein in the conjunctive or the disjunctive shall include 
both the conjunctive and the disjunctive, and any expression in 
the singular or the plural shall include both the singular and the 
plural. 

(43) The headings of different parts of these presents are in- 
serted merely for convenience of reference, and are not to be 
taken as any part of these presents or to control or affect the 
meaning, construction or effect of the same. 

(44) This instrument is executed by the Trustees and delivered 
in the Commonwealth of Massachusetts, and with reference to the 
laws thereof, and the rights of all parties and the construction and 
effect of every provision hereof shall be subject to and construed 
according to the laws of said Commonwealth. 

IN WITNESS WHEREOF we have hereunto set our hands and seals 
at Boston in the Commonwealth of Massachusetts, on or as of the 
fifteenth day of January, in the year nineteen hundred and twenty- 
seven, which date shall be the formal date hereof and may be used 
in all references hereto, this being one of six counterparts or 
original copies hereof, all executed in the same manner and at the 
same time and constituting together one and the same instrument. 


Grorce W. LAWRENCE [SEAL] CHARLES WALCOTT [SEAL] 
ALVAH CROCKER [seEAL] Moses WILttaMs | SEAL | 
W. RopmMaNn Preasopy [SEAL] CHARLES STETSON [SEAL | 
ALFRED L. RIPLEY [SEAL] J. Preston RICE [SEAL | 
CuarLes W. Hazetton [SEAL] SAMUEL FERGUSON [SEAL] 
ARTHUR W. Woop [SEAL] JONATHAN BULKLEY [SEAL | 


ee ee 

Note: The six original executed copies of the foregoing declaration of 
trust are all signed, sealed and acknowledged by the twelve trustees whose 
names are printed above and certificates of such acknowledgment are duly 
endorsed thereon and one of said copies has been filed with each of the 
following, namely: 
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The Commissioner of Corporations and Taxation of the Commonwealth 
of Massachusetts. 

The City Clerk of Boston, Massachusetts. 

Old Colony Trust Company, Transfer Department, 17 Court Street, 
Boston, Massachusetts. 

The Merchants National Bank of Boston, Transfer Department, 28 State 
Street, Boston, Massachusetts. 

Western Massachusetts Companies, 70 State Street, Boston, Mass. 

Department of Public Utilities of the Commonwealth of Massachusetts. 


Ti 


PROMOTION 


1. Promotion Defined 


Cook, on Corporations, 8th ed., sec. 651, defines a pro- 
moter as “‘a person who brings about the incorporation and 
organization of a corporation. He brings together the 
persons who become interested in the enterprise, aids in 
procuring subscriptions, and sets in motion the machinery 
which leads to the formation of the corporation itself.” 

In McMillen v. Ritchie, 64 Fed. 253, 260, occurs the 
following: ‘(He was a man of great ability, enormous energy, 
and a towering ambition for great enterprises. As a pro- 
moter or ‘boomer’ he seems to be unrivaled; a man of large 
general information and robust constitution, extraordinarily 
sanguine, desperately pugnacious, generous as a prince, and 
possessing no degree of caution whatever. His ambition 
was to make millions.” 

In Dickerman v. Northern T. Co., 176 U.S. 181, 204, the 
United States Supreme Court said: “The promoter is the 
agent of the corporation and subject to the disabilities of an 
ordinary agent. His acts are scrutinized carefully, and he 
is precluded from taking a secret advantage of the other 
stockholders.” 


2. Work of the Promoter 


A. S. Dewing, in his Financial Policy of Corporations, p. 


236, says that promotion is divisible into five stages, as 
follows: 


1. Conception of the enterprise by the promoter. 
2. Working out of details of the enterprise by the promoter. 


3. Formulation of the financial plan, usually jointly by banker 
and promoter. 
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4. Formation of an underwriting syndicate by the banker. 

5. Sale of securities to the public to secure the necessary capital. 

The promoter’s services have become increasingly impor- 
tant with the increase in the scale upon which industry and 
commerce are carried on. It is frequently necessary that 
some one make the initial effort required to secure the inter- 
est of persons capable of supplying the requisite amount of 
capital. To do this he must serve as a kind of advance agent 
for the corporation he proposes to establish. His is a legiti- 
mate and useful place in the modern industrial world, and 
the fact that he sometimes misleads or defrauds investors is 
not discreditable to the work of promotion generally. 

Although the origin of an important enterprise is likely to 
take its rise in the imagination of one man, it does not 
follow that he alone is to be given credit for its existence 
and development. Oftentimes the work of promotion is 
participated in by many men all working toward some com- 
monend. Sometimes the man who possesses inventive genius 
becomes the man who promotes it; sometimes he enlists 
others better qualified to serve in this capacity. If the 
promoter continues his interest in an enterprise after the 
promotion is ended he becomes to that extent an entre- 
preneur. 


3. Risks of Promotion 


The risk involved in a given instance depends on the 
nature of the business or article under consideration. Some- 
times the experience available upon which the promoter may 
base his estimates of costs and revenues is so large that he 
can map out a fairly accurate forecast of possibilities. If, 
however, he desires to promote some new idea or invention 
the sale of which is dependent upon the public fancy the 
risks are large and the outcome highly questionable. If the 
success of the undertaking is dependent on patents care must 
be exercised to see that the patents really protect; otherwise 
the money spent on extensive advertising campaigns may 
prove beneficial to unscrupulous competitors. 
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Sometimes promotion consists of consolidating existing 
independent enterprises. In this instance the promoter bases 
his plans on the results already being secured, the uncertain 
elements in his calculations resulting from the change in 
organization, etc., which will result from the consolidation. 

Risk may be minimized by securing the highest quality of 
available technical services to assist in the formulation of 
plans. Frequently promotions are of a character such that 
little can be accomplished without such assistance. This is 
true in case of railroads, public utilities and mines. 


4. Qualifications of Promoters 


Essentially the promoter must be a man of imagination, 
and capable of cooperating with many people—engineers, 
underwriters and investors. He must be a man of integrity 
and ability, possessing a mind open to suggestions and 
willing to make revolutionary changes in plans if conditions 
require it. He must possess a sound business judgment as 
well as a good understanding of the needs of the community 
in which he is interested. He should be aware of new public 
demands as they arise and of the means of satisfying them. 


5. Promoter’s Profits 


Since the promoter’s risk is large, his compensation, if he 
is successful, is correspondingly large. He receives his re- 
muneration, as a rule, in common stock, consequently may 
be compelled to wait long for the materialization of his profits 
even when the enterprise is successful. Frequently 10% 
of the common stock is regarded as reasonable compensation, 
but there naturally is no established rule. Where the func- 
tions of promoter, investor, and banker are combined in one 
person he receives a larger share than otherwise. 

For the promotion of public utilities some state commis- 
sions have refused to make any allowance; others have per- 
mitted a fair compensation. The California commission 
asserts that: 
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“Payments for promoters’ services and organization ex- 
penses are as necessary to the success of a public utility, and 
are as properly subjects of capitalization as the cost of the 
component parts of the utility’s plant. . . . A public 
authority, in estimating the value of such services, should be 
liberal so that men of ability may be attracted to the devel- 
opment of new utility enterprises where needed for the 
development of the state. . . . It may be well that in 
addition to a reasonable compensation for the time devoted 
to the work, the promoter should be allowed an additional 
remuneration to compensate him for his risk of failure.” 
Opin. and Orders Rd. Com., Cal., 116. 

A survey of many state commissions undertaken to deter- 
mine their attitude toward promoters’ profits resulted in the 
following table found in Dewing, Financial Policy of Corpo- 
rations, Pp. 253: 


are ) 
Year 
State Latest | Promoter’s Allowance 
Decision Stocks 
@alikornia Maher 5 is Geh.c is heck 1924 | Allowed 4 to 34%% 
Districtof Columbia:....:....\.. rozom Allowed le ete ces 
TOTS ese en oe hen cera uareceas, ee 1921 | Allowed 27% 
[yok else Se, cates Cet chin cca eater ae 1924 | Allowed 1.8% to 10% 
Flin teapri a aes, sroese < hysuenee. a cmameernettne Oe |elicallow.ccl maaan a nee 
INE etary ete eer ss eee 1918 ents sei Sakon ae 
IY eve ENO Gs pene aeeeares eeete Tee money, |} ANON Wo Be ab ys oak ow 
Man EP Pe ae Na te dea ee 1923 | Allowed 5% to 644% 
Wioitanas eee dene rte. soon. 1922 | Allowed 2% 
ING Vacated Maer egy miner 3s 1921 Disallowedmila ya cwense ee 
INewslampshirens -...<<- =. a4. nope | VNWoNgel ~ ||bc py ones ees ce 
ING WHY OLK NIE rare tects eee: 1921 | Allowed 2% 
Benne ylvaniiarmes arta e ete oie. a: 1925 | Allowed 1% to 2% 
OAs ea oe cee TOZO MT || PAULO W CCA nea gener ee 
WVieSta Vane inidtecmiessstal tt) ctacci a 1925 | Allowed 244% 
Var simian sence curtis ae sa sees (cer ls 3 1925 | Allowed 24% 
WV SC OMSIN Mies Lute rene Ce yaagsl acon: 1g92t | Allowed Under 3% 


Although promoter’s profits are sometimes excessive they 
may be large without being excessive. As a rule, the pro- 
moter’s reward is in the form of common stock of the 
enterprise which he promotes. There are exceptions to this 
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rule, however, and the desire on the promoter’s part to secure 
quick realization of his profits has in some instances caused 
him to seek secret profits. 

Since the relation of the promoter to the company which 
he promotes is that of a fiduciary, he must not transgress 
certain well-defined legal principles. Possessing absolute 
control of the affairs of the incipient company, he selects the 
board of directors and in many ways enters into arrange- 
ments which later become binding contracts of the company. 
Consequently his relationship to the corporation is one of 
trust. From this results the well-established legal principle 
that he must make a full disclosure of his profits to inter- 
ested parties. Arnold v. Searing, 78 N. J. Eq. 146, 157. 

A promoter cannot deal with his corporation as with a 
stranger. The rule, caveat emptor, does not apply. Hence 
the rule regarding secret profits. 

So long as the promoter conceals no facts relative to his 
profits he is privileged to make as large profits as conditions 
permit. 

The leading case on this subject is the English case, New 
Sombrero Phosphate Company v. Erlanger, L. R. 5 Ch. Div. 
73. Erlanger organized a company naming five directors, 
none of whom was in a position to pass a fair judgment on 
the case, and did not know he was making a profit. In 
reality, he sold property offered to himself and associates 
for £55,000, to the corporation for £80,000 cash and £30,000 
in shares. Stockholders later discovered the facts and 
brought suit. The court ordered the sale rescinded, the 
vendors were compelled to return the price to the company, 
and title to the property was restored to the original owners. 

Had an independent board of directors been named and 
had Erlanger disclosed all facts to them, the sale would no 
doubt have been confirmed by the court. 

The rule is essentially the same in the United States. Full 


disclosure of all facts relative to the profits made is necessary . 


if the promoter expects to be protected therein by the courts. 
It is not necessary that promoter’s profits be held fraudulent 
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to make them improper. Even though altogether reasonable 
in amount they will not be confirmed if the facts relative 
thereto have been kept from parties entitled to know them. 

In case of property purchased by the promoter before he 
began to act as promoter the rule is different. He did not 
act in a fiduciary capacity when he bought it, and with 
reference thereto he is not the agent of the corporation which 
he seeks to establish. Hence with reference to such property 
he may deal with the corporation as he would with any 
other person or concern. He is not obliged to disclose its 
cost or the profit he makes if he sells it to the corporation. 
However, he must not pretend ownership when in reality he 
has merely an option on such property. Richlands Oil Co. 
v: Morriss, 108 Va. 288. Full disclosure of his actual status 
in relation to such property is all that is required. 

_It has been held in New Jersey that the promoters are ir 
duty bound to select for the corporation a competent and 
independent board of directors to negotiate, in the interest 
of the stockholders, the purchase of property for which stock 
is to be issued. It is, moreover, the duty of the promoters 
to make full disclosure of all pertinent facts to the directors, 
including actual cost of properties to be transferred, as well 
as facts relative to the value and cost of reproduction of 
such property. See v. Heppenheimer, 69 N. J. Eq. 36. 
There is, however, some controversy as to the duty of the 
promoters to provide an independent board of directors. 

A promoter may commit a breach of trust by accepting a 
commission or bonus from one who sells property to the 
corporation, and he may be required to return such profit to 
the corporation; failing which, the corporation may rescind 
its purchase of the property. 

If the directors know that a promoter has taken secret 
profits, a subscriber to the corporation’s stock may sue them 
for fraudulent misrepresentation. 

The necessity of revealing all facts relative to his activities 
cannot be overemphasized if the promoter desires his work 
to be such as will stand the test of scrutiny in court. 
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6. Promoter’s Contracts 


Since the corporation is not in existence at a time when 
it is necessary for the promoter to enter into arrangements 
involving the making of contracts, he must act for the cor- 
poration, on the assumption that the contracts which he 
makes will later on be ratified by the corporation. This it 
naturally does, in the course of events, thus binding itself. 

Cases. arise, however, where parties get charge of the 
corporation who are hostile to the promoter and object to 
ratifying his contracts. The promoter may then find himself 
in an embarrassing situation. If the state laws or the corpo- 
ration’s charter requires the execution of such contracts he 
is protected, but otherwise not. Such promoter’s contracts 
are regarded as open offers which the corporation, its organi- 
zation being completed, may accept or reject, as it chooses. 
Wall v. Niagara Mining & Smelting Co., 20 Utah 474. 

In Massachusetts the law regards promoter’s contracts as 
nullities so far as the corporations organized by the promo- 
ters are concerned. The corporation may execute entirely 
new contracts, if it desires, identical in every respect to those 
made by the promoter, but new and distinct contracts, 
nevertheless. 

Although it is usually optional with the corporation to 
ratify the promoter’s contracts, such ratification need not be 
made formally. It is equally effective if made indirectly by 
so acting that ratification will be implied. 

One contracting with a promoter may specify in the 
contract that he will look to the corporation, not to the 
promoter, for satisfaction. In such case he cannot hold 
the promoter. Lane & Co. v. United Oil Cloth Co., 103 App. 
Div. (N. Y.) 378. Otherwise the promoter is personally 
liable until released through ratification by the corporation. 
Bonsall v. Platt, 153 Fed. 126. 

Following are various forms of promoter’s contracts and 
related documents. These are merely illustrative and will 
require modification to fit the circumstances. 
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Form 2 


OpTION AGREEMENT TO SELL PRopERTY TO PROMOTER 


This agreement made this.......... ayn O te tee. os. perce ; 
EDV ANC DELWECT «.6\.<2.c.2-s coo onteetmtin ee osteo party 
ORAICE ESE RDA EGAN eins 2.60) «ee Sec oh aiden Mees See a 
party of the second part 


Witnesseth: 


That for and in consideration of the sum of................. 
Serer ot: Dollars ($..........) paid by each of said parties 
unto the other, receipt whereof is hereby acknowledged, and the 
mutual covenants and agreements herein contained it is agreed as 
follows: 

That said party of the first part shall sell and said party of 
the second part shall buy the property described and specified in 
the annexed schedule marked “Exhibit A” for the sum of........ 


sie BN SRC Se Re ae ne ee Dollars “($-eeo- 3 o-),-0f which 
BINOUNN GY Moree Ue ists 8ar or ein ote os a ars « gs aen hale Dollars: ($.2)06o wack ) 
shall be paid forthwith to said party of the first part as a deposit. 

‘Ehat if ‘before: the........... dave Olen tie na ta kee 


said party of the second part shall have resold said property de- 
scribed and specified in “Exhibit A” to a corporation duly organ- 
ized under the laws of the State of: ...............482563 for the 
purpose of acquiring said property and for such other purposes 
as may be specified in its charter, said party of the second part 
shall have the option of paying any unpaid portion of the balance 
due said party of the first part by securing for said party of the 
first part an allotment or transfer of full paid and non-assessable 
shares of the capital stock of said corporation, said shares to be 
treated as worth their par value. 

That said party of the first part is under obligation to show a 
good title to said property described and specified in “Exhibit A,” 
whether in his own name or in that of some other party who has 
agreed to convey the title thereof in eccordance with his instruc- 
tions, and that such transfer shall be made to said party of the 
second part or to his duly specified agent at or before such time 
as may be hereinafter specified. 

That the purchase of said property described and specified in 
“Exhibit A” shall be completed on or before the........... day 
Cis og cee Oe nel ae een , 19...., at such place as said party 
of the second part may designate, whereupon said party of the 
second part or his agent shall specify any unpaid balance of the 
purchase money. 
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That said party of the second part shall before the time herein 
set for the completion of the purchase, designate some trust com- 
pany to make an examination of the title to said property, the re- 
port of said trust company with reference to said title to be 
regarded as satisfactory evidence thereof. 

That said party of the second part may at any time before the 
BPE Gs ie bist day by 0.8 oo coat nea «ot kOe a Lene 
agreement to purchase and that if said purchase money shall not 
have been paid to said party of the first part at the time and in the 
manner herein specified, then said party of the first part may at 
any time thereafter annul his agreement to sell to said party of 
the second part by notice given him in writing. 

That if this agreement is annulled in the manner specified above, 
the deposit left in the hands of said party of the first part shall 
be forfeited. 

In witness whereof said parties hereunto set their hands and 


B@aIS CHS cs, \leeeys stech maar day. Of 234 igs easotetind Bente shROaotert 
yin le ibe Se Pe aa ae BO, Jk Se ats a et ns Le (SEAL) 
Sos a RRA Aiba a Seta cw cee het dh Sone ite ear (SEAL) 

ForM 3 


CONTRACT OF SUBSCRIBERS WITH PROMOTER OR CONTRACTOR 


We, the subscribers hereto, hereby enter into this agreement 
REEL OM ie aes) eS be ie ache are pee 3 Obi wks Ah CUR Pa ee ae ; 
party of the first part, the subscribers hereto being parties of the 
second part, for the construction of a moving picture theatre to 
be located in the city of............... y state efi sade eee 

The total cost of the theatre building shall be fifty thousand 
dollars ($50,000) and shall be constructed and paid for in accord- 
ance with the following terms and conditions. 

This contract shall not become binding until Seventy-Five 
Thousand Dollars ($75,000) of the capital stock of the proposed 
company, which shall own and operate the theatre, shall have 
been subscribed. The liability of each subscriber shall be limited 
to the amount of his subscription. Each subscriber agrees to pay 
his subscription in accordance with the following plan: 30% of 
the amount subscribed when the foundation of the building is 
completed, 30% more when the building is under roof, and the 
remaining 40% when the theatre is ready to begin operations. 

Forms of subscription agreement may be circulated in such 
manner as may be deemed proper, and at any time after the total 
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amount of the subscription equals Sixty Thousand Dollars 
($60,000) the subscription agreements may be made a binding 
contract between parties of the second part and party of the first 
part by the first party’s special agent signing the subscription 
agreements. Such agreements when signed by both the subscribers 
and by party of the first part shall constitute the sole contract 
between the parties. All subscriptions shall remain the property 
of party of first part until party of first part shall have been reim- 
bursed in full for the contract price. Said party of first part may 
collect full amount due under the contract, but any amount col- 
lected over and above the contract price for construction of the 
building shall be the property of parties of the second part. 
Parties of the second part hereby agree to appoint a committee 
of three, whenever this contract may be closed, which by a ma- 
jority vote may represent them in all respects. Said committee 
shall have the privilege of inspecting and passing upon work and 
material of first party employed in the construction of said build- 
ing. Parties of the second part shall within 30 days from date 
of this contract furnish at their own expense a suitable site with 
good title whereon party of the first part shall construct said 
building. Party of the first part guarantees to complete the con- 
struction of the building within a period of six months from 
date of this contract and in case of failure to complete the build- 
ing within six months from date of this contract he agrees to 
submit to a penalty of $50 per day for each day beyond the ex- 
piration of such period of six months necessary for completion of 
said building. The specifications and descriptions of the building 
attached hereto are a part of this contract. In order to form a cor- 
poration to own and operate said theatre building, the subscribers 
to this contract hereby agree that they will meet in compliance 
with five days’ notice to be issued by the committee herewith 
provided for, at the time and place specified in said notice, and 
proceed to organize a corporation for the operation of said building. 
At such meeting each subscriber shall be permitted to cast one 
vote in person or by proxy for each One Hundred Dollars ($100) 
subscribed by him. All contracts. made by party of the first part 
with agents must be in writing. For the full and faithful per- 
formance of our parts in this agreement we hereby bind ourselves, 
our successors, and assigns. 
Executed this 15th day of June, 19..... 


A TS Ss ter aa Company 
By. a aieniysne eule, Psa te.« , Special Agent 
Names of Number of $100 


Subscribers Shares Subscribed Amount Subscribed 
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ForRM 4 


OFFER TO UNDERWRITE ADDRESSED TO PROMOTER 


Sir: It is our understanding that you are in charge of the forma- 
tion of a company whose objects are.........-..-2- ees eeeees 
and that the capital stock of the proposed company will amount to 


Barc voasl caste oiey aie aeteasachoe eee Dollars)($..0c% 4 cit.o% eapeok 
which it is your intention to market.............. shares of the 
ak, Valle, Of 5.27 oman -hoj-enc can emiaatas Dollars. ($411.30. aan ) 


each, through public subscription at the time of the formation of 
the company. We hereby offer to enter into an agreement with 
the proposed company to underwrite.............. shares in the 
above named issue on condition that you act for the company and 
enter into an agreement with us in the form of attached schedule 
marked ‘Schedule A” wherein is contained the details of such 
proposed agreement. This offer shall be irrevocable, provided the 
company be organized and the shares offered to the public within 
Ree opera O25 Yo. 6 (5 (ait calendar months from the date of this offer. 
la att aioe icone ie tayoot eae a epee and Company 
Signature of Underwriter 


ForM 5 


UNDERWRITING AGREEMENT 


©e} ie) (el (a! le) a. 10) te, 6) b//e) (6 AC Bale lols uwijelie (eet rele! fa 


Tothe: Directors of The. 254 een Ae ae Company. 

Sirs: In consideration of your agreement to pay us a commis- 
SEGM MOL Lee aie eh ees. he per centum on the nominal value of the 
shares we hereby underwrite............. shares of the capital 
stock of your Company, a portion of the issue of............... 
shares shortly to be offered to the public upon the following con- 
ditions: 

1. All allotments made to the public are to be applied to the 
relief of the underwriters pro rata in proportion to the amounts 
which they have agreed to underwrite respectively. 

2. The said commission is to become payable to us within...... 
..,.days from the date of closing the subscription lists provided 
we fulfill our part of this agreement. 

ch This letter shall be irrevocable provided the public issue is 
made ‘withinweeui) 2... days from the date hereof. 
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4. We agree to be bound by the terms of the prospectus handed 
to us provided the amount of capital and working capital remain 
unchanged. The name of the Company may be changed if neces- 
sary to procure a charter and no errors in said prospectus shall 
enable us to violate the terms of this contract or repudiate the 
allotment made to us. 

5. In case we receive by allotment a less number of shares than 
stated in this agreement we agree to accept any such less num- 
ber as you may allot upon the terms of this agreement in the same 
manner as if the entire number mentioned herein had been allotted 
to us. 

6. We agree immediately on allotment to pay you the amounts 
due under the terms of the prospectus with respect to this issue. 

7. In consideration of the commission herein agreed to be paid 
us this obligation shall be irrevocable for a period of........... 
months from the date hereof. 


i 


Signature of Underwriter 


Form 6 


ProMoter’s ACCEPTANCE OF OFFER TO UNDERWRITE 


Sir: Relative to your proposal to enter into an agreement for the 
underwtiting-of........... shares of the proposed... 2.5. 20 
Company, I beg to state that I hereby accept your offer under date 
Le es raha tl ea cke dca gc Pobaee , 19...., and undertake to form 
the company and to do everything in my power to see that said 
company enters into the contemplated agreement with you. 


Signature of Promoter 


Form 7 


Company’s ACCEPTANCE OF OFFER TO UNDERWRITE 


ERO esa heal 9 oh. thie ouster lpaie Company 


MIR Ma eA tata Levant diame et omanien dy 
CrremU OM DeHAlE Ofr ENE. ust cals ns, wee ee aats Company I am in- 
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structed by a resolution of the Board of Directors to state that 
your offer to underwrite........0:....+2-008- shares in the pro- 
posed issue is accepted to the extent of.............+. shares. 
Kindly sign the memorandum below and return to me. 


eee ree reer eer ee eee eee ereeerese eee 


Secretary 


I hereby acknowledge receipt of acceptance by The.......... 
ROMPaNy AS tO his spats svavateners shares of the issue of stock to be 
@irered:- tO the public: OW. 5. «cs jessie ate piers ns atcktee 


S Oe ta 6 es ete ee. uo 6\ie) © le ad. ei mee ale 6) a) ee) te 


Form 8 


This agreement made this.......... day ofs Saas ayikn cee 
EG 40 DY ANG! DELWOEN 6-5 4 cate ratarn soar cltmouaen = Of caus barcoteee 
hereinaiter called’ the Vendor. and The... ...05-..5- noes 
Company, a corporation organized under the laws of the State 
CH NC e etal oF thi ce Seer hereinafter called the Vendee. 

Whereas, the Vendor is the owner of the property hereinafter 
described. 

Whereas, the Vendee desires to purchase said property from 
the Vendor for the sum of..............-. Dollars (Si egste ext ie 
the Board of Directors of the Vendee Corporation having declared 
said property to be of a par value of..........4.....--: Dollars 
OSes eek ) and essential to the carrying on of its business. 

Now Therefore Know All Men, that parties hereto mutually 
covenant and agree in consideration of the sum of One Dollar 
($1.00), amount paid by the Company to said Vendor, receipt 
whereof is hereby acknowledged, said Vendor hereby sells, assigns, 
transfers and sets over unto said Vendee the general warranty of 
title unto said Company, its successors and assigns, the following 
property at the prices specified to wit: 


OOK CON BL OO: Be iO" "0! (0p. fo 0 ©. fa 0, 0! a) OO 'e) @ Od) @. O18 10.615, 0 wee Clkt elias) Shel Seles sents Setetntel eee 


RAO 056 0 eT OMR 6 © 0b 658 gS" O ee. 0a a 6 0 Ole 6 (@ a 'e /0 ele) oe) 6 Be!-8 18 .e eles ee teiva) ba (6) 6)etanie) 6 


Ge PF A {e: F0 08-8 O68) ee: 6) Bee Se) .e:e\ 0 ei ee) Brie ae: 8) oo. ek te) Sw eb) ai elie \erelel@reia elon hi eelleis 


It is furthermore agreed that said Vendee hereby purchases the 
properties enumerated above at the prices specified and agrees 
to purchase and hereby does purchase all of said properties for 
Che! Sum OLS Ge vi Gipaveray: shite! owahe cesta Dollarsi(Se.ne., ). 
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The Vendee agrees to issue unto the Vendor and the Vendor 
agrees to accept from the Vendee capital stock of the Vendee 
Corporation in the aggregate amount of...............-e0000e 
DaarenCSiok chav ), being full paid and non-assessable stock 
of the Company, which is to be taken in full payment and dis- 
charge of the purchase price of said property hereto agreed upon. 
The Vendee Company agrees to issue certificates of stock to the 
amount OL KES OMS Tule nhy RAS ee ee: Dollarse(Sein wees ) 
to said Vendor or to such parties as he may in writing designate. 

In witness whereof, said Vendor has hereunto set his hand and 
seal and said Vendee has caused this instrument to be signed in 
its behalf by its officers thereunto duly authorized and its seal 
to be hereunto affixed, the day and year above specified. 
(Corporate Seal) 


Attest: 
Secretary 

ESE Re A oy ert TOTAL Boor 14 cocks (SEAL) 

ME BOs tovcgt sy Mee ares i inset he eae uci (SEAL) 

ge eee Oi ered et tae th en Aba gh gy! (SEAL) 

Bysshe the Som Cards cole oe ree ea eee 

President 
Witnesses: 
ForRM 9 
Notice ACCEPTING OPTION 

DORR re tesla ten a satiate re Oo 


ailaifacie ievceicehie lis (a) of s02(e/ (0.9. 0\.6) ou a Wile) fe, (O16 eee ie, 0u6) 70) [en eige 


We hereby notify you of our acceptance of the option granted 
by you to us in accordance with an agreement made on the...... 
OaVaOleg asus oe ees , 19...., of all the coal and other 
minerals underlying your farm located at...............0.00-- 
Baiteaid 0) COMLAIN.. tiie s wchein's eis 2.2 4 acres, as specified in the 
detailed exhibit accompanying the option agreement above men- 
tioned. 

We shall have a survey made of your farm to ascertain the 
exact acreage and as soon as this is completed will inform you 
as to the result and supply you with a plat of same. 

Kindly have prepared an abstract of title for this property 
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which we may submit to our attorneys for examination and ap- 
proval. 


President 


7. Promoter’s Expenses and Liabilities 


In connection with the organization of a corporation cer- 
tain expenses are inevitable. Ordinarily the corporation pays 
these or reimburses the promoter without question. In some 
instances it makes itself liable by accepting the benefits, 
hence is estopped from denying its liability. In other in- 
stances recourse must be had to the court decisions of the 
state of incorporation. In general, promoters are liable for 
all expenses incurred in organizing a corporation. Thus the 
cost of preliminary surveys may be recovered from the pro- 
moters of a railroad. Vaughn v. Morris, 180 S. W. 954. 
Organizers of a railway are liable to the attorneys employed 
in connection with the project. Storey v. Bickford, 129 
N. E. 714. Promoters who employ an attorney whom they 
authorize to contract for printing are personally liable for 
the printing bill. Hersey v. Tully, 8 Colo. App. 110. 

A promoter is not liable on a contract made before he 
became associated with the enterprise, even though the 
contract is performed after he thus associates himself, nor 
for contracts made in writing before he became promoter, 
nor for contracts made subsequent to his withdrawal as 
promoter. 

A promoter who leases land from one knowing that a 
corporation is to be formed and later assigns such lease to 
the corporation cannot be held personally liable on the lease. 
Cook on Corporations, 8th ed., sec. 705. Neither does the 
promise of a promoter that the corporation will make certain 
payments render him personally liable therefor. Durgin 
v. Smith, 133 Mich. 331. If, however, he gives a mortgage 
in his own name on a contract to purchase, he will be held 
personally liable, even though he acts as agent for the 
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corporation, the mortgagee not knowing that he acts as 
agent. Lewis v. Weidenfeld, 114 Mich. 581. 

In general, promoters are liable for purchases made before 
the corporation is organized unless there is an agreement to 
the contrary. This is true even though they used the 
corporate name in making such purchases, or even though 
they state that the purchases are made for a corporation to 
be organized. 

As among promoters the rule of contribution holds. That 
is, if one promoter is held personally liable on a contract 
made for a proposed corporation he may collect from his 
co-promoters. Promoters, however, are not partners. 

But for secretarial services which he himself renders a 
promoter cannot collect from his co-promoters, unless there 
is an agreement to that effect. Baily v. Burgess, 48 N. J. 
Eg. 411. He can collect, however, on a surveying contract. 

If one promoter fails to proceed with the promotion an 
action can be brought against him for breach of contract by 
his co-promoters. The amount of the liability is measured 
by the actual loss sustained by the co-promoters, not by the 
loss of prospective profits. 

If a promoter contracts with others to organize a corpora- 
tion and they fail in their part, he cannot collect damages 
unless he is able to prove complete performance on his part, 
or at least that he was ready and able to perform but was 
prevented from doing so through acts of the other parties. 

If a promotion scheme is abandoned, any one of the 
promoters active therein may later revive it or carry out a 
similar scheme without becoming in any respect liable to his 
associates in the earlier undertaking. 


8. Legal Status of Promoter 


The promoter’s legal status is doubtful. For this reason 
one authority argues for statutory definition of the pro- 
moter’s status. Isaacs, 38 Harv. L. R. 887 (May, 1925). 
There has been difficulty in determining who are and who 
are not promoters. Anybody is liable as promoter who 
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induces a stranger to act in expectation of payment from the 
prospective corporation. Promoters are liable for services 
rendered by clerks, engineers, and others engaged in the 
promotion of a corporation. For contracts made before a 
corporation is organized promoters may be held liable as 
partners. 


g. Promotion and Competition 


The work of the promoter may be aimed at the stifling of 
competition, as in the case of the long series of industrial 
consolidations which occurred between 1880 and 1905, or it 
may result in increased competition, as where monopoly 
profits exist and a promoter undertakes the establishment of 
a competing enterprise in order to share in such profits. In 
doing this it is well to remember that the increased competi- 
tion will tend to diminish profits and that unless the newly 
organized concern can operate more economically than can 
its established competitors its chances of success may not 
be bright. 


1o. Stages in Promotion 


The first stage in promotion may be said to be that of 
discovery—the origination of the idea in the mind of the 
promoter. This usually results from the rise of a demand on 
the part of the public for some form of service or for some 
commodity. Sometimes the promoter senses the need for 
such service or commodity before the public itself is aware 
of it and is thus able to anticipate the demand for it. 

Sometimes discovery results only after prolonged investi- 
gation. Again, it may result from destructive competition, 
against which the participants see as the only remedy some 
form of consolidation. 

The person who first conceives the idea of some new 
enterprise may, because of his prejudices, be the person least 
fitted to make an impartial investigation of its merits as a 
possible basis for business enterprise. It is here that the 
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professional promoter is most useful. He is peculiarly fitted 
by both training and temperament to outline with the 
greatest likelihood of success what is likely to result if the 
idea is fully exploited. 

A rough investigation may be regarded as the second step 
in the process of promotion. This may be brief for no 
successful promoter is likely to waste much time considering 
the feasibility of a project, the idea of which does not origi- 
nate in some responsible mind. If, however, the origin of 
the idea gives promise of its success if developed, the 
promoter goes farther. 

A detailed investigation is then in order. This consists in 
replacing what is largely a matter of opinion in his mind with 
a body of scientific data. To do this large expenditures of 
_ money may be necessary. The kind of skill required nec- 
essarily depends on the character of the proposed enterprise. 
Engineers will be employed if problems of production are 
involved. An expert in marketing will be required if the 
problems be primarily in the field of distribution. Where 
the work to be done consists in consolidating independent 
concerns, the problem lies primarily in the field of valuation, 
hence valuation experts and accountants will find their 
services in demand. As technical problems of one sort or 
another arise still other types of specialized services may be 
required—legal, geological, chemical, and so on. 

The purpose of a detailed investigation is to arrive at 
reliable information relative to: 


a) The investment required to carry out the proposed program. 
b) The amount of gross earnings which may be expected to be 
derived, once operations are under way. 


c) The cost of operation. 


Before undertaking the detailed investigation it is usually 
desirable to give some attention to the problem of the limits 
within which the new enterprise may most profitably be 
contained. This is a problem in industrial integration. An 
enterprise may manufacture all of the goods it sells, it may 
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manufacture them in part only, or it may not engage in 
manufacture at all. It may buy the raw material but have 
the manufacture done on contract. Many such variations 
confront the promoter naturally interested in seeking out 
the most profitable combination of activities. 


11. Making the Investigation 


In studying capital requirements, gross earnings and oper- 
ating costs the investigator has access to the usual tools of 
statisticians, financiers and accountants. The experience of 
other concerns may afford a detailed analysis of costs of 
plant construction for similar enterprises. In general costs 
are divisible into promotion, organization, capital asset, and 
working capital costs. This grouping may vary in different 
cases. Illustrative of the detailed costs of a gas plant is 
the following from the brief of the prosecutor, Public Service 
Gas Co., Prosecutor, v. Board of Public Utility Commission- 
ers, et al, Defendants, New Jersey Supreme Court. 


The cost of a gas plant and of acquiring its business may be 
subdivided as follows: 
1. Preliminary development, which includes: 
a) Investigation of the project; 
6) Assembling of parties who may be willing to participate; 
c) Preliminary engineering and legal advice on the propo- 
sition; 
d) Canvass of territory to ascertain if sufficient business 
can be obtained; 
e) Estimate of cost of plant and probable income; 
f) Incorporation of the company; and 
g) Securing the franchise. 
. Real estate, 
. Labor, materials and sub-contracts, 
General contractor’s profit, 
. Engineering, 
. Expense of company organization during construction, 
. Interest during construction, 
. Taxes and insurance during construction, 
. Stores, supplies and working capital, 
. Acquiring or establishing the business, which includes: 


O90 COAT ANUAWN 
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a) Expense of canvassing for business; 
b) Advertising; 
c) Setting meters free of charge; 
d) Interest on cost of plant in excess of income until busi- 
ness becomes self-supporting; and 
é) Taxes and insurance during that time. 
11. Legal expenses, 
12. Financing, including banker’s commission, discount on 
bonds and promoter’s profits. 


Many of these items are overlooked by those who have had 
no experience in the actual establishment of such a business, and 
that, no doubt, is the reason why the cost of such a plant and 
establishing such a business almost always largely exceeds the 
anticipated outlay. 

The value of a gas property and business, however, exceeds the 
sum of the items I have mentioned, if the property is well located, 
and the property now in question is favorably located. (Case, 
pp. 446-453; also pp. 1278 and 1279.) If such a plant were not 
worth more than it cost it would be unwise to construct it. And 
if it were known that the value of such a plant would be cut 
down for rate making to its actual cost less depreciation, capital 
could not be found to build it. 

Actual disbursements in money for the construction of a gas 
plant must be made: 

1. For preliminary development prior to beginning the actual 
work of construction, 

2. For real estate, 

3. For material and labor. 

These expenses are sometimes called structural cost. After 
construction of the plant additional disbursement must be made. 

4. For the development of the business. 

These four elements of value of a gas plant are actual disburse- 
ments of money. There are also other outlays which are com- 
monly called overhead charges, to which reference wili be made 
hereafter. Such charges are really a part of structural cost. Be- 
sides, there are other elements of value of such a property, the 
principal of which are: 

1. The value created by an organization of pieces of physical 
property into an income producing unit. This value was 
recognized and stated in the case of Newark v. State 
Board of Taxation, 37 Vr., 466; and has been repeatedly 
recognized and asserted by the courts. Adams Express Co. 
v. Ohio, 165 U. S., 194, and 166 U.S., 185. 
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2. The value created by uniting two or more plants or 
properties engaged in public service, whereby greater effi- 
ciency and reduced operating expenses produce better 
results at less cost; Cleveland Ry. Co. v. Backus, 154 
US at pe Aaa 

3. The rights or special franchises which confer the easement 
in or right of way through lands, indispensable to the con- 
struction and operation of the plant, and which also confer 
vitality and earning power on physical property. 


It is important that liberal estimates be made of the cost 
of each item entering into total cost. Unless this is done it 
may be found that capital is exhausted before the plant is 
completed and established as a going business, a situation 
which may lead to difficulties owing to the inability often- 
times of a concern in such a predicament to float a new loan. 


IV 


HOW AND WHERE TO INCORPORATE 


1. Organization of Corporations 


Formerly corporations were organized by special act of 
legislature. A bill was passed by both houses and signed by 
the governor, after which the charter was formally accepted 
by the corporation. Subscriptions were then secured, stock 
issued and the usual routine of operations begun. 

With the increasing multiplicity of corporations this 
method has become so slow and so wasteful of the legisla- 
ture’s time that it is now little used. Instead, the state 
legislature passes a general incorporation law giving the 
detailed procedure whereby a group of persons, known as 
incorporators, may, by executing the necessary papers, filing 
them with the proper officials, and paying the required fees, 
create a corporation. Such statutes now exist in all states 
and should be studied in detail before the task of incorpo- 
rating is begun. 

In some respects these laws are similar; and the procedure 
necessary to secure a charter is, in a general way, much the 
same in all states. Almost invariably the authorizing officer 
is the secretary of state. In matters of details, however, the 
procedure may differ considerably in different states, so that 
it is necessary to follow carefully the specific provisions of 
the law. 


2. Where to Incorporate 
Since differences exist in the incorporation laws of the 
various states, it may be desirable to make a comparison of 


the advantages and disadvantages of incorporating in differ- 
ent states. Asa rule a concern should choose as the state of 
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incorporation the one wherein it expects to carry on its main 
business. This rule is departed from, however, if sufficient 
reason exists. 

The accompanying tables (Form 10, pages 70-86) show 
the organization tax and annual franchise tax imposed by 
some of the leading incorporating states. For their use 
indebtedness is incurred to the Registrar and Transfer Com- 
pany, 7 Dey Street, New York City. 

In thinking of taxation it is well to remember that corpora- 
tions may be affected by the following: 

. Organization tax 

. Annual franchise tax 
. Stock transfer tax 

. Inheritance tax 


. Property tax 
. Occupation tax. 


Qn PWN 
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INCORPORATION REQUIREMENTS OF SOME OF THE LEADING STATES 


DELAWARE 
PAR STOCK NON-PAR STOCK 
Organiza- Organiza- 
tion Tax rc. tion Tax 
a share up Yc. a share 
Capital to 20,000 Annual Shares | up to 20,000} Annual 
Minimum shares; 4c. Tax Minimum | shares; %c. | Tax (See 
$2,000 a share (Note B) 10 a share Note B) 
Over 20,000 over 
shares. 20,000 
(See Note A) shares 
$2,000 00 $5 00 20 $5 00 
5,000 00 5 00 50 5 00 
10,000 00 $10 00 5 00 100 5 00 
50,000 00 10 00 500 $10 00 10 00 
100,000 00 IO 00 1,000 IS 00 


HOW AND WHERE TO INCORPORATE at 


Form 10 (Continued) 


INCORPORATION REQUIREMENTS OF SOME OF THE LEADING STATES 


DELAWARE 
PAR STOCK NON-PAR STOCK 
Organiza- Organiza- 
; tion Tax rc. tion Tax 
a share up 4c. a share 
Capital to 20,000 | Annual Shares | up to 20,000} Annual 
Minimum shares; 4c. Tax Minimum | shares; %c. | Tax (See 
$2,000 a share (Note B) Io a share Note B) 
over 20,000 over 
shares. 20,000 
(See Note A) shares 
$125,000 00 $12 50 $20 00 1,250 $20 00 
200, 000 00 20 00 20 00 2,000 20 00 
500,000 00 50 00 25 00 5,000 $25 00 25 00 
I, 000,000 00 100 00 50 00 10,000 50 00 50 00 
3,000,000 00 250 00 100 00 30, 000 125 00 100 00 
4,000,000 00 300 00 125 00 40,000 150 00 125 00 
5,000,000 00 350 00 150 00 50,000 175 00 150 00 
50,000,000 00 2,600 00 | 1,275 00 500, 000 I, 300 00 1,275 00 
Sundry fees | Above tax | Above tax 
for is on is on 
Recording Authorized |Authorized 
etc., capital capital 
about $20 minimum stock 
$10 (See 
Note A) 


nae aeen Sn 


Corporations having at least fifty per cent of eel capital stock issued and outstanding 
i ithin the State are exempt from franchise tax. d 
es Aly number of shares having par value, but having a total par value less 
than or equal to $100, shall be counted as only one share. 

Note B.—The annual tax is figured as follows: 


Authorized shares not exceeding 250 ShareS......-..s.seeee esse etree rseennneees $ 5.00 
us exceeding 250, not exceeding 1,000 shareS..........+++e+++ 10.00 
es sé Is 1,000 =“ Bs 3,000 Oe at een ane 20.00 
“ ee “ 3,000 <f cs STOOD a, he dn techni Sleneyrisiets 25.00 
sé a: as IS;OOONs ce ss 10,000 SDN ete teins Ae eehare 50.00 
Each 10,000 shares thereafter, or part thereof... 0... cece e cece cere reece ct evens 25.00 
Inactive companies pay only half of tax, but minimum tax.........-..sssseees 5.00 


No license tax on foreign corporations is collected. 
We act as registered agent for corporations in all States. 
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Authorized capital 


REQUIREMENTS 


Minimum $2,000 or 10 shares 
non-par. 


Payment of capital 


Money, services or 


etc: 


property, 


Par value of shares 


Any amount or non-par 


Classes of stock 


Any number 


Liability of stockholders 


Unpaid balance on stock 


Meetings of stockholders 


Number of incorporators 


Residence of incorporators 


Qualification of incorporators 


Acknowledgment of charter 


Filing certificate 


Beginning business 


Duration 


Outside of State if by-laws so 
provide 


Three or more 


No requirements 
Natural persons 


Notary Public 


Secretary of State and Recorder 
of Deeds 


$1,000 subscribed or ro shares 
non-par 


Perpetual or for term 


Principal office 


Books at principal office 


Branch offices 


Number of directors 


Qualification of directors 


Residence of directors 


Within State of Delaware 


Duplicate stock and _ transfer 


books 


Anywhere as by-laws provide 


Three or more 


None 


No requirements 


Meetings of directors 


Outside if by-laws so provide 


Cumulative voting 


If certificate so provides 


Filing annual report 


On or before 1st Tuesday in 
January 


Filing tax report 


March 15. (Need not be filed 
if doing no business in State.) 


Foreign corporations 


File copy of charter and state- 
ment, fee $15. Appoint regis- 
tered agent. 
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New York 
Se ee I 
Organization Tax 
on Par Stock 
Capital 50C. per $1,000 Annual Tax 
Minimum, $10 
(See Note) 
$500 00 p 
1,000 00 
2,000 00 $10 00 2 
moO OO < 
OSES a cea ae 
5,000 00 [eS 
(=e) ou 4 
Samesied 
Svys 
10,000 00 aus 
Bo§ 5 
o 5 (= 
fe 2) oy peed (ence 
3B 
50,000 00 25 00 e 8S 6 
eS BS Ls 
100,000 00 ° Sas 
? 50 00 a* Bae 7 
orem ° ae 
125,000 00 62 50 Ace 8 
Sus eee 
APS 
200, 000 0O I00 ©0 Ye gas 9 
Bag 
= ann s ? Pawo 
Bo ars 
500,000 00 250 00 mg ees 10 
S46 oy n 
120 Su A pana 
vgcoss 
I, 000,000 00 500 00 Bo yee Il 
7 8 5S aera 
Z.E ore 
3,000,000 00 1,500 00 aut >S 12 
oS Ao 
270 5 oes | ee 
» 3 os 
4,000,000 00 2,000 00 8 ae 2 13 
3 
iS) i ae = 
5,000,000 00 2,500 00 fal ne 14 
o S| oe) 
50,000,000 00 25,000 00 15 
Sundry fees for 16 
recording certifi- Above tax is on poe a ela 
cate, etc., about $40 | authorized capital v7 


License tax on foreign corporations one-eighth of one per cent on capital stock with 
par, or six cents per share on non-par stock employed within the State. Minimum $10.00. 


Nore.—Organization tax on non-par stock, five cents per share. 
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Authorized capital 


Payment of capital 


Liability of stockholders 


Meetings of stockholders 
Number of incorporators 


Residence of incorporators 


Acknowledgment of charter 


Filing certificate 


Beginning business 


Duration 
Principal office 


Books at principal office 


Branch offices 
Number of directors 


Qualification of directors 
Residence of directors 


Meetings of directors 


Qualification of incorporators 


REQUIREMENTS 


As specified in charter 

Money, labor or property ae 
Any amount or no par Ms 
Any number 


Unpaid bal. on subscription and 
debts owing employees 


Within State of New York 
Three or more 


Two-thirds in U. S., one in State 
of New York 


Natural persons of full age 
Notary, Com’r of Deeds, etc. 


Secretary of State and County 
Clerk 


After filing charter 
Perpetual or for term 
Within State of New York 


Stock books and books of ac- 
count 


Three or more 


Must be stockholders unless 
charter otherwise provides 


At least one a citizen and resi- 
dent of N. Y. State 


Anywhere unless restricted 


Cumulative voting 


If charter so provides 


Filing annual report 


None except tax report 


Filing tax report—Income Tax 
Return on or before July 1 


Real Estate and Holding on or 
before February 15. 


Foreign corporations 


File certified copy of charter, 


$52. Appoint Secretary of 
State agent, pay tax. 
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NEW JERSEY 


WD 


eGCN3<aees@ao00I0RTRD SS ny 


outstanding|4c a share on balance 


ys PAR STOCK NON-PAR STOCK 
Annual Tax 
1/10 of 1% 
to 
$3,000,000 
. Org. Tax 1/20 of 1% 
Capital 20C per $3,000,000 Org. Tax Annual 
Minimum $1,000 to Shares Ic per Tax 
$2,000 Min. $25 $5,000,000 Share (See Note) 
Over 
$5,000,000 
$50 per 
1,000,000 
. 
$2,000 00 $2 00 20 $ 60 
5,000 00 5 00 50 I 50 
IO,000 00 $25 00 IO 00 100 $25 00 3 00 
50,000 00 50 00 500 5 00 
100,000 00 100 00 I, 000 30 00 
125,000 00 125 00 1,250 37 50 
200,000 00 40 00 200 00 | 2,000 60 00 
500,000 00 100 00 500 00 | 5,000 50 00 150 00 
I, 000,000 00 200 00 I,000 00 | 10,000 100 00 300 00 
3,000,000 00 600 00 3,000 00 } 30,000 300 00 800 00 
4,000,000 oo 800 00 | 3,500 00 | 40,000 400 00 900 00 
5,000,000 00 I,000 00 | 4,000 00 | 50,000 500 00 950 00 
50,000,000 00 | 10,000 00 | 6,250 00 |500,000 | §,000 00 | 2,075 00 
A—Annual Tax 
Above on | 3c a share on 1st 20,000 shares 
Sundry Above on stock 2c a share on next 10,000 shares 
fees Authorized issued 1c ashare on next 10,000 shares 
$12.00 Capital and 1c a share on next 10,000 shares 


17 


Manufacturing, mining and horticultural corporations are exempt from annual tax if 
at least fifty per cent of stock issued and outstanding is invested in mining, manufac- 
turing or horticulture carried on within the State of New Jersey. 

Note.—License tax on a foreign corporation is the same as tax for qualification of a 


New Jersey corporation in state of incorporation of such foreign corporation. 
Foreign corporations pay no annual tax, 


$12. 


Minimum 
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REQUIREMENTS 


Authorized capital 


Minimum $2,000 or 20 shares 
non-par 


Money, property, or labor 


2 | Payment of capital 
3 | Par value of shares Any amount or non-par 
ey ber Classes of stock Any number 
mis bat Liability of stockholders Unpaid bal. on subscription 
este are Meetings of stockholders At registered office in state or 
outside state if charter or by- 
laws so provide 
Foy = Number of incorporators Three or more 
8 | Residence of incorporators No requirements 
Big Qualification of incorporators Must be natural persons 
ro | Acknowledgment of charter Master of Chancery, Com’r of 
Deeds, Notary Public, etc. 
11 | Filing certificate County Clerk and Secretary of 
State 
12 | Beginning business $1,000 subscribed or 1o shares 
if non-par 
13 | Duration Perpetual or for term 
See 14 | Principal office Within New Jersey ee 
15 | Books at principal office Stock and transfer book 
aK 16 | Branch offices Anywhere 
17 | Number of directors Three or more 
pe 18 | Qualification of directors See Note 
pag 19 | Residence of directors No requirements 
20 | Meetings of directors Anywhere as provided 
GE: Cumulative voting If charter so provides 
22 | Filing annual report Within 30 days after date of 
annual meeting 
23 | Filing tax report First Tuesday in May (on or 
before) 
24 | Foreign corporations File copy of charter, $12. See 


Nore.—-Directors must be stockholders, 


at least 25% of the stock of the corporation. 


note preceding page. 


_or stockholders in another corporation owning 
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MAINE 
aes 
PAR STOCK NON-PAR STOCK 

pope oe CG cer 

$1,000 Arbitrary Amie, oe Tax re 
et I 
$1,000 00 =e Io ne 
2,000 00 $10 00 $5 00 20 $10 00 i 
5,000 co 50 ty 
I0,000 00 100 $10 00 = 
50,000 00 Poo. ie 
100,000 00 50 00 1,000 i 
125,000 00 10.00 | 1,250 12 50 “8 
200,000 00 2,000 20 00 is 
500,000 00 EN 50 00 Paes 50 00 25 00 |10 
1,000,000 00 100 0O 75 00 | 10,000 100 00 50 00 |i 
3,000,000 00 300 00 175 00 | 30,000 300 00 150 00 |12 
4,000,000 ©0 | 400 00 225 00 Be ©00 400 00 200 00 Na 
5,000,000 00 500 00 275 00 | 50 000 500 00 250 on 14 


? 
50,000,000 00 | 5,000 00] 2,525,00 }500,000 | 5,000 00 | 2,500 00 {15 


Above Tax 
Above Tax] is at 
Sundry Above Tax | Above Tax is at rate | rate of five|16 
fees for is on is on of one cent] mulls 
recording, Authorized | Authorized per share on|per shareon 
etc., about Capital Capital authorized] authorized 
$20 (See Note A)|(See Note B) shares shares 


Minimum } Minimum |17 
Tax $10.00| Tax $10.00 


Note A.-—ORGANIZATION Tax is $10 on capital of $10,000 or less. Beyond that and 
up to $500,000 the tax is $50, and for each $100,000 in excess of $500,000, $10 in 
addition. 

Nore B.—ANNuaL Tax. When the authorized capital does not exceed $50,000 the 
- anrifial tax is $s. When the capital does not exceed $200,000 the tax is $10. When it 
does not exceed $500,000 the tax is $50. When it does not exceed $1,000,000 the tax is 
$75. For each additional $1,000,000 or part thereof $50. 

Inactive companies excused from taxes. 

Note C.—Certificate must be approved by Attorney-General before being filed. 
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REQUIREMENTS 


Authorized capital 


Payment of capital 


Par value of shares 


Minimum, $1,000.00. Maxi- 


mum, unlimited 


Money, stock, services, prop- 
erty, etc. 


Any amount or non-par 


phe 4 | Classes of stock Any number 

Gan 5 | Liability of stockholders Unpaid bal. on subscription and 
illegal dividends rec’d 

iy hak Meetings of stockholders Within the State 

ang Aa Number of incorporators Three or more 

2 ae Residence of incorporators No requirements 

fis hey Qualification of incorporators Natural persons 

re 10 | Acknowledgment of charter Notary Public 

hf tee Filing certificate Register of Deeds and Secretary 
of State—Note C 

ehh 12 | Beginning business After Certificate is filed 

ai 13 | Duration Perpetual or for term 

rey 14 | Principal office Within State 

‘ot Pye Books at principal office Stock register and corporate 
records 

paw 16 | Branch offices Anywhere 

wai 17 | Number of directors Three or more 

in| ne Chainncating OF izations All stockholders 

19 | Residence of directors No requirements 

bass 20 | Meetings of directors Anywhere, if by-laws so provide 

aah) ee Cumulative voting No statutory provision 

figs Peal Filing annual report None but tax report 

Fe i Filing tax report On or before June 

pene Foreign corporations File power of attorney, copy of 


charter, by-laws, etc. 


Fee, 
$10.00. 


eee SSS Ssansssssnssnessessnnio 
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VIRGINIA 
SSS ES 
Capital — Organization Annual Annual 
As Specified in . Tax Registration Tax 
Charter Arbitrary Fee Arbitrary 
$500 oo r 
I,000 00 2 
2,000 00 $10 00 $5 00 $10 00 3 
5,000 00 4 
10,000 00 5 
50,000 00 IO 00 20 00 6 
100,000 00 20 00 15 00 40 00 4) 
I25,000 00 25 00 , 20 00 8 
60 co ~|——/— 
200, 000 oO 40 00 20°00 9 
500,000 00 100 00 100 CO | 10 
I,000,000 00 200 00 200 00 | II 
3,000,000 00 400 00 | 12 
25 00 — 
4,000,000 00 500 00 | 13 
600 00 naan 
5,000,000 00 600 00 |} 14 
50,000,000 00 5,100 00 | I5 
16 
Sundry fees The above are on authorized capital. ——|— 
about $30 (See Note 1) 17 


Nore 1.—Organization tax, $10 on $50,000 or less. Beyond that up to $3,000,000, 
zoc for each $1,000 or fraction thereof. $3,000,000 or more, $600, 


AnnuaL Tax.—Maximum capital $25,000 or under, $10. Over $25,000, not exceeding 
$50,000, $20. Over $50,000, not exceeding $100,000, $40. Over $100,000, not exceeding 
$300,000, $60. Over $300,000, not exceeding $500,000, $100. Over $500,000, not ex- 
ceeding $1,000,000, $200. Over $1,000,000, not exceeding $50,000,000, $10 per $100,000 
in excess of $1,000,000. Over $50,000,000, not exceeding $100,000,000, $75 per each $1,- 
000,000 in excess of $50,000,000. Over $100,000,000, not exceeding $150,000,000, $50 
per each $1,000,000 in excess of $100,000,000, Over $150,000,000, not exceeding $300,- 
000,000, $25 per each $1,000,000 in excess of $150,000,000. Over $300,000,000, $10 per 
each $1,000,000 in excess of $300,000,000. 

For purposes of Computation of Organization and Franchise Taxes, non-par shares are 


considered to be $100 each. 


Nore 2.—Company may dispose of its securities at such prices as it sees fit, provided 
it files with Corporation Commission statement of its financial plan. 
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REQUIREMENTS 


Authorized capital 


As specified in charter 


Money, property, services, etc. 


2 | Payment of capital 
aay fms Par value of shares As specified in charter or non-par 
par ieee Classes of stock Any number 
aie ee Liability of stockholders Unpaid subscriptions 
ae ree Meetings of stockholders At place in State fixed by di- 
rectors 
ae bent Number of incorporators Three or more 
8 | Residence of incorporators No requirements 
Ae ans Qualification of incorporators No requirements 
to | Acknowledgment of charter Officer qualified to take ac- 
knowledgment of deeds 
ae ir | Filing certificate Sec. of State, Corp. Comm. and 
Clerk of Court 
12 | Beginning business After certificate is filed 
a 13 | Duration Perpetual or for term 
14 | Principal office Within the State, appoint at- 
torney 
aay ne Books at principal office No requirements 
ay 16 | Branch offices Anywhere 
17 | Number of directors Three or more 
ma aR Qualification of directors Should be stockholders 
1g | Residence of directors No requirements 
20 | Meetings of directors Tos by-laws or charter 
provide 
21 | Cumulative voting If charter so provides 
22 | Filing annual report 30 days after date for annual 
meeting 
23 | Filing tax report On or before April 15th 
24 | Foreign corporations File Power of Attorney, copy of 


charter. Fee based on capital. 
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ARIZONA 
Capital Organization Tax Annual Tax 
As Specified in 
Charter Par Stock Non-par | Par Stock Non-par 
Stock Stock 
$500 00 I 
I,000 00 I 
2,000 00 3 
5,000 00 4 
o= ww” rh. aa 
es oss . 
, 000 00 neo 5 
Hom 
50,000 0o Sus 6 
| Lome 
ga o 
100,000 00 mn 7 
) (ast 
z Se 
o [o} c 
o. 
1) 5 og a3 ain 8 
5,000 00 72 oO 8 Ong 
-Q Zr so es 
pa Oise 
200,000 00 2 2 cS) 9 
, Sica Mears 
Beor8 i 
500,000 00 Sl ey) ° 
(=o pe) 
a3 OF 
anno 
avo if g 
I ,000, 000 00 Seg 
3,000,000 00 is 
4,000,000 00 13 
5,000,000 00 14 
50,000,000 00 TS 


Sundry organization fees, viz.: Filing Charter, $10.00; Appoint- | 16 
ment of agent, $5.00; Issuing Certificate, $10.00; Certified Copy of Cer- |—— 
tificate and Filing with Recorder, $10.00. 17 

For Advertising Certificate see Note A. 


Note A.—Within 3 months after filing charter, certificate must be published 6 times. 


ies in different localities. } 
Bont h tarcien corporations, File certified copy of charter, appoint agent, pay 


license fees, $35.00. Publish certificate 6 times. 
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REQUIREMENTS 


1 | Authorized capital 


2 | Payment of capital 
Par value of shares 


Classes of stock 


Any amount 


Money, property, or labor done 


Any amount (or non-par) 


Any number 


Liability of stockholders 


Number of incorporators 


3 
4 
5 

Fe Meetings of stockholders 
7 

eos Residence of incorporators 
9 


Qualification of incorporators 


Filing certificate 


12 | Beginning business 


13 | Duration 


Unpaid installments 


No statutory regulation 


to | Acknowledgment of charter 
II 


Any number 
No requirements 
No requirements 


Notary Public, etc. 


Corporation Commission and 


County Recorder 


When Commission issues cer- 


tificate 


25 years 


14 | Principal office 


15 | Books at principal office 


Within Arizona 


No statutory provision 


16 | Branch offices 


17 | Number of directors 


Anywhere as by-laws provide 


Any number 


18 | Qualification of directors 


None 


19 | Residence of directors 


20 | Meetings of directors 


21 | Cumulative voting 


22 | Filing annual report 


23 | Filing tax report 


24 | Foreign corporations 


No requirements 
As by-laws provide 
Yes 

June, Fee $5.00 


None 


See Note B, preceding page 


nn 
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MaryLanp 
ee 
- Organization Tax Annual Tax 
Capital (See Note A) (See Note B) 

$500 00 i 

I,000 CO $10 00 2 
2,000 00 renee 
5,000 00 $20 00 Bins 
10,000 00 15 00 ee. 
50,000 00 55 00 pry 
100,000 00 | 80 00 7 
125,000 co 25 00 Fags 
I00 OO ——_ 

200, 000 0O 40 00 9 
500,000 00 100 00 * 120 00 aah 
I,000,000 90 200 00 I50 00 II 
3,000,000 00 500 00 250 00 12 
4,000,000 00 650 00 mee 300 00 Te 
5,000,000 00 800 00 350 00 14 
50,000,000 00 1,700 00 1,.400 00 15 
Above on stock issued, } 16 
$20.00 Above on outstanding and/or 

Sundry fees authorized capital subscribed for 17 


License tax on a foreign corporation is based on amount of capital employed within 
the State; minimum tax $25. Rates will be quoted on application. 

Nore A.—The organization tax is figured as follows: Authorized capital not exceeding 
$1,000,000 20 cents per $1,000. $150 for each million or fraction exceeding $1,000,000 
and not exceeding $5,000,000. $20 for each million or fraction exceeding $5,000,000. 

Nore B.—The annual tax is figured as follows: For first $5,000 or fraction $10. $1 
per each $1,000 or fraction exceeding $5,000 and not exceeding $50,000. $1 per each 
$2,000 or fraction exceeding $50,000 and not exceeding $100,000. $20 additional 
exceeding $100,000 and not exceeding $250,000. $20 additional exceeding $250,000 and 
not exceeding $500,000. $30 additional exceeding $500,000 and not exceeding $1,000,000. 
$50 additional for each $1,000,000 or fraction exceeding $1,000,000 and not exceeding 
$10,000,000. $100 additional for each $5,000,000 or fraction exceeding $10,000,000. If 
no stock issued, outstanding or subscribed for, the tax is $10. 
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REQUIREMENTS 


Authorized capital 


Payment of capital 


As specified in charter 


Money, services or property, 


etc: 
eit, ie Par value of shares Any amount or non-par 
; 4 | Classes of stock Any number 
5 | Liability of stockholders Unpaid balance on subscriptions 
‘ 6 | Meetings of stockholders Within the State 
7 | Number of incorporators Three or more 
8 | Residence of incorporators No requirements 
9 | Qualification of incorporators Adult persons 
to | Acknowledgment of charter Notary Public 
11 | Filing certificate State Tax Commission and Clerk 
of Superior Court or Circuit 
Court 
a ay Beginning business After certificate is filed 
Peas ees Duration Perpetual 
rs 14 | Principal office Within State 
ae 15 | Books at principal office Duplicate stock ledger unless 
by-laws provide otherwise 
we 16 | Branch offices Anywhere as bylaws provide 
17 | Number of directors Three or more 
18 | Qualification of directors None 
19 | Residence of directors No requirements 
20 | Meetings of directors Outside if by-laws so provide 
21 | Cumulative voting If by-laws so provide 
22 | Filing annual report On or before March rsth 
23 | Filing tax report None except Annual Report 
24 | Foreign corporations File certified copy of charter and 


statement. Fee $25. Appoint 
registered agent 
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COLORADO 


PAR STOCK NON-PAR STOCK 


Org. Tax Annual Org. Tax | Annual Tax 
$20 for first peek $20 for first] $10 for first 
Capital $50,000 or Ros Eee seoigee oh fir60,000 or 
No fraction; 2000 OT Shares traction; raction; 
Minimum 20c per graction: ene roc per 
$1,000 in’ | 0° Pet $1,000 in | $1,000 in 
excess | 91000 in excess excess 
excess (SeeNoteA)|(See Note A) 
$500 00 500 
I,000 00 I, 000 2 
2,000 OO 2,000 3 
5,000 00 $20 00 10 00 5,000 $20 00 $10 00 | 4 
10,000 00 I0, 000 5 
50,000 00) 50, 000 6 
100,000 00 30 00 100, 000 30 00 7 
125,000 00 35 00 I2 50] 125,000 35 00 12 50 | 8 
200,000 00 50 00 20 00] 200,000 50 00 20 00 | 9 
500,000 00} II1O 00 50 Co] 500,000] 110 00 50 00 |10 
1,000,000 00 210 00 I00 OO} 1,000,000] 210 Oo 100 00 |II 
3,000,000 00 610 00 300 00] 3,000,000] 610 oo 300 00 |12 
4,000,000 00} 810 00 400 00] 4,000,000] 810 00 400 00 |13 
5,000,000 Co} 1,010 00 500 00} 5,000,000] 1,010 00 500 00 |14 


50,000,000 00] 10,010 00] 5,000 00/50,000, 000/10, 010 00 | 5,000 00 [15 


Sundry Above on | Above on | Sundry | Above on | Above on 
fees authorized] authorized fees authorized} authorized}16 
$25 capital capital $25 capital capital |17 


Nore A.—Non-par shares are considered to be of a par value of $1 each for purposes 
of computation. 
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REQUIREMENTS 


13 
14 
15 
‘16 


17 
18 


19 


20 


21 


22 


23 


Number of incorporators 


Qualification of directors 


Authorized capital 


Payment of capital 


Par value of shares 


Classes of stock 
Liability of stockholders 
Meetings of stockholders 


Residence of incorporators 
Qualification of incorporators 


Acknowledgment of charter 


Filing certificate 
Beginning business 


Duration 


Principal office 

Books at principal office 

Branch offices 

Number of directors” 


Residence of directors 


Meetings of directors 


Any amount 


Money, property or labor 


Any amount, not exceeding $100, 
or non-par 


Any number 
Unpaid balance on subscription 


Outside of state if charter so pro- 
vides 


Three or more 
No requirements 
No requirements 


Notary public or other officer 
qualified to take acknowledgment 
of deeds 


Secretary of State—Recorders of 
Deeds 


When certificate of authority is is- 
sued 


Not to exceed twenty years 
Within State 


As specified in charter 


Anywhere as by-laws provide 
Three or more 

Must be stockholders 

No requirements 


Outside state if charter provides 


Cumulative voting 


Filing annual report 


Filing tax report 


24 | Foreign corporations 


If charter so provides 
Within 60 days of January 1st 
None except annual report 


File certified copy charter; cer- 
tified copy corporation laws home 
state; affidavit of capital; ap- 
point agent; pay tax based on 
amount of authorized capital or 
amount employed in State 
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3. Agreements Preliminary to Incorporation 


Sometimes agreements are entered into preliminary to the 
formation of a corporation. Forms 11 and 12 illustrate 
such agreements. 


ForM I1 


AGREEMENT PRELIMINARY TO FORMATION OF 
MANUFACTURING COMPANY 


This agreement made and entered into by and between The 
PRN aS es iat, cea ks Company, a corporation organized and 
doing business under the laws of the State of................. ; 


and having its chief office at.............. in said state herein- 
mater Calleds Phe tiny se 6 Mek Company; John Doe, Richard 
Roe and Lawrence Doe trading as Doe, Roe and Company at 
j= Poe er eee Pr SEALE Ol cies: tie aiak!s 3. os toate MANIA ee 
Manufacturing Company, a company organized and operating 
under the laws of the State of................ , and having its 
MiAeOICe At sis 3 ies S's ose chads , in said state. 
Witnesseth: 


Whereas the parties to this agreement are of the belief that the 
cost of manufacturing and sale of the products which they pro- 
duce can be materially reduced by bringing their various prop- 
erties under one management and that other economies would 
result from such concentration, and 

Whereas the parties to this agreement are desirous of estab- 
lishing a new corporation for the purpose of taking over the 
existing businesses and appliances upon the following terms: 

It is hereby agreed that, in consideration of the sum of $10.00 
paid by each of the respective parties into the hands of the other, 

_the receipt whereof is hereby acknowledged: 

First. Each of the parties to this agreement does thus cove- 
nant and agree for himself, his successors and assigns with the 
other parties that they will assign, set over and transfer unto a 
corporation to be organized hereafter all of their plants, busi- 
nesses, franchises, good will and other property of every kind and 
description whatsoever, except notes, and accounts receivable, im- 
mediately upon the organization of the proposed corporation; also 
that the title to all such property transferred shall be free from 
all liens and encumbrances of every kind whatsoever. 

Second. In consideration of such transfers of property by the 
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parties to this agreement, it is furthermore understood that they 
shall accept in payment therefor the full paid and non-assessable 
preferred stock of the proposed corporation, such preferred stock 
to have a par value of One Hundred Dollars ($100) per share 
and of which there shall be Six Million Dollars ($6,000,000) par 
value, as follows: 

SU Nery ee Sega Sea ta! da «eee Company 30% or $1,800,000; Doe, 
Roe and Company 40% or $2,400,000; and The.............- 
Manufacturing Company 30% or $1,800,000; said preferred stock 
to be given a non-cumulative preference of 6% annual dividends 
payable quarterly on the first day of January, April, July and 
October, respectively. 

Third. It is mutually understood and agreed that the common 
stock of the proposed corporation shall be Ten Million Dollars 
($10,000,000) consisting of 100,000 shares of a par value of One 
Hundred Dollars ($100) which shall be sold at such price not 
below par value as the board of directors may prescribe and 
under such conditions as to assessment as the board of directors 
may prescribe. 

Fourth. ‘It is mutually understood and agreed that each of 
the parties subscribing to this agreement shall have the right, 
until July 1, 19...., to subscribe for as much of the common 
stock of the proposed corporation as they may desire, providing 
only that they do not exceed 50% of the ratio established in their 
interest in the preferred stock of said company. 

In Witness whereof and of the foregoing the parties hereto 
have duly signed this instrument on this third day of April, 19. .., 
in triplicate. 


Witnesses: het) oxen eee eae Company 
BY) tok conc ais as eee President 
Doe, Roe and Company by John Doe 
"Fhe oer oe Manufacturing Company 
BY oot no Scie ene President 


ForM 12 


AGREEMENT TO ORGANIZE A CORPORATION 


Memorandum of agreement made this tenth day of May, 19... 5 
between E. T. S. of Chicago, Illinois, party of the first part, and 
S. J. L. of St. Louis, Missouri, party of the second part. For and in 
consideration of the mutual covenants and agreements hereinafter 
expressed said parties do mutually agree as follows: 
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First. The said E. T. S., acting for both parties, will proceed 
at once to organize a corporation under the laws of the State of 
Illinois, to be known as the Merchants Transfer Company of 
Chicago, with a capital stock of Two Hundred Thousand Dol- 
lars ($200,000), such corporation to have the usual and cus- 
tomary powers granted to transportation companies by the statutes 
of the State of Illinois. 

Second. The board of directors of said corporation shall be 
composed of seven members and shall for the first year consist 
of the following persons: 


For the first year the officers of the corporation shall be: 
President wtwins nanos ey Ace ee 


Third. The subscribers to the capital stock of said corpora- 
tion are hereby agreed upon as follows: 


Ens: $50,000 
Sei: $25,000 
etc. 


Fourth. Upon the formation of said corporation, said E. T. S. 
will execute a bill of sale conveying to said new company the 
steamship Colonial with all her supplies, materials and equip- 
ment. 

Fifth. The said S. J. L. hereby agrees to advance to said new 
corporation the sum of $50,000 in cash to be employed as work- 
ing capital or otherwise as may seem fit. 

Sixth. The said new corporation shall execute a mortgage on 
its real property to said S. J. L. in the sum of $50,000. Said 
mortgage shall contain the usual provisions and agreements con- 
tained in such instruments, but shall provide expressiy against 
any personal liability of either of the parties to this agreement 
on such indebtedness. Such indebtedness shall be given the 
form of a series of five notes by said Company to said S. J. L., 
each to be of equal rank under the mortgage and to be payable at 
such day or days as may be agreed upon hereafter. Said notes 
shall bear interest at the rate of 6% per annum. 

Executed and dated this tenth day of May, A. D., 19... 

Ee LS. (Seal) 
Sy anes (Seal) 
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4. Procedure to Incorporate 


In New York the steps to be taken to incorporate are as 
follows (Corporation Manual, 28th ed., p. 852): 


1. Preparation, execution and acknowledgment of certificate 
or incorporation. 

2. Filing of original certificate of incorporation in the office 
of the secretary of state. 

3. Payment of organization fees and taxes to secretary of state. 

4. Filing and recording of duplicate original or certified copy 
of certificate of incorporation in the office of the county clerk 
of the county in which the principal office or place of business 
is to be located. 

5. Meeting of the incorporators. 

6. Meeting of the directors. 

7. Registration in office of state tax commission under Stock 
Transfer Act. 


The procedure differs as to detail in different states and it 
is necessary to consult the state laws in any event. 


5. The Certificate of Incorporation 


Persons wishing to organize a corporation must first draw 
up a certificate of incorporation in accordance with the laws 
of the state in which they wish to incorporate. In New York 
article two of the Stock Corporation Law, Sec. 5, prescribes 
the things which the certificate must contain, as follows: 


5. INCORPORATION. Three or more persons may become a 
stock corporation for any lawful business purpose or purposes 
except to do in this state any business for which a corporation 
may be formed under or pursuant to the banking law, the insur- 
ance law, the railroad law, or the transportation corporations 
law, by making, subscribing, acknowledging and filing a certificate 
which shall be entitled and endorsed “Certificate of incorporation 
REPS hia cnet eee oes , pursuant to article two of the stock 
corporation law” (the blank space being filled in with the name of 
the corporation) and which shall state: 

1. The name of the proposed corporation. 

2. The purpose or purposes for which it is to be formed. 

3. Either the amount of the capital stock and the number and 
par value of the shares of which it is to consist, or, if the cor- 


HOW AND WHERE TO INCORPORATE QI 


poration is to issue shares without par value, the statements 
required by section twelve. 

4. If the shares are to be classified, the number of shares to 
be included in each class and all of the designations, preferences, 
privileges and voting powers or restrictions or qualifications of 
the shares of each class. 

5. The city, village or town and the county in which the office 
of the corporation is to be located. 

6. Its duration. 

7. The number of its directors, not less than three. 

8. The names and post-office addresses of the directors until 
the first annual meeting of the stockholders, and if such address 
shall be in a city, the street and number or other particular 
description thereof. The number of the directors so named must 
be the number so stated pursuant to the last preceding subdi- 
vision of this section. 

g. The name and post-office address of each subscriber of the 
certificate of incorporation, and a statement of the number of 
shares of stock which he agrees to take. If the address of any 
such subscriber shall be in a city, the street and number or other 
particular description thereof. 

10. That all of the subscribers of the certificate are of full 
age, that at least two-thirds of them are citizens of the United 
States, and that at least one of them is a resident of the state 
of New York; that at least one of the persons named as a di- 
rector is a citizen of the United States and a resident of the state 
of New York. 

11. If meetings of the board of directors are to be held only 
within the state the certificate or by-laws must so provide. 


Thus if three men form a corporation with a capital stock 
of $500,000 to manufacture electrical equipment a form of 
certificate complying with the specifications of the New York 
law would be as follows: 


CERTIFICATE OF INCORPORATION OF THE ELECTRICAL 
MANUFACTURING Co., INC. 


(According to Article 2 of the New York Stock 
Corporation Law) 


We, the undersigned, in order to form a corporation pursuant 
to Article two of the Stock Corporation Law of the State of New 


York, certify: 


92 CORPORATE MANAGEMENT AND PROCEDURE 


First: The name of the proposed corporation shall be Electri- 
cal Manufacturing Company, Inc. 

Second: The purpose of the proposed Company shall be to 
manufacture, and deal in electrical equipment of all kinds. 

(This clause may be expanded to any desired length. In some 
instances the purposes for which the company is established are 
set forth at great length.) 

Third: The amount of capital stock of the corporation shall 
be $500,000, consisting of 500 shares, each having a par value 
of $100. 

Fourth: The capital stock shall consist of one class only, and 
shall be known as common stock. 

Fifth: The principal office of the corporation shall be located 
in the City of Buffalo, County of Erie, State of New York. 

Sixth: The duration of the corporation shall be perpetual. 

Seventh: The corporation shall have three directors. 

Eighth: The names and addresses of the directors are as 
follows: 

John Jones 16 East Blvd., Buffalo, N. Y. 
Andrew Myer 121 Delaware Ave., Buffalo, N. Y. 
Clarence Mason 365 Easton Street, Buffalo, N. Y. 

Ninth: The names and addresses of the subscribers to the 
certificate, together with a statement of the number of shares 
of stock of the corporation which each subscribes to, follows: 
John Jones 16 East Blvd., Buffalo, N. Y. 300 shares 
Andrew Myer 121 Delaware Ave., Buffalo, N. Y. roo shares 
Clarence Mason 365 Easton Street, Buffalo, N. Y. 100 shares 

Tenth: All subscribers hereto are of full age, at least two- 
thirds of them are citizens of the United States, at least one is 
a resident of the State of New York, and at least one of the 
persons designated as directors is a citizen of the United States 
and a resident of the State of New York. 

In witness whereof we have made, signed, and acknowledged 
this certificate on the 11th day of March, in triplicate. 

(Signed) John Jones 
Andrew Myer 
Clarence Mason 


This certificate must be acknowledged before a notary 
and one copy thereof sent to the Secretary of State, Albany, 
N. Y., accompanied with the required fee. Another check 
to cover the organization tax must be sent to the State Treas- 
urer, Albany, N. Y. This amounts to 50 cents per $1,000 
of authorized capital stock. 
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The certificate is examined by the office of the Secretary 
of State and, if found satisfactory and without flaw, it is 
filed and the person sending it is notified to that effect. The 
State Treasurer sends this same person a receipt which he 
attaches to another one of the copies of the certificate of 
incorporation, filing same in the office of the county clerk of 
the county in which the corporation will have its main office. 
It is customary to retain the third copy of the certificate of 
incorporation in the files of the corporation, after having it 
certified as correct by the Secretary of State. 

The next step is to hold meetings of stockholders and 
directors to arrange for active participation in business. 
Among things to be done at these meetings are the purchase 
of land, buildings and other property, adoption of by-laws, 
adoption of a corporate seal, and elections of officers. 


6. Legal Requirements, Fees, Etc. 


It is impossible to reproduce the requirements as to re- 
cording, fees, meetings, etc., in all states. Following are 
data for three representative states. 

Iilinois—Legal requirements calling for special attention 
in Illinois are as follows: 

t. The Certificate of Incorporation must be filed for record 
within ten (10) days after its issuance by the Secretary of State. 
Failure so to do is a misdemeanor and subjects the corporation, 
officer, or agent, responsible for such failure, to a fine of not 
exceeding five hundred dollars ($500.00). Though not obliga- 
tory, it is advisable to file the Certificate of Incorporation for 
record prior to the holding of the first meeting of the Board of 
Directors of the corporation. 

2. The Board of Directors must hold its first meeting within 
sixty (60) days after the issuance of the Certificate of Incorpo- 
ration. 

3. An Annual Meeting of the Stockholders must be held within 
ninety (90) days after the close of each fiscal year. 

4. Each stock certificate must have stamped or printed there- 
on, when issued, the amount actually received by the corporation 
for the shares of capital stock represented by such certificate. 
It is probable that a stock certificate, reciting that the shares 


94 CORPORATE MANAGEMENT AND PROCEDURE 


represented thereby are “fully paid and non-assessable,” meets 
the requirements of “The General Corporation Act” in that 
regard. 

5. The Statement required by Section 28 of “The General 
Corporation Act” must be filed in the Office of the Secretary of 
State, on the form prescribed by the Secretary of State therefor, 
within ninety (90) days after the issuance of any share of capital 
stock. In the event of failure to so file such Statement, the person 
to whom such share has been issued may recover the amount 
paid thereon together with interest and his reasonable attorney 
fees. 

6. Subscription for all of the shares of the capital stock of 
the corporation “which it is proposed to issue at once” should 
be made in and by the Initial Subscription Agreement. All of 
the persons to be named under the designation “the names and 
addresses (giving town or city, street and number) of the sub- 
scribers to the capital stock and the amount subscribed and paid 
in by each” appearing in the form of Statement of Incorporation 
prescribed by the Secretary of State should be parties to the 
Initial Subscription Agreement. The details of respective sub- 
scriptions as made in the Initial Subscription Agreement and as 
set forth in the Statement of Incorporation should correspond. 

7. The meeting of the Subscribers who are parties to the 
Initial Subscription Agreement must be held and payment by 
each of the said Subscribers of the amount, which the Statement 
of Incorporation is to indicate as having been paid by such 
Subscriber, must be made to the Trustee, selected and desig- 
nated at the meeting aforesaid to receive the same, before the 
Statement of Incorporation is acknowledged. It is entirely 
proper to designate the attorney handling the incorporation as 
Trustee unless he be one of the Subscribers or Incorporators of 
the company. 

8. A corporation organized under “The General Corporation 
Act” is expressly prohibited from accepting or taking promissory 
notes in payment for shares of its capital stock. This is an attempt 
to avoid the evil results that have arisen where notes have been 
accepted in settlement. 


California—Fees prescribed by the Secretary of State of 
California are as follows. These are subject to revision at 
any time, so that those seeking to incorporate in California 
should request revised schedules of fees. 


(Except as otherwise noted the fees listed herein are authori 
by Section 409, Political Code.) authorized 
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FEES IN CONNECTION WITH THE INCORPORATION OF DoMEsTIC 
CoRPORATIONS 


_ The following fees are always payable at the time the articles of 
imcorporation are filed with the Secretary of State: 
Filing fee, based on the authorized capital stock, as follows: 


$25,000 or less........ Stoia wnakdnas Hehe PA Segre $15.00 
Over $25,000 and not over $75,000........... 25.00 
Over 75,000 and not over 200,000........... 50.00 
Over 200,000 and not over 500,000........... 75.00 
Over 500,000 and not over 1,000,000........... 100.00 


When over $1,000,000, $50 for each $500,000 or fraction thereof. 
For the purpose of fixing the above fee, shares without par value 

are deemed to have a par value of $10. 

Corporations having no capital stock, except cooperative corpo- 

rations and associations—$5.o0o. 

Cooperative corporations and associations—$15.00. 

Fee for recording articles of incorporation—2oc per hundred words. 
Fee for issuing certificate of incorporation—$3.oo. 
Fees for certified copies: 

If applicants for certified copies of articles of incorporation 
furnish the copies they will be certified at the rate of $2.50 per 
copy; if the copies are made by this office the fee for each copy 
will be $2.00 plus 20c per hundred words for typewriting. 

No license tax is payable at the time of filing Articles of In- 
corporation. The Corporation License Act was repealed by Chap- 
ter 221, Statutes of 1927. 


FrEs IN CONNECTION WITH THE QUALIFICATION OF FOREIGN 
CoRPORATIONS 


The following fees are always payable at the time the articles 
of incorporation of a foreign corporation are filed with the Sec- 
retary of State: 

Filing fee $100.00 in all cases, except that foreign corporations. 
organized for educational, religious, scientific or charitable pur- 
poses and having no capital stock, and foreign non-profit cor- 
porations are required to pay a filing fee of $5.00. (Section 
405, Civil Code.) 

Fee for recording articles of incorporation—zoc per hundred 
words. (Amendments are not required to be recorded.) 

Fee for filing designation of person on whom process may be 
served—$5.00. 

Fees for certified copies: 
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If applicants for certified copies of articles of incorporation fur- 
nish the copies they will be certified at the rate of $2.50 per copy, 
if copies are made by this office the fee for each copy will be $2.00 
plus 20c per hundred words for typewriting. 

No certificate is required to be issued as evidence of the fact 
that a foreign corporation has qualified for the transaction of 
intrastate business in the State, but such a certificate will be is- 
sued, upon request, the fee for which is $3.00. 

No fee is required for filing a certified copy of any document 
which is in the nature of an amendment to the Articles of Incor- 
poration or Charter of a foreign corporation. 

No license tax is payable at the time a foreign corporation 
qualifies, or thereafter. The Corporation License Act was re- 
pealed by Chapter 221, Statutes of 1927. 


MISCELLANEOUS FEES 


For making a copy of any record of his office, per hundred 


PO OBES 5.555 eth Sais ws Cae fc rae $0.20 
For comparing any copy with the record, per each hundred . 

BOL S yricheh b's as When cd ais a ane se 05 
For affixing certificate and seal of state to copy............ 2.00 
Filing certificate of increase of capital stock, for each $50,000 

or fraction thereof, of such increase ins. eas cates ere 5-00 
Filing certificate of decrease of capital stock.............. 5-00 


Filing certificate of change of principal place of business.... 5.00 
Filing certificate of increase or decrease of number of di- 

EEC CUONS © geile caste eich ete) sikelele 10) Melanie connec eat eters enor vem et fee ceeet eae 5-00 

Filing amended articles of incorporation changing the stock of a 
California corporation from shares having no nominal or par value 
to shares having a par value, or amended articles of incorporation 
authorizing a California corporation which has no capital stock to 
issue shares of capital stock having a par value, $5.00 for each 
$50,000 of capital stock so authorized, or fraction thereof, but in 
no case less than $15.00. 

Filing amended articles of incorporation of a California corpo- 
ration which provide for additional shares having no nominal or 
par value, $5.00 for each 5,000 additional shares, or fraction 
thereof, but in no case less than $15.00. 

Filing amended articles of incorporation changing the stock 
of a California corporation from shares having a par value to 
shares having no nominal or par value, $5.00 for each 5,000 
shares, or fraction thereof, therein provided for, but in no case 
less than $15.00. 
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_ Filing amended articles of incorporation of a California corpo- 
ration, except as above provided for, $5.00. 

No fee required for filing a certified copy of any document which 
is in the nature of an amendment to the articles of incorporation 
or charter of a foreign corporation. 

Filing certificate of creation or increase of bonded indebted- 


1S 02 ie Oise este Soca AG Rie ero oertacy GR CRORCLG 8 Rika PEE AO $5.00 
Filing certificate of election to continue existence under Civil 
WOOO RRS ously S75. SRN ROS I 5 Chi ah) che cle Sg Mtr ie 5.00 


Filing certificate of extension of term of existence—based on 
authorized capital stock, as provided in schedule of fees for 
filing articles of incorporation of domestic corporations. 
(Section 401, Civil Code and Section 7, Article XII, Con- 
stitution of California.) 


Filing copy of decree dissolving corporation.............. 5.00 
Filing copy of decree changing name of individual or corpo- 
TE VOT Soe Meee Peee bo Lee Sars Ae nw Med Dial e. 5.00 


Filing a certified copy of a permit issued by the Commissioner 
of Corporations pursuant to section 309%, Civil Code... 5.00 
Issuing certificate of filing of any document.............. 3.00 
Issuing certificate authenticating signature of public official. 2.00 
Attesting notarial and other commissions, passports or other 
documents signed by the Governor, except commissions to 
non-salaried state officers, military commissions, pardons 


INREXPEAGILION sPAPETS crcteo'al.Ss opal he al slatelshs wit aleceee ciel ele 5.00 
ReCOraineLOmicial MDOMG al.'s." cep nas nS . Sate Stats ets 5.00 
Issuing certificate reciting facts shown by office records, un- 

LesSeO NEL WISE? PLOVICEL crete ois falyiok tke eet) LRA 2.00 
Filing claim to trade-mark or trade name and issuing certifi- 

CACC mite scceal ataterens MMe plete th csttenstss cctetrdial a fay ofa ong otene esis rela 5-00 
Registering name of farm, ranch or villa (Section 1, Chapter 

RCL ALUKLES) TOUT.) o tiie, sh (icsacave meet siatete fers a oacetda eee. dies 1.00 
Filing application and issuing architect’s certificate (Section 

Be hapter 262, -statutes. 1001) stages ee: ae ae 5.00 
For each patent for land issued by the Governor, per one hun- 

dred and sixty acres or fraction thereof................. 1.00 


For filing a printed or typewritten copy of any lecture, ser- 
mon, address, dramatic composition, story or motion pic- 
ture scenario (Section 3202, Political Code)............ 5-00 
Live stock auctioneer’s license (Section 2, Chapter 649, 


Statutes 1921) .0... 9s eee eee eet eee tenes 25.00 
Collection Agencies—(Section 6, Chapter 485, Statutes 


ee 
or eMtlAlMLICONSente Genes, cyerstteyate le tee) oo). aids ede de 25.00 
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For renewal license.......0......... settee een eens 15.00 
Filing certificate of filing of mortgage on migratory chattels 
or of assignment or discharge thereof..........+.++++ 50 


(Chapter 796, Statutes 1927)......--. eee e reece cece 50 
Contracts for conditional sale of railroad or street railway 

equipment or rolling stock and declarations of performance 

(Section 2, Chapter 601, Statutes 1913)— 

Beatin Wee Hoare set cde aor eae A eo ake tore teats enae srs.00 
Recording, per hundred words............sceesseese .20 

No member of the legislature, or state officer, may be charged 
a fee for a certified copy of any law, or resolution, passed by the 
legislature, relative to his official duties. (Section 409, Political 
Code.) 

No fee for the performance of any official service, or for the 
filing of any document, may be collected from the state, or from 
any county, city, or city and county, or from any public officer or 
board or body acting in his, or her, or its official capacity on be- 
half of the state, or any county, city, or city and county. (Sec- 
tion 4295, Political Code.) 


New York—The following “Aids to Practice” are promul- 
gated by the Secretary of State of New York State: 


Names. Before transmitting a certificate of incorporation for 
filing, ask the Secretary of State by letter or telegram (not by 
telephone) whether the proposed corporate name is available. 
Unless the name is descriptive of the business to be conducted, 
the letter should state the nature of such business to aid the 
Secretary of State in determining its availability. 

It is well to submit a list of three or more names, arranged in 
order of preference, so the searching clerk can discontinue the 
search when the first available name is found. If there be in- 
sistence upon the searching of several names so the incorporators 
may thereafter select one from those found to be available, the 
order for the search must be accompanied by payment of $6.90 
for each name, to cover the statutory fee of 6 cents a year per 
name. ‘The corporation records extend over a period of r1r5 years. 
Do not allow clients to incur expense for printing stock certificates, 
stationery, etc., until they have the receipts showing that the 
certificate of incorporation has been filed. The law does not per- 
mit the reservation of names for prospective corporations. 

The rule governing payment for searches is the same when in- 
formation is required concerning corporations already formed. 
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That is, a single search will be made without charge, but if a 
number of searches is required the order must be accompanied by 
the full statutory fee. The search on each name will then be 
commenced with the current year and carried backward and if 
the date of incorporation is ascertained before the entire period 
covered by the record is searched, the amount of the overpayment 
will be refunded. The result of the search will show what papers 
have been filed, the date of filing and (if requested) the fee for 
a certified copy of each paper. The office does not furnish ex- 
tracts from papers on file nor the names of the signers thereof. 

Form of Certificate. Every certificate of incorporation and 
every amendatory certificate must be entitled (at top of first 
page) and endorsed (on back of cover) with description of nature 
of certificate, the exact name of the corporation and a citation 
of the statute under which the instrument is offered for filing. 

Fees and Taxes. Organization taxes and filing fees are payable 
to the Secretary of State in advance. Uncertified checks, other 
than bank cashiers’ checks, are not accepted. 

When ordering certified copies or certificates under seal, always 
enclose remittance to cover the fees prescribed by section 26 of 
the Executive Law. 

Every fee must be paid in advance. Orders for certified copies 
are listed as received and are filed in rotation. No exception can 
be made to this practice. 

In sending several certificates of different kinds, mail each one 
separately and enclose with each a letter and a remittance to 
cover filing fee and tax, if any. If several certificates of differ- 
ent kinds, or relating to different companies, are mailed under a 
single cover with all fees and taxes included in one check, a delay 
of twenty-four hours is apt to result, as some of the papers may 
take different courses from the others on their way through the 
hands of the cashier, examiners, indexers, etc. 

Inquiries. Every effort is made to examine and file, or to re- 
turn as the case may be, every certificate within twenty-four hours 
of its receipt, but it is not always possible to accomplish that re- 
sult, as the volume of mail varies from day to day and new ques- 
tions of law are being continually presented which cannot be 
answered hastily. Attorneys are earnestly requested to wait at least 
forty-eight hours after mailing certificates before inquiring as to 
whether they have been filed, and if such inquiry must then be 
made, to telegraph rather than telephone. 

Communications. Please address ALL communications to the 
Secretary of State. Compliance with this request is essential to 
prompt and satisfactory service. 
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7. Powers Granted to a Corporation 


As shown in the preceding section certain powers are 
specifically granted in the charter. In addition, however, it 
is understood that a corporation possesses certain powers 
whether or not specified in the charter. These are sometimes 
termed common law powers. Among them are: the right to 
sue and be sued, the right to deal in property essential to the 
work of the corporation, the right to make contracts, and to 
have a corporation seal. 

In addition to these common law powers certain other 
powers may be granted by statute to all or to given classes 
of corporations coming within the jurisdiction of the state 
in question. 

Finally, as noted, there are the special powers granted to 
each corporation by its own charter. In connection with 
the granting of such powers it has been necessary to consider 
extensively the theory underlying the purpose and functions 
of corporations. Formerly corporations were limited to one 
specified activity, but most. states have become increasingly 
liberal in this respect. The charter of the United States Steel 
Corporation is illustrative of this tendency. 

The charter is a formal instrument, difficult to alter, hence 
it is highly important that the powers which it is desired to 
secure for a corporation be set forth therein in the most 
explicit manner possible. 


8. Nature of Corporate Charters 


A charter is not a franchise, since it does not grant powers 
to one corporation which it would not grant to another. 
Neither does it in any respect resemble a contract as the 
latter is popularly conceived. However, the courts construe 
it as a contract between the corporation and the state which 
authorizes it, as well as between the corporation and its 
stockholders. 

The charter must contain no provisions which are contrary 
to the laws or constitution of the state which grants it; if it 
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does, such provisions are void. It is the duty of the state 
official who reviews the charter application to see that all 
provisions therein contrary to the law or constitution of the 
state be stricken out, or that the application be rejected. If 
any such illegal provisions escape the notice of the reviewing 
officer they are nevertheless void and the corporation cannot 
enforce them. 

Granting charters by special act of legislature resulted in 
many abuses. Nevertheless in those states where the prac- 
tice is not prohibited they may still be secured by putting the 
charter application in the form of a bill to be passed by the 
legislature. 


g. Various Charter Provisions 


Among important charter provisions are those stating the 
amount and kind of capital stock, the duration of the corpo- 
ration, the number and names of the board of directors, and 
the principal office or place of business, or both. 

If there is but one kind of capital stock, it is then regarded 
as common, and the amount of the par value thereof as well 
as the number of shares must be indicated. The amount 
must be fixed. ‘It cannot be stated as a variable between two 
amounts, as, for example, not less than $100,000 nor more 
than $200,000. 

If the stock is divided into two or more classes by having 
certain preferences granted to one class thereof the various 
qualifications of the two or more classes of stock must be 
specified. With but few exceptions any alteration in either 
the amount or the classes of the capital stock can be accom- 
plished only by charter amendment. 

Shares without par value are becoming increasingly popu- 
lar, probably because they do away with the meaninglessness 
of par value. Most states now have laws permitting the 
issuance of no-par stock and also enabling corporations 
already organized to change from the par value to the no-par 


value form. 
It is customary to require that the location of the principal 
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office of the corporation be specified in the charter. Also it 
may be necessary to specify the location of the principal 
business of the corporation. 

Most states require a specific statement as to the duration 
of the corporation, although in some states this is understood 
to be perpetual unless some limit is stated. Some states limit 
the duration of corporations by statute. For the status in 
leading incorporating states see Form 10. In most states 
the duration of a corporation may be made perpetual unless 
it is desired to place a limitation thereon, in which event this 
may be stated in the charter. In general, also, perpetual 
duration is advantageous to most corporations and a 
privilege not likely to meet with abuse. 

It is usually required that the number, names and ad- 
dresses of the directors be specified in the charter. In most 
states the minimum number of directors is specified in the 
statutes; in some instances the maximum number also is so 
specified. Only the names and addresses of the directors 
for the first period can be required, since later on these are 
subject to change. 

It cannot be too greatly emphasized that the statutes of the 
state of incorporation be consulted as to all requirements. 
Among special requirements in certain states are those 
touching on duties of officers, classes of capital stock, limi- 
tations on corporate indebtedness, and so forth. 

Once all requirements of the state laws in question have 
been ascertained an effort should be made to comply with 
these in every detail. By so doing troublesome litigation 
will be avoided. 


10. Subscription Agreement 


In a set of instructions issued by the Secretary of State 
of the State of Ohio it is stated that on the day ordered for 
the opening of books of subscription the subscribers to the 
articles of incorporation should have such books prepared, 
and that if the books have been ordered opened at one place 
only, but one such book will be needed; otherwise as many 
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books as there are places will be required. It is suggested 
also that ordinarily a book of from 12 to 20 pages will be 
sufficient. The first page of said book should be entitled 
and ruled essentially as follows: 


ForM 13 


SUBSCRIPTIONS TO THE CAPITAL STOCK OF THE ...... CoMPANY 


We, the undersigned, do hereby severally subscribe for the 
number of shares of the capital stock of The.................- 
Company set opposite our respective names, and do hereby agree 
tOypay. therefor the sum of $2"... 22% o.oo per share. 


Names Shares 


BES ioMi sii @peiegierat su] re|*/ Cue) ©) ©: (6) .¢).0°.»: (0 6))0)\8)6) 0 elewewehies | -«—«-—_ ‘(eh 18. (eh 0:6, (@ shie) a: (6, 6 let la) 'o @ker/el-e 
SO relien eee 6 -enis=\eits| (ese |e) ©) 0 6 s\h0, 0 6) 16). 0 (6. le] se eeme " — 6) 6:6) ee 170) 0%, 0 0! 0 -« e(eeiece 
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The following extract from the official instructions of the 
Secretary of State may be helpful: 

Moneys paid in on subscriptions should be charged to capital 
on the business ledger of the corporation. On such business 
ledger, a stock subscription account should be opened with each 
subscriber, and when the amount of his subscription is all paid 
in, the account should be closed. Stockholders who have paid 
in the whole of their subscriptions are entitled to receive certifi- 
cates of their paid-up stock; and the president and secretary of 
the corporation should, on demand, execute and deliver to each 
such stockholder a certificate showing the true amount of the 
stock by him held in the corporation. It is the duty of the 
directors, when organized, to keep a record of all stock subscribed 
and transferred, and of the secretary or recording officer to register 
therein all subscriptions and transfers of stock. For that purpose 
books are required to be kept, and whenever any certificate or 
certificates of stock are assigned and delivered by a stockholder, 
the assignee shall be entitled, on demand, to have the same duly 
transferred upon said books, by such secretary or recording officer, 
whose duty it shall be at the same time to enroll therein also the 
name of said assignee as stockholder. 


11. State Forms Relating to Incorporation, Etc. 


To reproduce all state forms relating to corporations is not 
the purpose of this volume. As a rule the complete set of 
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ForM 14 
DECLARATION FOR CHARTER, STATE OF SOUTH CAROLINA 


Berlaration for Charter 


State of South Carolina, 
County 


To the Secretary of State of Bouth Carolina: 


ve Name and Pomollice 


by this their Declaration would respectfully certify: 


Ist, That their names and residences are as above given. 


2nd. That the name of the proposed corporation is 


2 


» 8th, That subsequently there way elected as President 
as Vice-President 


as Treasurer 
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Form 15 


CHARTER BY THE SECRETARY OF STATE, THE STATE OF 
SouTH CAROLINA 


Che State of South Carolina CHARTER 


EXECUTIVE DEPARTMENT BY THE SECRETARY OF STATE 


WHEREAS, 


did on the day of +192, file with the Secretary of State a written Declaration 
signed by themselves, setting forth: 
FIRST: That their names and residences are as above gtven. 


SECOND: That the name of the proposed corporation is 
THIRD: That the principal place of business is 


FOURTH: That the general nature of the business which it is proposed to dn We 


FIFTH: That the amount of the capital stock is Aitties, 
payable 
SIXTH: That the number of shares into which the capital stock is divided is 
of the par value of 
‘SEVENTH: That, after due notice, a meeting of the subscribers was heli on the day of 
192, at which a majority of all stock in value being prevent in person or Ly proxy, the following 


were elected directors: 
EIGHTH: That subsequently there was elected as President, 
as Vice President, j as Secretary, 


as Treasurer, 


NINTH: That all requirements of Chapter L, Article I, of the Civii Code of South Carolina, 1922, and all amendments 
thereto*have been duly and fully complied with, 50 per cent. of the aggregate amount of the capital stock having been subscribed 
by bona fide subscribers, 20 per cent. of the capital stock subscribed having been paid to the Treasurer, and three days’ public notice 
of the intention to file this Declaration with the Secretary of State having been given in 


a newspaper published in the County of 


NOW, THEREFORE, I, W. P. BLACKWELL, Secretary of State, by virtue of the authority in me vested by the afore- 
gaid Code and Acts amendatory thereto, do hereby certify that the said Company has been fully organized according to the laws 
of South Carolina, under the name and for the purposes indicated in their written declaration, and that they are fully authorized 
to commence business under their charter; and I do hereby direct that a copy of this certificate be filed and recorded in the office 
of the Register of Mesne Conveyance or Clerk of Court in each county where such Corporation shall have a business office, 


GIVEN under my hand and the seal of the State, at Columbia, 
this day of 
in the year of our Lord one thousand nine hundred and 
and in the one hundred aod fifty 
year of the Independence of the United States of 
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Form 15 (Continued) 


9th. That all requirements of Chapter L, Article 1, of the Civil Code of South Carolina, 1922, and all amend- 
ments thercto, have been duly and fully complied with, 50 per cent. of the aggregate amount of the capital stock 
having been subscribed by bona fide subscribers, 20 ber cent. of the capital stock subscribed having been paid to the 
Treasurer, and three days’ public notice ofthe intention to file this Declaration with the Secretary of State having 


been given he ee a 
- newspaper published in the County of 

he eee 

a ; 


Whercforo, your declarants pray that a charter be issued im the name and for the purposes indicated in their 


written declaration. 


(Sicn Here) 


Cor porators 


B82 eye se 
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forms used in a state may be secured by application to the 
secretary of state. 


The following quotation from a pamphlet issued by the 
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way and will be filed first. Those which, upon preliminary in- 
spection, appear to lack conciseness or regularity of form, will be 
laid aside temporarily for further examination. 


Where forms are prescribed or recommended by the sec- 
retary of state they should be used in preference to others 
because employees of the secretary of state’s office are 
familiar with them and naturally give them aes over 
others. 

Forms 14 and 15 are a “Declaration for Charter’ and 
“Charter,” respectively, employed in South Carolina. 

Form 16 is a statement required of foreign corporations 
by South Dakota. 

Procedure of foreign corporations in California is shown 
in Form 17 and accompanying explanation issued by the 
secretary of state of California. 

Forms 18 and 19 are required of foreign corporations in 
Colorado. 

Form 20 is the form used by corporations in. South 
Dakota to appoint the secretary of state, or his assistant, as 
attorney for service of process. 

Form 21 is a form of certificate of renewal aaa in 
Iowa. 

Form 22 is a statement required in Missouri from a 
corporation desiring to extend its business. Form 22a is 
required of Missouri corporations desiring to change their 
locations. 

Forms 13 to 18 are prescribed in New Jersey. Form 23 
is an amended certificate of incorporation before payment of 
capital stock. Form 24 is the form of certificate of incorpo- 
ration. Form 25 is the form of certificate of incorporation 
for corporations having both preferred and common stocks 
with par value. Form 26 is the form of certificate of 
incorporation for corporations having common stock without 
nominal or par value. Form 27 is for corporations having 
common stock and preferred stock without nominal or par 
value. Form 28 is for corporations having common stock 
without par value and preferred stock with par value. 
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Form 16 


STATEMENT OF FOREIGN CORPORATIONS, SOUTH DAKOTA 


STATE OF SOSITH DAKOTA 
DEPARTMENT OF STATE 


GTATEMENT OF FOREIGN CORPORATIONS IN ACCORDANCE WITH THE PROVISIONS OF SECTION soos, 
REVISED CODE OF 1019 AND ALL ACTA AMENDATORY THERETO. 


BUA Of rrsrenneneesenensensinarencsmennener rene 
County of .... 


seiseasteserreeeessve DOING first duly eworn, on oath says that be lo (2@ 


CE ERO vce ectennsam aeev-cvesrenmrsovemcnopmeprecseven sarennsonsoteon 


& corporation organized undeg (Be lawe of (he state of....... 


fet. ‘That the osme of such corporation ls ............. 


ao the location of its principal office of place of Lusinese without (he state of South Dakots le............ = 


rrneeneesternteeersnceeny OULCOL.nreneeeces ne 


+» in the county of.—. 


cenesesceeenen ssitsmameeeumststtieriiimestesamemensnecene SME Ite principal office or place of business within the state 


sscarsvereensaseseescmooemessresoessaanteaserereseredisemdtanne 


That the NAMF and ADDRESS of the AGENT or MANAGER of such corporation {a the Stute of Sout 
Dakota ta: 


Title . 

Name .. 

Address 
‘That the amount of capital stock paid in money, property or services, ts $......~......- 
That the nature of the business to be transacted in the atate of South Dakota {s as follows: .. 


That the amount of the capital stock represouted Ip the state of South Dakots, by its property located 
or to be acquired therein and by Its business to be transacted (hereto, 18 $-..-cscsee-eeemeememerseneeme a 


6th. That the sald corporation acting heroin by this affiant, duly authorized thereunto, by these presenta con- 
stitutes and appoints the Secretary of State and the Assistant Secretary of State of the state of South Dakots, and 
thelr successors In office, its true and lawful attorneys upon whom all sunimons, uotices, pleadings and processes in 
any action or proceeding against such corporation, shall, be served. And such corporation hereby agrees that sucb 
service on the said attorneys shall be of the same legal force und effect and validity as if Served on the corpora- 


tlon, and that such appointment shall continue (mn force aod effect as long as any tiability of this corporation 
remains outstanding in the state of South Dakota. 


7b, That such corporation was legally authorized to transact business in the state wherein incorporated on 


MO ecrercccimersnenee BY Of vecereersernnsssstmmeremierccmsemcterssemersssmencnestesce 1Picruey ADG $8 at the date hereot so authorised. 


8th, That such corporation hae not entered into any combination, conspiracy, trust, pool, agreemont or con- 
tract Intended to restrain or prevent competition In the supply or price of any article or commodity in general use 
in the State of South Dakota, or constituting a mubject of trade or commerce therein, or which shall in any manner 
control the price of any such article or commodity, fix the price thereof, mit ur (ix the amount or quantity thereof 
te be manufactured, mined, produced or sold in said Stute, ur fia auy standard of figure by which tts price to the 
Oublic aball bo io auy manner controlled or established. 


9th. That such curporation @ill comply with the laewe of ihe state of South Wakots, relating to foreigm 
corporations, 


crsrinisaeveaserreerens EDs 


Subscrided and sworn to DOfOTe CO BEMO a mre DOP Of parce memeverrenrreennemnnnne 


(Notartel Seal) 


My ComMlastOD OFPIOR nn. inmarrre iin aero 


’ 
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ForM 17 


DESIGNATION OF REPRESENTATIVE IN THE STATE OF CALIFORNIA 


Designation of Representative in the State of California 
Upon Whom Process Against 
Incorporated Under the Laws of 
May Be Served 


Know all men by these presents: 


a ee SE SR See ei ee a Re 
2 corporation organized and existing under the laws of — 
has designated, constituted, and appointed, and by these presents does hereby designate, constitute 
and appoint whose 
someones (losert member end name of street) 


tate of California, and 


(losect name of City or Town) 


whose place of business is 
(Invert number and name of etceet, or room number and name of office building) 


State aforesaid, its true and lawful attorney 
Unsert aame of City or Town) 


upon whom process issued by authority of or under any law of said State of California in any action 
or proceeding against ic may’ be served; and seivice of such process on said representative shall 
constitute a valid and binding service on said corporation. 

In Wrrrzss Wuereor, Said corporation has 
caused its corporate name to be hereunto sub- 
scribed and its corporate seal to be affixed hereto 
ehia_______day 
of. ie de 


(Name of corporation) 
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Form 17 (Continued) 


STATE OF CALIFORNIA 
DEPARTMENT OF STATE, SACRAMENTO 


Referring to your inquiry regarding the procedure to be observed 
in order that a corporation organized under the laws of another 
state or foreign country may qualify for the transaction of busi- 
ness in this state, we advise that it will be necessary to file in this 
office— 

(1) A certified copy of its articles of incorporation, or charter, 
and copies of any certificates relating to changes in capital stock, 
or other amendments, which must be certified by the secretary 
of state, or other officer authorized by the law of the jurisdiction 
under which such corporation is formed to certify such copy. 

Copies of these documents, certified by this office, must be filed 
in the office of the county clerk of the county where the corpora- 
tion owns any real property.. As many copies as may be necessary 
to comply with this requirement should be sent for certification. 

(2) A designation of a person residing within this state upon 
whom process may be served, blank form for which is enclosed. 

Our fees in this reference will be as follows: $100 for filing 
copy of articles of incorporation, or charter; $5 for filing designa- 
tion of agent; 2zoc per hundred words for recording articles of 
incorporation, or charter; (Note that we record only the copy of 
the original articles or charter. Amendments thereto are not re- 
quired to be recorded); $2.50 for certification of each copy for 
filing with county clerks. 

County clerks are required to collect a fee of $1 for filing each 
such certified copies. If you care to have us attend to such filing, 
please advise us in which county or counties you desire the copy 
s pols to be filed, and send a separate check for each county 
clerk. 

All corporations doing business in this state—other than public 
service, banking and insurance corporations—must pay an annual 
tax which is levied by the State Board of Equalization, based on 
reports which are required to be filed with that office. This tax is 
levied at the rate of 1.8 per centum of the actual cash value of the 
franchise to do business in this state. The value of the franchise 
is estimated principally from the report of the amount of business 
transacted in this state. These reports must be filed within ten 
days after the first Monday in March of each year, blank forms 
for which are supplied by the Board. It is impossible to estimate 
in advance the amount of tax which any corporation will be re- 
quired to pay. 


—_ = 
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Form 18 
FOREIGN CORPORATION—CERTIFICATE OF BUSINESS AND AGENT 
(CoLorapo) 

Know All Men by These’ Presents: That we.............0.. 
PeeCeRteANd no aie eee eo SECKCtATYAWOL MI Ge oat ad esi: 
a Corporation duly organized under and by virtue of the Laws of 
ER SEALE SOD. 8 5...!8 «, 2)0 ae). oe DARE do hereby certify that the prin- 


cipal place where the business of said Corporation is to be carried! 
onan the State of Colorado, .is the City of... 020. 06.064. 


COE Y 2a ra o , and we hereby designate, ‘con. 
SuiIven and appoint; =n sso aac swe residing in the city of 
2 65 Ce aa a County ol... eee a ene ean tate 


aforesaid, the duly authorized agent of said Corporation, upon 
whom process may be served, pursuant to the Statute in such 
case made and provided. 

Given under our hands and the seal of the said Corporation, 


Bie UMel OMICE AN 5s SS ove Sart es ANd SCAterOl ser. sine canine «ieee 
CLL SSA Say Da Yin Obie ss 2 08 eh po neste on ets SAD into 
(Corporate Seal) 
Toh a President 
Cah iae. Secretary. 
SUIS. (0) hpaesous creceermancarar iemercwc ners cane bss 
COUN Ye OE cress se in eR gree 
IM Pe ls fon ON oust, a Nntary, Public within and 
for the County and State aforesaid, do hereby certify that...... 
PEM Pa loicts de oe see Oe, President and aN GES aE ERM i ara 
BEC CECALV MOL. 7.) ote Siete iays ages 8 oo who are personally known to 


me to be the persons who subscribed the above and foregoing 
instrument in writing, appeared before me this day in person and 
acknowledged that they signed, sealed and delivered the same as 
their free and voluntary act and deed, for the uses and purposes 
therein set forth. 

Given under my hand and Notarial Seal, this.......... day of 
Mea ips is «vc «315 A. D. 19.. 


My commission expires......++.+++s+++ees SPL LO sh 28 
(Notary Seal) 


ake Jake elieill® Je. e116 6 )[eu16! \@ e106) 10) 04 61's) 6) wtio heme Won@i(e) 6 e),6 16,1616 ‘eae, 


Notary Public. 
eee alana ea ll ae RE eae, Seen 
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ForM 19 


AFFIDAVIT IN RE PROPORTION OF CAPITAL STOCK EMPLOYED 
IN COLORADO 


AFFIDAVIT 


In Re Proportion of Capital Stock Employed 
in Colorado 


STATE OF 


COUNTY OF 


President, end! 


ee 
aS EM nS ae aS IP eB I the 
i 
a corporation duly organized and existing under and by virtue of the laws of 

being 


fires duly sworn upon their oaths, say that the entire amount of che authorized capital stock of the said 


ae enn a EM RE eS atl oN eh bce 8s a, 
and that the proportion of the entire capital stock sepreseated by the corporate property, capital and assets 
employed and bocated in the State of Colorado is 


Dollars quae 


ian) President o1 Perens Dathorined w Act as President 


Decteiery os Porson Aotborised w@ Act (0s bec recess 


Subscribed and sworn to before me this day 


My commission expires 


(“ezat” ) 
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ForM 20 
APPOINTMENT OF THE SECRETARY OF STATE AS ATTORNEY 
FOR SERVICE OF PROCESS 


STATE OF SOUTH DAKOTA 
DEPARTMENT OF STATE 


APPOINTMENT OF THE SECRETARY OF STATE, OR HIS ASSISTANT, AS ATTORNEY 
FOR THE SERVICE OF PROCESS IN ANY ACTION OR 
PROCEEDING AGAINST THE 


COMPANY. 


In accordance with the provisions of subdivision “f” of Section 3, of Chapter 172, Session 
Laws of the State of South Dakota for 1917, and laws amendatory thercto, the 


Company 


by its President, and its 


Secretary, by these presents constitutes and appoints the SECRETARY OF STATE and the AS- 


SISTANT SECRETARY OF STATE of the State of South Dakota, and their successors in office, 


its true and lawful attorneys upon whom all summons, notices, pleadings and processes, in any action 


or proceeding against such corperation, shall be served. And such corporation hereby agrecs that 


such service on the said attorneys shall be of the same legal force and effect and validity as if 


served on the corporation, and that such appointinent shall continuc in force and effect as long as 


any liability of this corporation remains outstanding in the STATE OF SOUTH DAKOTA. 


President 


State of 
County of 
Onithis!| ly OF, 


me) Notary Public 
in and for said state and county, personally appeared 


, 192__, before 


ee ree OG 
known to me to be the President and Secretary of the corporation that is described in and that 


executed the within instrument, and acknowledged to me that such corporation executed the same. 


IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed my official seal. the 


day and year last above written. 


Notary Public. 


Notarial Seal) 
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FORM 21 


CERTIFICATE OF RENEWAL 
IowA 


—— 


BE IT REMEMBERED, That at a special meeting of the 
stockholders of; thes... 2amaiseicie enti erat n> Ola rha te are Company, 
a corporation duly organized and existing under the laws of the 
State of Iowa, having its place of business at.........-..+-+-- 
Prat cre eR a ene: County, Iowa, held on the..........day 
(1) ie Ee Ie EO ENA , 19...., after due and proper notice 
had been given the stockholders thereof, and at which meeting 
the requisite number of shares of stock of said corporation was 
represented, in accordance with its articles of incorporation and 
the laws of the State, the following resolution was adopted by a 
BEERS aie ancien ero) eae rates vote in favor thereof, as follows: 

Total-No.. Shares Outstanding... .\... 222-2 ss ee 
Total No. Voting in Affirmative............... 

RESOLVED, That the corporate period of the............... 
Company, which will expire on the........ day Of .)s..tecacteocaens ; 
1O...<5 48: hereby -extended, for~a. periodsof...2.0 0 ages 
years from said date, continuing until. 0... << 00s. csum dese 
unless sooner dissolved by the voluntary action of the stockholders. 

BE IT FURTHER RESOLVED, That the renewal, amended 
and substituted articles of incorporation submitted to the stock- 
holders at said meeting and hereto attached be and the same are 
hereby adopted as the articles of incorporation of said corporation 
under the renewal provided for. 

RESOLVED FURTHER, That the president and cashier of 
this company be and they are hereby authorized and directed to 
sign, acknowledge, record, publish and do any and all things which 
are by law required, to execute, complete and carry into effect 
the above resolution, and to execute, sign and acknowledge the 
renewal, amended and substituted articles of incorporation duly 
adopted at said meeting. 

bY Na roa SF rots enter as Tate or CNG gemma aaa Rromiritas et. S : 
president and cashier of said company, do hereby certify the above 
to be a true and correct statement of the proceedings of the stock- 
holders at the above named meeting. 

Attested by: 


PEDLSS) © NOW MBL 8. U8) 8. 1e/.9/.e. Sie Lee ces 6) .ella 


ooo eee eee ee eee seer eee eevee 


E evsyntercaapore-aneate tet oma eee Secretary 


Ce | 
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STATE OF IOWA Nee 


ae eae Bese oe. County.) 

Subscribed and sworn to before me by the said.............. 
ALES sci ENS ei chas ME RMIS oes tae SENG) Peal ea a rete ; 
A. D. 19 

Notary Public in and for. 
hayete ed ie rains Tea oA a oe County, Iowa 
ForM 22 
STATEMENT EXTENDING BUSINESS PURPOSES 
(Missouri) 

Be it known that on the........... daynOlen Meera ae ; 
19...., a meeting of the stockholders'of the............0.... 
as mmend atethe City Of: ds). sa,s.0 cates COUNTY Of x .c) skeen ; 


state of Missouri, for the purpose of amending the articles of 
association of said company, and extending its business purposes, 
pursuant to notice signed by a majority of the directors of said 


company, duly published in the............... He re grranter Sr 
mewspaper published in the city off)... 062002 ceed. , for more 
than sixty days prior to said date, the first insertion of said notice 
peme-on they). 3%,.0\.4% aynOlper el coe ore cites eTOv se sand 
PrCwIase ISELIN ON. thet). 66 CAV. Ole Sac vides oo cine olde ; 
ire eet 

That a copy of said notice, postage prepaid, was deposited in 
therpostoiice. inthe city Gleerrt. . 6 0 SSR. , Missouri, 


addressed to each stockholder, at his usual place of residence, at 
least sixty days previous to the day fixed for said meeting. 

That said meeting was organized by choosing............... ; 
a director in said company, chairman, and......5........00.3 A 
secretary thereof. 

That at said meeting there were present, in person or by proxy, 
stockholders holding the larger amount in value of ail the shares 
of stock of said company. 

A proposition was then and there submitted to amend section 
seven of the articles of association of said company and extend 
its business to include the following purposes: (set out fully the 
language of the amendment). : 

And upon canvassing the vote thereon it appeared that a ma- 
jority of the stock of said company had been voted in favor of 


such amendment. 
, Chairman. 


4) 016) 6 [bie OMe 10) e16)-«) 640.1616, 010) 6676) 60106 
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Attest: 

Be ae ne em Beer B ene Dec ic , secretary. 

2 Re ere Dea cis We 6. he i eee , chairman, being duly sworn, 
says the matters and things set forth in the foregoing statement 
are true. 


om wis GSohy Goes gre sae me Tenens ose , Chairman. 
Subscribed and sworn to before me this............. day of 
ar i. a her ae RE SE ,19.:<.. My commission expires... 2.08). se, 
£6. dvs 
Seal) Me er Pole rca hort re , Notary Public. 
State of Missouri, i) : 
Ss 
COUNTY Ol; cha ayy». heereerae ees 
On SEIS: as crtatsse day Of caters ote ee > 30. 2 ., pefore 
mespersonally appeared «26% < ssi alee esaieus Bors , to me known to 


be the person described in, and who executed the foregoing instru- 
ment, and acknowledged that he executed the same as his free act 
and deed. 

Witness my hand and seal the day and date last aforesaid. My 
COMMISSION NEXPIFES yi lee siesta ane eee eae E10. 6 

(SEAL: Caren TEN So Bit RRS ee sid See tee , Notary Public. 

Note—This statement must be sworn to by the chairman, and 
also acknowledged by the chairman before a proper officer, and 
then recorded in the office of the recorder of deeds, and a certified 
copy from the recorder filed in the department of state. 


ForM 22a 

AFFIDAVIT CHANGING LOCATION OF DoMESTIC CORPORATION 
(Missourt) 
State of Missouri, ae 


County of 


secretary of :the:.<.&:. Poedeme ote seae ee , a corporation duly 
incorporated under the laws of the state of Missouri, located at 
an 9 SE ire gra , Missouri, being duly sworn, upon their 
oaths state that at a meeting of the stockholders of said corpora- 
tion, duly called and held at the office of said company at 
SS Ue foe oe , Missouri, ‘on the:’, op.aday tole eee 


the articles of association were, by unanimous consent of the 
stockholders, amended by changing the location of said corpora- 
tion from the 
Missouri, to 
Missouri. 
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SO RTE RL A ety an ee President. 
1s SSS CR RERE RH IC SPLN nL aie ibe SMe aie meAE Secretary. 
State of Missouri, 
ss 
COME VROL AS Nolen calmmieen ee bo Sa 
Onthis,) the. c.¢. CAV OLE Ra the sees Seats , before me 
Personally appeared. fo.) 6) sssue ess gooi one oh , to me known to be the 


persons who executed the foregoing instrument and acknowledged 
that they executed the same as their free act and deed, and, upon 
being duly sworn, say that the matters and facts stated therein 
are true. 

COANE hee ois | Venere ai chile cae rainre ta Aco neNe , Notary Public. 


ForM 23 


AMENDED CERTIFICATE OF INCORPORATION BEFORE PAYMENT OF 
CAPITAL STOCK 


This Is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled “An Act Concerning Corporations (Re- 
vision of 1896),” and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number 
of shares of capital stock set opposite our respective names. 

First: The name of the corporation is 

Second: The location of the principal office in this State is at 
No. Street, in the of 
County of 

Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business 
in all its branches, have one or more offices, and unlimitedly to 
hold, purchase, mortgage and convey real and personal property 
in any State, Territory or colony of the United States and in any 
foreign country or place. 

Fourth: The authorized capital stock of this corporation is 

dollars, divided into shares 
of a par value of dollars each. 

Fifth: The names and post-office address of the incorporators 
and the number of shares subscribed for by each, the aggregate 
of which ($ ) is the amount of capital stock 
with which this company will commence business, are as follows: 
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Number of 
Name. Post-Office Address. Shaves! 


Sixth: The period of existence of this corporation is unlimited. 

In Witness Whereof, we have hereunto set our hands and seals 
the day of A. D. One 
thousand nine hundred and 

Signed, sealed and delivered in the presence of 


State of New Jersey bss 


County of 


Be it Remembered, That on this day of ; 
A. D. One thousand nine hundred and , per- 
sonally appeared 
who I am satisfied are the persons named in and who executed 
the foregoing certificate, and I having first made known to them 
the contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed, 
for the uses and purposes therein expressed. 

The Undersigned, being all the incorporators of the.......... 
Company, a corporation organized under and in pursuance of an 
act of the Legislature of the State of New Jersey, entitled “An 
Act Concerning Corporations (Revision of 1896),” the certificate 
of incorporation of which was duly recorded in the office of the 


Clerk“ of ‘the County 6b: =. 3. 2... oe , New Jersey, on 
ENE gic ars. dayoof,n, das eae se lee 1g..., and duly filed in 
the office of the Secretary of State of New Jersey, on the........ 
CAV ROU a. seis icin can ee we 19.., no part of the capital stock of 


said corporation having been paid in, pursuant to the provisions 
of Section 1 of an act of the legislature of the State of New 
Jersey, entitled “A supplement to ah act, entitled ‘An Act Con- 
cerning Corporations (Revision of 1896),’ approved April twenty- 
first, one thousand eight hundred and ninety-six,” approved April 
19, 1898, amend said certificate of incorporation so that the same 
shall read as hereinbefore set forth, and accordingly do hereunto 
set our hands and seals. 

PALE et arielsahs acy Guetta e aia TO2-%). 


State of 
County of bss 


OOMURISt cn Ann day: Of Dato ves enna ee A DET One 
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before the undersigned personally appeared.................. 
who being by me severally duly sworn, did severally depose and 
say they are all of the incorporators of the.................0- 
Company as set forth in the foregoing certificate, and that no 
Patt oi. the capital stock of said. i645. 5)0.6 psec msiew ne Company 
has been paid in. 

Subscribed and sworn to before me 

AUBUNG erent cyactked oh oe Ohh aiaah of 

the day and year aforesaid. 


(The amended certificate should be first recorded in the office 
of the clerk of the county where the original certificate of incor- 
poration was recorded, and then filed in the office of the secretary 
of state. If the principal office is changed to another county, 
record also in the county where the new principal office is located. ) 


(See Section 26%.) 


ForM 24 
CERTIFICATE OF INCORPORATION 


STATE OF NEW JERSEY 


This Is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled ““An Act Concerning Corporations (Revi- 
sion of 1896)” and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number 
of shares of capital stock set opposite our respective names. 

First: The name of the corporation is 


Second: The location of the principal office is Street 
in the of County of 

The name of the agent therein and in charge thereof, upon 
whom process against this corporation may be served, is 


Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business 
in all its branches, have one or more offices, and unlimitedly to 
hold, purchase, mortgage and convey real and personal property 
in any State, Territory or Colony of the United States and in any 


foreign country or place. 
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Fourth: The total authorized capital stock of this corporation 
is dollars, divided into shares 
of a par value of dollars each. 

Fifth: The names and post-office address of the incorporators 
and the number of shares subscribed for by each, the aggregate 
of which ($ ) is the amount of capital stock with 
which this company will commence business, are as follows: 


Number of 
Name. Post-Office Address. Sharon 


Sixth: The period of existence of this corporation is unlimited. 
In Witness Whereof, we have hereunto set our hands and seals 
the day of , A. D. nineteen hundred 
Signed, sealed and delivered in the presence of 


State of iT 
SS. 
County of f 
Be It Remembered, That on this day of . 
A. D. nineteen hundred before me, a 


personally appeared 


who I am satisfied are the persons named in and who executed 
the foregoing certificate, and I having first made known to them 
the contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed, 
for the uses and purposes therein expressed. 
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CERTIFICATE OF INCORPORATION FOR USE By CORPORATIONS 
Havinc BotH PREFERRED AND COMMON STOCKS 
WITH Par VALUE 


CERTIFICATE OF INCORPORATION 
OR THB cosh vastigehaate 
This Is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled “An Act Concerning Corporations (Revi- 
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sion of 1896),” and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number 
of shares of capital stock set opposite our respective names. 

First: The name of the corporation is 

Second: The location of the principal office is at 

Street, in the of 

County of . 

The name of the agent therein and in charge thereof, upon whom 
process against this corporation may be served, is 


Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business 
in all its branches, have one or more offices, and unlimitedly to 
hold, purchase, mortgage and convey real and personal property 
in any State, Territory or Colony of the United States and in any 
foreign country or place. 

Fourth: The total authorized capital stock of this corporation 
is : Dollars, divided into 
shares of preferred stock, of a par value of 
Dollars each and shares of common stock 
of the par value of dollars each. 

(Here insert preferences, voting powers, etc., of preferred stock. 
See Sec. 18.) 

Fifth: The names and post-office addresses of the incorporators 
and the number of shares subscribed for by each, the aggregate 
of which ($ ) is the amount of capital stock with 
which this company will commence business, are as follows: 


| Number of 


Name Post-Office Address Shared 


| 


Sixth: The period of existence of this corporation is unlimited. 
In Witness Whereof, we have hereunto set our hands and seals 
the day of A. D., One thousand nine 


hundred and 
Signed, sealed and delivered in the presence of 


State of bss 
County of 
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Be It Remembered, That on this day of , 
A. D. One thousand nine hundred and before 
me, a personally appeared 


who I am satisfied are the persons named in and who executed 
the foregoing certificate, and I having first made known to them 
the contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed, 
for the uses and purposes therein expressed. 
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CERTIFICATE OF INCORPORATION 
Common Stock (WiTHOUT NoMINAL oR PAR VALUE) 


CERTIFICATE OF INCORPORATION 


This Is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled “An Act Concerning Corporations (Re- 
vision of 1896),” and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number 
of shares of capital stock set opposite our respective names. 

First: The name of the corporation is 

Second: The location of the principal office is at 
Street, in the of County of 


The name of the agent therein and in charge thereof, upon whom 
process against this corporation may be served, is 
Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business 
in all its branches, have one or more offices, and unlimitedly to 
hold, purchase, mortgage and convey real and personal property 
in any State, Territory or Colony of the United States, and in 
any foreign country or place. 

Fourth: The total authorized capital stock of this corporation 
is shares of Common Stock, without nominal or 
par value. 

All or any part of said shares of Common Stock, without nom 
inal or par value, may be issued by the corporation from time to 
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time and for such consideration as may be determined 

fixed by the Board of Directors, as propria by law. yes 
Fifth: The names and post-office address of the incorporators 

and the number of shares subscribed for by each, the aggregate 

of which ( shares) is the amount of capital stock 

with which this company will commence business, are as follows: 


£0 i, ——— 
Name Post-Office Address | Number of Shares 


Sixth: The period of existence of this corporation is unlimited. 


In Witness Whereof, we have hereunto set our hands and seals 
the day of A. D. 
One thousand nine hundred and 

Signed, sealed and delivered in the presence of 


State of \s 
County of 


- Be It Remembered, That on this day of 
A. D., One thousand nine hundred and before me, 
a personally appeared 


who I am satisfied are the persons named in and who executed the 
foregoing certificate, and I, having first made known to them the 
contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed for 
the uses and purposes therein expressed. 
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ForM 27 


CERTIFICATE OF INCORPORATION 
ComMMOoN STOCK AND PREFERRED STOCK 
(WitHouT NoMINAL oR Par VALUE) 
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CERTIFICATE OF INCORPORATION 
ORLTHE! « Cocaine te ee cies 


This Is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled “An Act Concerning Corporations (Re- 
vision of 1896),” and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number of 
shares of capital stock set opposite our respective names. 


First: The name of the corporation is 


Second: The location of the principal office is at 
Street, in the of County of 


The name of the agent therein and in charge thereof, upon whom 
process against this corporation may be served, is 


Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business in 
all its branches, have one or more offices, and unlimitedly to hold, 
purchase, mortgage and convey real and personal property in any 
State, Territory or Colony of the United States and in any foreign 
country or place. 


Fourth: The total authorized capital stock of this corporation 


is , shares, without nominal par value, and the 
corporation shall be, and is, authorized to issue shares 
of Preferred Capital Stock and shares of 


Common Capital Stock, all of which shall be issued without nom- 
inal par value. 

All or any part of the shares of Common and Preferred Stock 
may be issued by the corporation from time to time and for such 
consideration as may be determined upon and fixed by the Board 
of Directors, as provided by law. 


(Here insert preferences, voting powers, etc., of preferred stock. 
See Sec. 18.) 
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Fifth: The names and post-office address of the incorporators 
and the number of shares subscribed for by each, the aggregate 
of which 4 shares) is the amount of capital stock with 
which this company will commence business, are as follows: 
—_—ea—_Cs66—@ao eee 


Name Post-Office Address | Number of Shares 


Sixth: The period of existence of this corporation is unlimited. 


In Witness Whereof, we have hereunto set our hands and seals 
the day of A. D. 
One thousand nine hundred and 


Signed, sealed and delivered in the presence of 


State of \ 
Ss. 
County of 


Be It Remembered, that on this day of 
A. D. One thousand nine hundred and before me, a 
personally appeared 


who I am satisfied are the persons named in and who executed the 
foregoing certificate, and I, having first made known to them the 
contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed, 
for the uses and purposes therein expressed. 
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ForM 28 


CERTIFICATE OF INCORPORATION 
Common Stock (WitHouT NoMINAL oR Par VALUE) 
PREFERRED STOCK (WITH Par VALUE) 


CERTIFICATE OF INCORPORATION 


This is to Certify, That we 
do hereby associate ourselves into a corporation, under and by 
virtue of the provisions of an act of the Legislature of the State 
of New Jersey, entitled ““An Act Concerning Corporations (Revi- 
sion of 1896),”’ and the several supplements thereto and acts 
amendatory thereof, and do severally agree to take the number of 
shares of capital stock set opposite our respective names. 

First: The name of the corporation is 


Second: The location of the principal office is at 


Street, in the of County of 
The name of the agent therein and in charge thereof, upon whom 
process against this corporation may be served, is 


Third: The objects for which this corporation is formed are 


The corporation shall also have power to conduct its business 
in all its branches, have one or more offices, and unlimitedly to 
hold, purchase, mortgage and convey real and personal property 
in any State, Territory or Colony of the United States, and in any 
foreign country or place. 

Fourth: The total authorized capital stock of this corporation 
is shares of Preferred Stock of the par value 
of each, and shares 
of Common Stock, without nominal or par value. 

All or any part of the shares of Common Stock, without nom- 
inal or par value, may be issued by the corporation from time to 
time and for such consideration as may be determined upon and 
fixed by the Board of Directors, as provided by law. 

(Here insert preferences, voting powers, etc., of preferred stock. 
See Sec. 18.) 

Fifth: The names and post-office address of the incorporators 
and the number of shares subscribed for by each, the aggregate of 
which ($ ) is the amount of capital stock with which 
this company will commence business, are as follows: 
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Name Post-Office Address Number of Shares 


Sixth: The period of existence of this corporation is unlimited. 


In Witness Whereof, we have hereunto set our hands and seals 
the day of A. D. 
One thousand nine hundred and 


Signed, sealed and delivered in the presence of 


State of } 
ss. 
County of 


Be It Remembered, That on this day of 
A. D., One thousand nine hundred and before me, 
a personally appeared 


who I am satisfied are the persons named in and who executed the 
foregoing certificate, and I, having first made known to them the 
contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed, 
for the uses and purposes therein expressed. 


V 


THE CORPORATE NAME 


1. Purposes and Limitations 


The purpose of a corporate name is to afford a convenient 
means of reference to the enterprise in question. As 
distinguished from natural persons corporations may and fre- 
quently do choose names which are indicative of the char- 
acter of the business in which they are engaged, as, United 
States Steel Corporation, General Motors Corporation, etc. 
In choosing a name a corporation is subject. to certain 
restrictions. The names of concerns already engaged in 
business possess a good-will value which cannot be infringed. 
In this regard the provisions of the state laws should be 
observed. Also the precedents set in the various court 
decisions on the subject should not be ignored. If one 
company discovers that another company is planning to 
commence operations under a name so nearly like its own 
that injury will result to it an injunction will lie to 
prevent it. 


2. Special Requirements in Various States 


In various states certain rules have been laid down relative 
to the construction of the corporate name. 

In Massachusetts the name must, in the judgment of the 
commissioner, indicate that the enterprise in question is a 
corporation. 

In New York a private corporation must adopt a name 
which indicates that it is a corporation, as distinguished 
from a natural person, firm or partnership. This it may do 


by use of a prefix, affix, abbreviation, or some appropriate 
word or words. 
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It is the duty of the secretary of state or other designated 
official to reject proposed names of incorporating concerns 
which bear too close resemblance to others already in use 
in the state, providing the state laws contain such a prohibi- 
tion. Even if such statutory prohibition does not exist state 
officials may reject names which conflict with others already 
in use. People v. Rose, 225 Ill. 496. 

State officials do not reject a name because some foreign 
concern has already preempted it. That is a matter to be 
settled between the two concerns. Usually the older concern 
may enjoin the younger one from the use of such name. 

In Illinois, if. it appears that the purpose is to mislead the 
public, no charter will be issued although the prior use of the 
name was by a partnership or joint stock company. People 
v. Rose, 219 Ill. 46. 


3. Choice of Name 


Concerns are permitted wide latitude in the selection of a 
name, but the matter is one deserving more consideration 
than it sometimes receives. Names awkward or difficult of 
pronunciation should be avoided, so likewise should those 
that are long or hackneyed. 


4. Protection of Corporate Name 


The granting of the charter gives to the corporation 
receiving it the exclusive right to the use of the name 
indicated therein. Since a name frequently possesses a large 
good-will value its permanent retention is a matter of im- 
portance. Although corporate names have been looked upon 
as trade-marks, the tendency is to base protection of them 
on the broader principle of unfair competition. By this is 
meant that if a name has, in the mind of the buying public, 
become.-associated with the goods of the concern using such 
name, such concern is entitled to the benefits of such good- 
will. Borden Ice Cream Co. v. Borden’s Condensed Milk 


Co., 201 Fed. 510, 513. 
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If a license has been granted and it is afterwards found 
that the name is the same or similar to that of an existing 
company, the company thus injured may proceed by injunc- 
tion as in cases of unfair competition. Hale, Private Corpo- 
rations (Ill.) sec. 16. A corporation may protect its name in 
Illinois even though it suffers no pecuniary loss. Cemetery 
Assn. v. Cemetery Assn., 246 Ill. 416. 

When, in such cases, an injunction is issued against the 
offending company restraining it from using the forbidden 
name, it must change its name, reincorporate, or go out of 
business. 

In some states it is provided by statute that a corporation 
cannot adopt a name the same or substantially the same as 
that being used by another company. Regardless of such 
provision, however, a corporation is protected at common 
law in the exclusive use of its name. A court of equity will 
issue an injunction to restrain the offending company from 
the use of such name. 


5. Change of Corporate Name 


Statutory requirements must be closely followed in chang- 
ing a corporation’s name. Usually an amendment to the 
charter is necessary. The obligations of the company remain 
unchanged, as well as does its title to property. Unless the 
statutory provisions are followed the stockholders may find 
themselves liable as partners for the debts of the old con- 
cern. An alternative solution may be for the courts to hold 
that the old corporation continues in existence, but is bound 
by all contracts made under the new name. 


6. Instructions for Changing Location 


Change of location must be by unanimous consent of all 
the stockholders. The affidavit must be recorded in the 
county where the corporation is located and also in the 
county where it proposes to locate, and a certified copy 
thereof filed in the office of the secretary of state, together 
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with fee of $1.90. Such certified copy should be procured 
from the recorder of the county where the affidavit was last 
recorded, thus showing the recording in both counties. 

The certificate of incorporation, articles of association and 
all amendments thereto, should be re-recorded in the county 
of the new location, and certified copies from the recorder 
of that county, showing such re-recordation, should be sent 
to the secretary of state. 


VI 


THE CORPORATION CHARTER 


1. Charter Defined 


Morawetz, Private Corporations, Sec. 316, defines a char- 
ter as follows: ‘The Charter of a Corporation serves a 
twofold purpose; it operates as a law conferring upon the 
corporators the right or franchise of acting in a corporate 
capacity and, furthermore, it contains the terms of the 
fundamental agreement between the corporators them- 
selves.” : 

When the charter or grant is accepted it becomes a 
contract between the corporation and the state which cannot 
be impaired by subsequent legislation without the consent 
of the corporation, unless reservation to that effect has been 
made in the act by which the charter is granted. 


2. Power to Create Corporations 


Although individuals may establish partnerships without 
asking consent of the state this is not true of corporations. 
Corporations can be created only by the state, and in this 
country this authority to establish corporations takes the 
form of a legislative grant. We have no common law corpo- 
rations. The power of state legislatures to create corpora- 
tions is absolute, except as restricted by the federal and 
state constitutions. 

All state constitutions abridge in some respect the powers 
of the legislature to create corporations. Thus in most states 
the legislature is prohibited from creating corporations by 
special act, with certain exceptions. Although corporations 
are created theoretically by act of legislature, the actual 
procedure is for the legislature to pass a general corporation 
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act authorizing persons to establish a corporation by comply- 
ing with certain formalities. The state officials who super- 
vise the formation of corporations are given no discretionary 
powers and in no sense do they themselves create corpo- 
rations. 

General incorporation laws define the purposes for which 
corporations may be established and explain the steps to be 
taken to form them. One general requirement is that articles 
of association be executed by the incorporators and filed in 
certain offices or courts. The minimum number of incorpo- 
rators is usually prescribed. Among the things required to 
be set forth in the articles of incorporation are: 


. Names and addresses of the incorporators 

. Name of the proposed corporation 

. Its principal place of business 

. Purposes for which the corporation is established 

. Duration of the corporation 

. Number of the directors, together with the names and ad- 
dresses of those who will act as such until a formal elec- 
tion is held. 

. If a stock corporation, the amount of the capital stock, the 
number of shares, and the amount to be paid in on such 
stock before beginning operations. 


The laws of the state in question should be consulted for 
variations from these requirements, as well as for all details 
relative thereto. Thus in some states a description of the 
corporate seal is required. Some state laws require provi- 
sions relative to the amount of debts which may be incurred. 


Aun PW ND 


~J 


3. Incorporation Under General Laws 


The various states now have passed general incorporation 
acts the provisions of which are similar in many respects. 
These acts outline the procedure necessary to organize and 
form a corporation. 

Such statutes generally provide that a certain number of per- 
sons may associate themselves as a corporation for any one of the 


many business purposes stated in the statutes; that they shall sign 
and acknowledge an instrument in writing usually called articles 
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of association or certificate of incorporation; that such articles or 
certificate shall state the name of the corporation and the object 
or purpose for which it is organized; the principal place of its 
contemplated business; the amount of its capital stock, and the 
number of shares into which it is divided; the period of duration 
of the corporate existence; a description of the seal of the pro- 
posed corporation; and the names and residences of the directors 
who are charged with the management of the corporate business 
for the first year. In the execution of the instrument the incorpo- 
rators are usually required to give the state, county and city of 
their residence. Copies of such articles or certificates are usually 
_ required to be filed in one or more public offices; one copy, usually, 
in the office of the secretary of state, and another in some one of 
the public offices of the county in which the proposed corporation 
shall have its principal office or shall carry on its business. Usually 
on the filing of such articles a certificate of incorporation is issued 
by a designated officer, reciting the fact that the provisions of the 
law have been complied with and that the corporation named is 
duly authorized to transact business in its corporate capacity. 


Strictly speaking, there is no such thing as a charter under 
general incorporating laws, the articles of association and 
the statutes taken together really constituting the charter. 
Bixler v. Summer field, 195 Ill. 147. 


4. Constitutional Restrictions 


As noted above, it is required by constitution in most states 
that corporations cannot be created by special act, but only 
under general laws, certain exceptions usually being allowed. 
In some states this is not held as prohibiting the passage of 
special acts conferring additional privileges or powers upon 
previously created corporations, or amending charters al- 
ready granted. This power cannot, however, be used as a 
subterfuge to so amend a charter as in reality to create a 
new corporation. 

A prohibition from creating corporations by special act un- 
doubtedly does not, in terms, prohibit the legislature from passing 
a special law altering the charter of an existing corporation; but 
it is plain that a constitutional provision cannot be avoided, and 
practically annulled, by a subterfuge. A special law altering the 
charter of an existing corporation, and practically changing it, 
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must therefore be deemed in violation of a constitutional prohi- 
bition against the creation of corporations by special act. If this 
were not so, organizations formed under the general laws might be 
treated merely as the rough material out of which corporations 
might afterwards be fashioned at pleasure under special acts of 
the legislature, and the constitutional provision would become an 
empty form. Morawetz, Private Corp., sec. 12. 

Some cases, however, maintain that the constitutional 
prohibition against incorporation by special acts is also a 
prohibition against special acts granting additional powers. 
Atty. General v. Chicago & N. W. R. Co., 35 Wis. 560. 


5. Grant of Powers to Corporations 


Limited by the general restrictions of constitutional provi- 
sions, the legislature may delegate such powers to corpora- 
tions as it sees fit. Its will in this regard usually takes the 
form of a general corporation law, and if there is nothing 
therein permitting the organization of a corporation for a 
certain purpose, it can be organized only by special act of 
legislature. 

The powers granted to a corporation are set forth in the 
certificate of incorporation, which consequently may be 
regarded as evidence of the state’s delegation of authority. 
It follows that the charter must be explicit in all details, so 
that the meaning of its various provisions may not be 
misinterpreted. In fact, clarity of statement in the charter 
is required by law in some states. 


6. Purposes of Incorporation 


It is customary for legislatures, in framing general corpo- 
ration laws, to limit, in some respect, the powers which may 
be granted to corporations. Formerly corporations were 
permitted to exist for but a single purpose, but with a 
growing liberalization in the attitude of the public generally 
towards corporations the various states, with one exception, 
have liberalized their laws so that corporations may be 
organized for more than a single purpose. The exception is 
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Indiana. The statutes of that state declare: “no corporation 
shall engage in the conducting of more than one line of 
business and its allied and interdependent lines of business.” 
Burns Ann. Stat., 1926, sec. 4829. 

The construction of the statute may of course be ques- 
tioned. Some statutory provisions are quite clear, but just 
what others mean is sometimes doubtful. Sometimes it is 
desired to organize a corporation whose purposes cannot be 
found enumerated in the statute, in which event authority 
therefor has been sought in the general clause common to the 
statutes of most states. Thus, where the Wisconsin law, 
after enumerating specific purposes, added, “or for any law- 
ful business or purpose whatever,” the court held that “by a 
well settled rule of construction, these general words extend 
only to things of a kindred nature to those specially author- 
ized by the section.” Hence the law could not be interpreted 
as granting unlimited authority for forming a corporation 
for any purpose whatever. State v. Inter. Inv. Co., 88 Wis... 
Bian 

In Missouri, however, a general purpose clause authorizing 
the formation of corporations “for any other purpose in- 
tended for pecuniary profit or gain not otherwise specially 
provided for, and not inconsistent with the constitution and 
laws of this state” was held not to be limited to the kind of 
corporations specified in preceding clauses. State v. Corkins, 
123, Mo. 56. 

Perhaps a limitation of powers granted to a corporation 
has at least one advantage from the point of view of stock- 
holders in that they are thus prohibited from venturing into 
too many kinds of enterprises at the same time. 

Nevertheless the tendency is towards charters with broad 
and numerous powers specified therein. It is a question, 
sometimes, whether this result may be secured best by 
enumerating a large number of specific powers or by incorpo- 
rating in the charter a fewer number of clauses of the general 
purpose type. Probably the latter plan is preferable in case 
of many small and medium sized concerns. 
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7. Unauthorized and Unlawful Purposes 


If a corporation undertakes to do what is not permitted by 
its charter, even though otherwise legal, its acts are regarded 
as ultra vires, i. e., beyond its powers. 

If part of its acts are authorized and part unauthorized or 
illegal, the corporation will be protected as to the contracts 
it enters into as regards the legal acts. 

The incorporation laws of most states contain provision to 
the effect that corporations cannot be organized for unlawful 
or immoral purposes. Regardless of such provisions, how- 
ever, a corporation would not be permitted to engage in 
either unlawful or immoral activities, on the grounds of 
public policy. 

Even though through oversight or otherwise, the charter 
granted specifies that the corporation may engage in unlaw- 
ful acts, such provision would be held void. 

Where illegal acts are performed by a corporation it is the 
custom of courts to disregard the corporate existence alto- 
gether and to deal with the natural persons involved as if 
such corporation did not exist. First Natl. Bk. of Chicago 
v. Trebein Co., 59 Ohio St. 316. 


8. Statutory Requirements 


Statutory requirements relative to the creation of corpo- 
rations are mandatory, hence must be complied with to form 
a de jure corporation. “Where the attempt at incorporation 
is under a general law, and there is a non compliance with 
the law in a material respect, there is, we think, such want of 
incorporation that exemption from individual liability is not 
secured.” Kaiser v. Laurence Sav. Bk., 56 Iowa 104. The 
reason for making the statutory requirements a condition 
precedent to the existence of the corporation is that they 
constitute the basis on which all subsequent proceedings 
rest. Among the statutory requirements that have been held 
as conditions precedent to the valid creation of corporations 


ane: 
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1. That the articles be signed by the incorporators. 

2. That the articles be filed in the designated offices. 

3. That the incorporation be by the required number of incor- 

porators. 

4. That the articles name the directors who shall manage the 

business for the first year. 

5. That a description of the corporate seal appear in the articles 

of association. 

Not all statutory requirements are regarded as conditions 
precedent. A distinction is made between acts necessary to 
the process of incorporation and those not prerequisite to the 
assumption of corporate powers. In one case the filing of a 
copy of the articles of incorporation in the office of the clerk 
of the county in which the business of the corporation was to 
be conducted was held to be a condition precedent, whereas 
the requirement that a duplicate copy thereof be filed in the 
office of the secretary of state was held not to be a condition 
precedent. Spring Valley Water Works v. San Francisco, 
22 Cal. 434. 

Many statutory requirements are conditions subsequent, 
that is, compliance with them is not essential to corporate 
existence, although they cannot be disregarded. Failure to 
comply with conditions subsequent may justify the state in 
taking proceedings to deprive the corporation of its charter, 
or there may exist express legislation to the effect that a 
corporation shall forfeit its charter if it fails to comply with 
certain stated conditions subsequent. 

Yet other statutory requirements are merely directory, in 
which event failure to comply therewith constitutes simply 
an irregularity which cannot render the charter void or. 
voidable. 

_ As to what constitutes compliance with conditions pre- 

cedent, the rule is that the compliance must be substantial. 
Strict compliance is not necessary. The statutes themselves 
may indicate that only substantial compliance is expected. 
Thus where it was required that one-half the capital stock 
be paid in lawful money, it was held that there was 
substantial compliance where the corporation had property 
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the market value of which was in excess of the par value of 
the stock. State v. Wood, 13 Mo. App. 1309. 

From what has been said it does not follow that a failure 
to comply with all conditions precedent will result in the 
destruction of the corporation. The corporation may con- 
tinue to exist as a de facto corporation, in the absence of a 
direct attack by the state. ‘“Any failure or omission by a 
corporation to comply with the provisions of a statute, which 
falls short of justifying a direct proceeding by the state to 
forfeit its charter, is not fundamental; and third parties 
may, by their acts, be estopped from setting up such - 
failure as a bar to the enforcement of their obligations 
to the corporation.” Jackson v. Crown Point Min. Co., 
21 Utah 1. 

The state may, by legislative act, cure the defect in the 
attempted incorporation, provided that in doing so the act 
does not amount to special legislation, where such special 
legislation is prohibited. Such act operates to cure the 
defects in the steps taken to incorporate and renders the 
company a de jure corporation. 


g. Special Charter Provisions 


The tendency to enlarge the powers of corporations has 
given rise to much consideration of special charter provisions 
drawn up with a view to fulfilling the law and at the same 
time securing for the corporation the privileges which it 
desires. The first state to see the desirability of extending 
broader powers to corporations was New Jersey. This it did 
by permitting a corporation to include in its charter a variety 
of purposes and in other ways extending to it a freedom of 
choice and action not hitherto known. 

The New Jersey law states that: 

The certificate of incorporation may also contain any provision 
which the incorporators may choose to insert, for the regulation 
of the business and for the conduct of the affairs of the corpora- 


tion, any provision creating, defining, limiting, and regulating the 
powers of the corporation, the directors and the stockholders, or 
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any class or classes of stockholders; provided such provision be 
not inconsistent with this act—Comp. Stat., p. 1603, sec. 8. 

Since the passage of this law other states have enacted 
similar provisions. 

However, some states prohibit special charter provisions 
altogether, while others, although permitting them, restrict 
them in one way or another, or prohibit certain classes of 
special provisions. 

The Illinois corporation law, after specifying the things 
that must be set forth in the statement of incorporation, 
’ says: 

(13) Any other provisions, not inconsistent with law, for the 
regulation of the business and the conduct of the affairs of the 
corporation, and any provisions creating, defining, limiting and 
regulating the powers of the corporation, the directors and the 
stockholders or any class or classes of stockholders.—Smith-Hurd, 
Ji Rev. Stat, Che32, sec.*4. 

All such clauses permitting the incorporation of special 
provisions in the charter must be considered with reference to 
the law in general, as no provisions would be effective which 
were in direct contravention of other clauses. 

The Minnesota corporation law states that the charter 
“may also contain any other lawful provision defining and 
regulating the powers or business of the corporation, its 
officers, directors, members and stockholders.” 


to. Special Charter Provisions Illustrated 


Special charter provisions may be classified as (a) special 
purpose, (5) general purpose, and (c) regulating. 


(a) Special Purpose Clauses 


FoRM 29 
ADVERTISING 


To engage in the general business of advertising, acting both 
as principals and as agents; to prepare and arrange advertise- 
ments and to engage in the manufacture and sale of advertising 
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novelties and devices; to construct, purchase, lease and deal in 
sign-boards, bill-boards and all other structures suitable for ad- 
vertising purposes; to print, publish, paint, buy and sell all forms — 
of advertising and decorating materials; to make and carry out 
all forms of contracts with corporations, firms and individuals 
such as are necessary for the accomplishment of the purposes of 
the company. 


FORM 30 
AEROPLANES 


To engage in the general business of aeroplane manufacture; to 
buy, sell, assemble, lease, store, repair, operate and deal in aero- 
planes of all kinds; to engage in the manufacture, purchase and 
sale of aeroplane parts and supplies; to enter into any contracts 
that may be necessary for the prosecution of the aeroplane 
business. 


ForM 31 
ALUMINUM 


To engage in the manufacture, purchase and sale of aluminum 
and any and all other metals and chemicals; to engage in all kinds 
of business in connection with the manufacture, purchase and sale 
of aluminum and other metals and chemicals and to make all 
necessary contracts for the prosecution of such business, including 
the licensing to others of all rights and privileges now owned by 
the company for the manufacture, use and sale of all metals and 
chemicals; to buy, own and sell patents useful in connection with 
the manufacture of all metals and chemicals. 


FoRM 32 
AMUSEMENTS 


To conduct all kinds of amusement enterprises including the- 
atres, parks, dance halls, bathing beaches and summer gardens; 
to operate all kinds of transportation facilities to and from the 
same and for other purposes; to produce all kinds of dramatic 
performances including operas, recitals, and musical entertain- 
ments of all kinds; to manufacture, purchase, lease, sell and 
otherwise deal in all kinds of real estate, lands and buildings to be 
used in connection with or the establishment of theatres, offices, 
warehouses, heating plants and all other buildings and machinery 
of whatever description; to originate, own, purchase, control and 
deal in all kinds of patents and inventions valuable in connection 
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with the amusement business; to borrow and loan money and to 
act as agent, broker, trustee or in any other fiduciary capacity 
and to do all such acts and perform all such things not incon- 
sistent with the laws of the state as may be necessary to the 
operation of the business of the company. 


ForM 33 
ATHLETIC CLUB 


To establish an athletic ground in the town of ‘ 
county of , and to construct thereon all buildings 
necessary to the purposes of the company such as pavilions, gym- 
nasiums and refreshment rooms; to promote, hold and arrange for 
all kinds of athletic games, including baseball, football and all 
other kinds of matches and competitions; to offer prizes and 
awards to promote such competitions; to buy and sell all kinds 
of property and apparatus commonly employed by those who 
frequent athletic clubs; to buy and sell all kinds of real estate 
essential to the promotion of the objects of this club and to engage 
in all kinds of enterprises and to make all kinds of contracts useful 
in the promotion of the interests of the club. 


FORM 34 
AubDIT COMPANY 


To examine, analyze, audit and report upon the financial and 
physical condition of any enterprise; to keep the accounts of 
corporations, partnerships and individuals; to install accounting 
systems; to engage in the work of systematization and manage- 
ment of businesses; to make appraisals of real estate and other 
properties and to engage in all other kinds of business such as is 
customarily done by audit companies. 


FORM 35 
AUTOMOBILES 


To manufacture, buy, sell, lease, store and repair automobiles 
and motor vehicles of all kinds; to manufacture, buy and sell 
automobile parts of all kinds, including automobile bodies and 
tops; to manufacture and deal in all kinds of boats propelled by 
motor or marine engines and to manufacture, buy and sell all 
kinds of hardware and electrical appliances as well as all kinds of 
wooden ware necessary to the manufacture or repair of automo- 
biles or motor boats. 
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Form 36 
BAKERY 


To manufacture and sell all kinds of bread, biscuits, pies, cakes, 
crackers and confections and articles of all kinds, including the 
ingredients, preserves and conserves useful in connection with the 
manufacture and sale of such articles; to buy, lease or otherwise 
acquire lands, buildings, factories and equipment necessary for 
the manufacture, preservation and handling of the products of 
the company; to purchase, lease or otherwise acquire trade-marks, 
trade names, inventions, improvements and formule of all kinds 
useful in the promotion of the company’s business. 


ForM 37 
BoILers 


To manufacture, buy and sell boilers, condensers, evaporators, 
heaters and dryers of all kinds and to manufacture and deal in 
parts applicable thereto and to engage in all activities necessary 
to the promotion of said business. 


Form 38 
BrIcK 


To manufacture, buy, sell, lease and otherwise deal in fire, 
building and paving brick, sewer piping, tile and all other kinds 
of useful articles made wholly or in part from fire clay; to con- 
tract for and construct brick pavements and to purchase, own and 
operate all kinds of transportation facilities useful in connection 
with said business and to do all other things essential to the pro- 
motion of said business. 


ForM 39 
BROKERAGE 


To engage in a general brokerage and commission business, 
including the forwarding and exporting of all kinds of commodi- 
ties; to purchase, sell and otherwise deal in all kinds of com- 
modities, customarily dealt in on boards of trade and exchanges; to 
deal in all kinds of listed and unlisted securities on a commission 
basis. 

Form 40 
BuILDING COMPANY 


To operate, own, lease, purchase and sell all kinds of saw mills; 
to manufacture, buy and sell all kinds of building materials in- 
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cluding lumber and brick; to construct houses, ships, boats and 
barges of all descriptions; to engage in all operations necessary 
to the promotion of the aforementioned activities and to purchase, 
hold and deal in real estate, in so far as may be necessary for the 
carrying out of the operations of the business. 


ForM 4I 
BuILDING MATERIALS 


To manufacture, purchase, sell and otherwise deal in all kinds 
of building materials, including lime, plaster, stone, lumber and 
roofing of all descriptions; to erect, purchase or lease kilns, ware- 
houses, factories and all other structures essential to the conduct 
of said business; to acquire, own, lease, maintain and operate 
quarries, cement and plaster mills, factories and all other estab- 
lishments necessary in the manufacture or adaptation of all kinds 
of structural materials and supplies; to own and operate all kinds 
of machinery and apparatus essential to the operation of the 
business of the company. 


ForM 42 
CasTINGS 


To engage in the manufacture of castings and forgings of all 
kinds made from iron, steel, or any or all other metals; to deal 
in all kinds of articles so manufactured; to make all contracts 
essential to the carrying on of such business; to construct or 
lease buildings necessary to the carrying on of said business, 
and to do all other things incidental thereto. 


ForM 43 
CEREALS 


To manufacture and deal in all products and by-products, mix- 
tures and compounds of all kinds of grains, sugars, vegetables and 
cereals, whether such products and by-products consist wholly or 
in part only thereof. To purchase, sell and otherwise deal in all 
kinds of cereals and vegetables, including corn, rice, wheat, sor- 
ghum, sago as well as the products and by-products thereof and 
mixtures and compounds thereof and all kinds of articles con- 
sisting in part or in whole thereof; and to purchase, sell and deal 
In sugar, starches, glucose, syrups, chemicals, oils and all or any 
of the products or by-products thereof or any articles composed 
wholly or in part thereof or any compounds thereof. 
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ForM 44 
CHEMICALS 


To engage in the manufacture, purchase, sale, importation and 
exportation of all kinds of chemicals; to deal in medicinal, in- 
dustrial, chemical and all other preparations as well as paints, 
varnishes, oils, pigments, cements, electrical and photographic 
supplies, hospital supplies and surgical and scientific apparatus 
and materials of all kinds. 


ForM 45 
COACHES 


To own and operate a line or lines of coaches, carriages, taxicabs 
or automobiles drawn by horses or mules or propelled by motor 
for the transportation of passengers and packages and freight of all 
kinds; to purchase or lease all real and personal property essential 
to the conduct of such business and to do all things necessary to 
the successful carrying on of said business, 


Form 46 
Coat MINING 


To mine, transport, sell and otherwise traffic in coal; to prepare 
for market and traffic in coke and all other coal products; to 
purchase or lease and dispose of all buildings, land, machinery and 
equipment necessary to the conduct of such business; to purchase, 
lease and hold in fee simple or upon royalty or rental or otherwise 
coal lands. 

ForM 47 
COAL AND [RON 


To mine coal, iron ore and other minerals; to manufacture and 
deal in iron, steel, and other metals and coke as well as articles 
composed in whole or in part of iron, steel or other metals; to 
erect, own, lease, and operate foundries, furnaces or forges, rolling 

.mills and all buildings and equipment necessary for the conduct 
of such business; to quarry limestone, salt, clay and sand and to 
prepare them in any way for the market or for the use of the 
company; to purchase or lease lands, mines and mining rights, 
timber and timber rights, water and water power and such other 
real and personal property as may be necessary or desirable for 
the conduct of the business; to sell or in other ways dispose of 
such property rights and privileges; to make such improvements 
on owned or leased lands as may be desirable for the promotion of 
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the business or for the welfare of the employees of the company ; 
to maintain and operate harbors, pipe lines, steamship lines and all 
other enterprises necessary to the business carried on. 


Form 48 
CoMMISSION MERCHANT 


To engage in business anywhere as factors or commission mer- 
chants in buying, selling or otherwise dealing in at wholesale or 
retail merchandise of every sort and to engage in any other line of 
business consistent with the objects of the company; to open 
places of business anywhere in the United States or elsewhere; to 
take over the business of any other company and to exercise its 
powers; to receive and distribute profits derived from stock and 
securities of the companies owned by this company; to acquire by 
purchase or otherwise all or part of the business of any person 
or company engaged in the kind of business which this company 
is authorized to engage in; to cooperate with other persons or 
companies on a partnership basis or otherwise for sharing profits 
in such lines of business as this company is authorized to carry 
on or which would be beneficial to this company directly or in- 
directly. 


ForM 49 
CONSTRUCTION 


To engage in a general contracting and engineering business; 
to design, construct, repair, enlarge, remove or otherwise do work 
upon all kinds of structures including roads, buildings, mines, 
factories, bridges or water works and all other structures of iron, 
steel, wood, masonry or earth construction whatsoever; to make 
all contracts or assignments of contracts essential to the prosecu- 
tion of such business and to make, purchase, and sell all kinds of 
building materials and supplies. 


FORM 50 
CONTRACTING AND BUILDING 


To contract for the construction, improving, altering, decorating, 
finishing and furnishing of all kinds of structures, including build- 
ings, storerooms, warehouses and edifices of every description; to 
buy and sell personal and real property of all kinds; to acquire, 
sell, own, or lease and operate lumber yards, timber lands, saw 
mills, brick yards, pulp and paper mills, furnaces, factories and 
any other establishments necessary for the manufacture, prepa- 
ration and production of building materials of every description. 


THE CORPORATION CHARTER 147 


ForRM 51 
Darry PRropucts 


To buy, sell and generally deal in milk, cream and other dairy 
products; to manufacture and deal in any or all of the products 
or by-products of milk and cream; to operate cold storage plants; 
to manufacture ice; to build, purchase, lease or otherwise acquire 
packing houses and canning factories for storage and handling of 
all dairy products; to conduct all such other lines of business, 
manufacturing or otherwise, as may be necessary or advantageous 
in connection with a general dairy business; to protect the com- 
pany’s products by the use of such trade-marks or trade names as 
may be desirable and to acquire such trade marks, formulae and 
apparatus as may be useful in the conduct of such business. 


ForM 52 
DEPARTMENT STORE 


To engage in the general business of department store opera- 
tion; to manufacture, buy and sell all such articles of merchandise 
as are dealt in by department stores; to advertise by all legitimate 
means; to carry on the business of publishing, engraving, book 
binding and designing; to obtain by purchase, lease or otherwise 
and to register, own, use, sell, assign and grant all trade-marks, 
formulae, franchises, contrivances, brands, labels and patterns of 
every description whatsoever which may be obtained under letters 
patent in this or in any other country. 


ForRM 53 
Drucs 


To manufacture and compound drugs, chemicals and medicine; 
to purchase, sell and otherwise deal in all kinds of drugs, chemi- 
cals, soaps, toilet articles, mineral and soda waters and all kinds 
of medicinal, chemical and pharmaceutical preparations and com- 
pounds. 

FORM 54 
Dry Goons 


To buy, sell, manufacture and otherwise deal in either at 
wholesale or retail all kinds of dry goods including clothing, textile 
fabrics, boots, shoes, fancy goods and all articles of like general 
character and description; to engage in any form of manufacture 
or mercantile enterprise incidental to the conduct of the dry goods 


business. 
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FoRM 55 
ELectric LIGHT AND POWER 


To supply light, power, heat and fuel of all kinds by any prac- 
ticable method or means to all people and places, public and 
private; to manufacture and sell electricity and electrical ma- 
chines, appliances and devices of all kinds. 


ForM 56 
ENGINEERING 


To conduct and carry on the business of general engineering 
and contracting for the designing and construction of plants and 
buildings of all kinds; to engage in the preparation and production 
of materials to be used in connection therewith; to manufacture, 
buy and sell machinery, tools and implements of all kinds and to 
construct and install all types of manufacturing plants. 


ForM 57 
EXPRESSING 


To collect, receive, forward, distribute and deliver packages, 
merchandise and goods of all kinds between cities, towns, villages 
and other places in all parts of the world; to purchase, sell, manu- 
facture or otherwise acquire, use, operate, repair and lease cars, 
trucks, wagons, vehicles and other conveyances of every description 
used in carrying or transporting merchandise and goods of all 
kinds; to engage in a general commission and banking exchange 
business and to buy, hold, sell or otherwise dispose of all real and 
personal property necessary to the conduct of the expressing 
business. 

Form 58 
FLOUR 


To engage in the general business of buying and selling grain, 
feed, hay, straw, fuel and produce of all kinds; to manufacture, 
buy and sell flour, meal, feed and other products; to establish 
and operate general stores in connection with the transaction of 
such businesses and to carry on all of the activities of a general 
milling business and of the business of retail store operation. 


ForM 59 
FOUNDRIES 


To engage in a general foundry and machine shop business; to 
manufacture machinery and iron castings of all kinds; to pur- 
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chase, sell or otherwise acquire and dispose of iron and steel of all 
kinds and to buy, lease, operate and sell such real estate as may be 
necessary or desirable to the conduct of said business. 


ForM 60 
FURNITURE 


To manufacture, purchase, sell, export, import and otherwise 
deal in all kinds of office, store and household furniture as well 
as all articles of wood or metal or both; to manufacture, buy, sell 
and otherwise deal in mats, rugs, carpets and machinery and to 
sell and manufacture any and all other goods or materials; to 
own, purchase, sell or otherwise acquire and dispose of patents; 
to manufacture, sell and otherwise deal in all kinds of patented 
articles and appliances; to own, purchase, sell and otherwise deal 
in all kinds of personal and real property essential to the conduct 
of said business. 

Form 61 
GARAGE 


To manufacture, purchase, sell, rent, store, repair and other- 
wise care for all kinds of motor vehicles; to deal in supplies and 
appurtenances customary to the motor vehicle business; to erect, 
purchase, lease and operate garages and filling stations for the 
sale of gasoline, oils, and all other automobile supplies of every 
‘description. 

Form 62 
GRAIN 


To buy, sell, store, ship, export, import and otherwise deal in 
all kinds of grains and grain products and by-products. 


ForM 63 
GROCERIES 


To purchase, sell and otherwise deal in both at wholesale and 
retail, groceries of every description as well as all other articles 
incidental to the grocery business, including, fish, vegetables, 
poultry, game, wares, produce and provisions of all kinds. 


ForM 64 
HARDWARE 


To manufacture, purchase, sell, and otherwise deal in all kinds 
of hardware both at wholesale and retail; to buy, sell, hold, lease, 
and operate all such personal and real property as may be neces- 
sary to the prosecution of said hardware business. 
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Form 65 
HEATING APPARATUS 


To manufacture and otherwise deal in all kinds of heating 
apparatus; to maintain, buy, use, hold, rent or mortgage the 
same and the various parts thereof; to purchase or otherwise 
acquire and dispose of patents valuable in the prosecution of said 
business. 


Form 66 
Hote. 


To engage in the general hotel business; to operate restaurants, 
refreshment rooms, cafes and all other establishments necessary 
to the prosecution of the hotel business; to deal in foods of all 
kinds; to operate laundries, hair-dressing establishments, libraries 
and places of recreation and amusement of all kinds; to purchase, 
own and sell all kinds of cigars and tobaccos and to act as the 
agent for transportation companies and theatres of all kinds. 


Form 67 
IcE 


To conduct a general business in the manufacture, storage and 
sale of ice; to maintain all kinds of cold storage plants and re- 
frigeration plants; to own and operate all necessary buildings and 


transportation equipment essential to the prosecution of said 
business. 


Form 68 
INSURANCE AGENT 


To act as agent for insurance companies of all kinds, including 
life, fire, casualty, accident, health, plate glass, boiler, elevator, 
marine and credit insurance and all other forms of insurance 
whatsoever; to own all property and to engage in all lines of 


business contributory to the successful prosecution of said insur- 
ance business. 


Form 69 
IRON AND STEEL 


To purchase, sell, own, and generally deal in iron and steel of 
all kinds as well as all other metals; to acquire, operate, sell or 


otherwise dispose of all kinds of real and personal propert a 
tial to the conduct of said business. 4 Neti Mes 
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ForM 70 
LAUNDRY 


To carry on the business of a steam and general laundry; to 
wash, cleanse, scour, repair, bleach, wring, dry, iron, color, dye, 
disinfect, renovate and otherwise prepare for use all kinds of 
articles of wearing apparel as well as all textile materials of house- 
hold use; to buy, sell, own, and operate all kinds of apparatus 
and equipment contributory to the operation of said laundry 
business, 


Form 71 
LUMBER 


To engage in and carry on the lumber business in all of its 
varieties; to purchase, own, sell and otherwise deal in timber of 
all kinds, lands, mills, logs and lumber of all kinds; to engage in 
the manufacture of all kinds of articles constructed in whole or in 
part of wood; to construct, lease, own, operate and dispose of 
pulp mills; grist mills; tan bark mills and mills of all other kinds 
whatsoever; to operate, own, purchase, sell, lease and otherwise 
dispose of transportation facilities of all kinds, including railroads, 
trari roads, steamship and barge lines; to establish booms of all 
kinds for the purpose of catching and holding logs and other 
timber; to engage in the general merchandise business and to do 
all things and own all kinds of property necessary to the conduct 
of said lumber business. 


ForM 72 
MACHINERY 


To manufacture, purchase or otherwise acquire and deal in 
machinery of every description whatsoever; to secure by purchase 
or otherwise patents, privileges, licenses, trade-marks, trade names 
and secret processes of all kinds necessary to the prosecution of 
said business; to engage in the general merchandise business, both 
wholesale and retail; to do all things necessary to the prosecution 
of said business. 


ForM 73 
MEAT 


To purchase, sell, manufacture, cure, store, transport and other- 
wise deal in all kinds of meat and fish; to buy, sell and otherwise 
deal in all kinds of dairy products, live stock, poultry and all 
kinds of food products. 
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ForM 74 
MINING 


To buy, sell, own and operate mines, quarries and mineral lands 
of every description; to develop, operate and promote the same; 
to bore, drill, prospect and mine for coal, silver, copper, lead, zinc, 
iron and all kinds of ores, metals and minerals of every description 
whatsoever; to purchase, sell and otherwise deal in iron, steel, 
copper and other metals; also wood, lumber, cement and all 
articles consisting in whole or in part thereof; to buy, sell, own, 
exchange, mortgage, hypothecate and otherwise dispose of and 
deal in minerals and mineral lands, water and water rights, per- 
sonal property and all other kinds of property of every description; 
to do all other things and engage in all other lines of business 
essential to and contributory to the successful operation of the 
mining business. 


ForM 75 
Movinc PIcTuRES 


To exhibit all kinds of moving pictures, vaudeville perform- 
ances, dramas and other amusements of all kinds; to own and 
operate and otherwise deal in all kinds of personal and real prop- 
erty essential to the conduct of said moving picture business. 


Form 76 
PAINT 


To engage in the general business of manufacturing paints and 
all paint compounds; to manufacture white lead, red lead, var- 
nishes, oils, stains, fillers, colors, enamels, putty, water-proof 
coatings and compounds, glue, paint brushes and painters’ sup- 
plies; to manufacture and deal in all other articles incidental to 
the conduct of said business. 


ForM 77 
PUBLISHING 


To print, publish and sell newspapers, magazines, journals, 
books, periodicals, lists, pamphlets, and reports of all kinds and of 
every description whatsoever; to manufacture, distribute and deal 
in engravings, pictures, drawings, prints and all written, painted, 
engraved or printed productions and reproductions of every kind, 


and to do all other things essential to the successful operation of 
such business. 
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Form 78 
REAL ESTATE 


To buy, sell, deal in, lease, hold or develop real estate; to 
mortgage or otherwise encumber the same and to erect thereon 
and manage, care for, maintain, and in any way dispose of all 
kinds of buildings of every variety and description whatsoever. 


ForM 79 
Surp-BuUILDING 


To construct, operate, repair, maintain and deal in boats and 
ships of every description; to manufacture, purchase and deal in 
all mills, tools, machinery and equipment useful or convenient in 
connection with the construction or equipment of ships and boats 
of every description; to own and operate all kinds of real and 
personal property essential to the conduct of said business, 


Form 80 
STORAGE 


To construct, acquire, maintain, operate and dispose of storage 
warehouses for the storage and preservation of all kinds of goods, 
wares and merchandise; to conduct all kinds of business incidental 
thereto. 

Form 81 
TOBACCO 


To carry on the business of planting, growing, cultivating, curing 
and treating tobaccos of all kinds; to buy, sell and deal in the 
same; to manufacture cigars, cigarettes, pipes and all other articles 
used by smokers; to manufacture snuff; to construct, purchase or 
otherwise obtain and dispose of factories, agencies and depots for 
the manufacture and distribution of tobacco in all its forms; to 
operate whatever systems of transportation may be necessary for 
distribution of tobacco to all parts of the world. 


(b) General Purpose Clauses 
Form 82 


Power TO ACQUIRE BUSINESS 


To acquire the good-will, property, rights, franchises, and assets 
of all kinds, and to assume in whole or in part the liabilities of any 
person, firm, association, or corporation in such manner and under 
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such conditions as may be agreed on; to pay for same in stocks or 
bonds of the company or in such other manner as may be agreed on. 


Form 83 
ASSUMING OTHER BUSINESSES 


To acquire by purchase, lease or otherwise in whole or in part 
the property, good-will, rights, franchises and assets of every 
description of any person, firm, association or corporation, and to 
assume in whole or in part the liabilities of any such person, firm, 
association or corporation engaged in business similar to that 
conducted by this corporation or owning property suitable to the 
purposes of this corporation; to pay for same in stocks or bonds of 
this company or in cash or such other means as may be agreed 
upon; to hold, sell or otherwise dispose of in whole or in part 
properties so acquired and to exercise all powers necessary or 
contributory to the operation of such business. 


Form 84 
CONSOLIDATION AND COOPERATION 


To consolidate with or otherwise join and enter into agreement 
with any persons, firms, associations or corporations of any kind 
whatsoever essential or useful in the carrying out of the purposes 
of this company. 

Form 85 
Power To ACQUIRE Own Stock 


Subject to the provisions of law, the company may purchase or 
otherwise acquire, hold and re-issue the shares of its capital stock. 


Form 86 
Power TO ACQUIRE SECURITIES OF OTHER CORPORATIONS 


To purchase, hold, sell, assign, pledge or otherwise deal in and 
dispose of shares of capital stock, bonds or other evidences of 
debt issued or created by any other corporation, foreign or do- 
mestic; to exercise all rights and privileges of ownership in con- 
nection with such securities, including the right to vote thereon, in 
nig same manner and to the same extent as a natural person could 

0. 
Form 87 
Power To Borrow Money sy Issuinc SECURITIES 


To borrow or raise money in any lawful manner; to issue and 
sell or otherwise dispose of bonds, debentures, warrants, obliga- 
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tions, negotiable and transferable instruments and evidences of — 
indebtedness of all kinds whether secured by pledge, mortgage, 
deed of trust or otherwise; and to expend such moneys in the 
acquisition of businesses, properties, rights or franchises; or to 
use it as additional working capital or for other legitimate pur- 
poses of the company. 
Form 88 
Power To Do Business ANYWHERE 


To conduct business, have one or more offices, and purchase, 
mortgage, lease, and convey real and personal property or any 
estate or interest therein, in any part of the world, but always 
subject to the local laws. (From charter of Carnegie Company, 
a New Jersey corporation. ) 


Form 89 
Power To Do BUSINESS IN OTHER STATES 


This corporation shall have power to engage in business in other 
states and in foreign countries; it may establish and operate one or 
more offices outside of this state; and may hold, purchase, mort- 
gage and convey real and personal property outside of this state. 


FoRM 90 
Power TO ISSUE SECURITIES 


To issue warrants, bonds, debentures and other negotiable or 
transferable instruments, secured by mortgage or otherwise, for 
such amounts as shall from time to time seem advisable. (From 
charter of Carnegie Company, a New Jersey corporation.) 


ForM 91 
POWER TO CONTRACT 


To enter into, make, perform and carry out contracts of every 
sort and kind with any person, firm, association, corporation, 
private, public or municipal, or politic body, and with the govern- 
ment of the United States, or any state, territory or colony 
thereof, or any foreign government. (From charter of Carnegie 


Company, a New Jersey corporation.) 


FoRM 92 
Power TO AID OTHER CORPORATIONS 


To hold for investment, or otherwise to use, sell or dispose of, 
any stocks, bonds or other. obligations of any such other corpo- 
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ration; to aid in any manner any corporation whose stocks, bonds 
or other obligations are held or in any manner guaranteed by the 
company, and to do any other acts or things for the preservation, 
protection, improvement or enhancement of the value of such 
stock, bonds, or other obligations, or to do any acts or things 
designed for that purpose. (From charter of United States Steel 
Corporation, a New Jersey corporation.) 


ForM 93 
GENERAL OBJECT CLAUSE 


For the purpose of attaining or furthering any of its objects, to 
do any and all other acts and things, and to exercise any and all 
powers which a copartnership or natural person could do and 
exercise, and which now or hereafter may be authorized by law. 
(From charter of United States Steel Corporation, a New Jersey 
corporation. ) 


(c) Regulating Clauses 


ForM 94 
ACCOUNTS 


It shall be the duty of the directors to see that true and accurate 
accounts are kept of all sums of money received and disbursed by 
the company. It shall also be their duty to see that all accruals 
both of income and of expense are properly accounted for, and 
also that all assets or liabilities of the company are adequately 
classified and accounted for. The books of account shall be kept 
at the principal office of the corporation or at such other place or 
places as the directors may indicate. 


ForM 95 
AUDITORS 


Once in every year all accounts of the company shall be exam- 
ined and the correctness of the balance sheet and profit and loss 
statement certified to by a firm of certified public accountants. 
The auditors shall be appointed by the Board of Directors and the 
remuneration of the auditors shall be fixed by the Board of Di- 
rectors. The auditors shall have access at all times to the books, 
accounts and vouchers of the corporation and may at any time 
require from the officers or directors of the company any such 
material or explanation as may be necessary for the adequate 
performance of their duties. The auditors shall sign a certificate 
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attached to the balance sheet stating whether or not the require- 
ments of the auditors have been met. They shall also report to 
the stockholders concerning their examination of the accounts, 
and to the stockholders they shall state whether in their opinion 
the balance sheet referred to in their report is properly drawn 
up, so as to exhibit a true view of the affairs of the company. 
Such reports shall be laid before the stockholders at the regular 
annual meeting. 
Form 96 
PoweErR TO EXAMINE CoRPORATION RECORDS 


The Board of Directors from time to time shall determine 
whether and to what extent, and at what time or times, and at 
what place or places and under what conditions and regulations, 
the accounts arid books of the corporation, or any of them, shall 
be open to the inspection of the stockholders, and no stockholder 
shall have any right to inspect any account or book: or document, 
except as conferred by statute or authorized by the Board of 
Directors or by resolution of the stockholders. (From charter of 
United States Steel Corporation, a New Jersey corporation.) 


ForM 97 
Stock CERTIFICATE AND STOCK TRANSFERS 


A stock transfer book shall be provided in such form as may be 
approved by the Board of Directors. All transfers of capital stock 
of this company shall be made in this book, being signed by 
transferor, or by his duly appointed agent. Such transfers shall 
be accepted by the transferee or by his duly appointed agent. 
Stock certificates shall be in such form as may be provided for 
by the Board of Directors and shall be under the seal of the com- 
pany and signed by the president or vice-president and by the 
secretary. The stock transfer book shall be kept at the head 
office of the company where all transfers of stock shall be reg- 
istered. 

Form 98 
Power or Directors OVER CAPITAL STOCK AND DIVIDENDS 


The Board of Directors shall have power from time to time to 
fix and to determine and to vary the amount of the working capital 
of the Corporation; to determine whether any, and, if any, what 
part of any, accumulated profits shall be declared in dividends 
and paid to the stockholders; to determine the time or times for 
the declaration and the payment of dividends; and to direct and 
to determine the use and disposition of any surplus or net profits 
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over and above the capital stock paid in; and in its discretion 
the Board of Directors may use and apply any such surplus or ac- 
cumulated profits in purchasing or acquiring its bonds or other 
obligations, or shares of the capital stock of the Corporation, to 
such extent and in such manner and upon such terms as the Board 
of Directors shall deem expedient; but shares of such capital 
stock so purchased and acquired may be resold, unless such shares 
shall have been retired for the purpose of decreasing the capital 
stock of the Corporation to the extent authorized by law. (From 
charter of United States Steel Corporation, a New Jersey cor- 
poration.) 
ForM 99 
INCREASE OF CAPITAL STOCK 


At any duly convened meeting of the stockholders the capital 
stock of the company may be increased by the ereation of new 
shares of such amounts as may be thought expedient. Such new 
shares shall be issued with such rights and privileges attached as 
may be provided for either by the stockholders or, in the absence 
of-such determination, by the Board of Directors. Such provisions 
may be made in such stock as may seem necessary relative to 
voting rights, preferential dividends and preferences in the dis- 
tribution of the assets of the company. 

(Note: The statutes of the state in question should be con- 
cat relative to any provisions regarding the increase in capital 
stock.) 


Form 100 
REDUCTION OF CAPITAL STOCK 


At any duly convened meeting of the stockholders the capital 
stock of the Corporation may be reduced by providing for the 
paying off or cancellation of same or by reducing the liability on 
shares or otherwise as may be expedient. The Corporation may 
also at such meeting of stockholders duly convened subdivide or 
consolidate its shares or any of them as may be expedient. 

(Note: The statutes of the state in question should be con- 


ant to any provisions regarding the increase in capital 
stock. 


FORM IOI 
VoTING BY Proxy 


All instruments appointing proxies together with the powers of 
attorney, if any, under which such instruments are signed, shall 
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be filed at the head office of the company not less than 24 hours 
before the time set for the meeting of stockholders, whether such 
meeting be special, regular or adjourned. In no case, however, 
shall any proxy be valid for more than nine months from date of 
its execution. 


ForM 102 
CUMULATIVE VOTING 


Each shareholder shall be entitled to one vote for each share of 
stock held at any or all meetings of the stockholders. In any 
election of directors each stockholder shall be entitled to cumulate 
- his votes upon one or more directors. 


ForM 103 
DIVIDENDS 


Dividends shall be paid in no case except out of profits of the 
company. It shall be the duty of the Board of Directors to deter- 
mine the amount of net profits available for the payment of divi- 
dends and the Board of Directors shall, in addition to the payment 
of regular annual dividends, make such interim distribution of 
dividends as may in their judgment seem proper. 


Form 104 
Power OF BoArD OF DIRECTORS 


The management of all business affairs of this company shall 
be vested in the Board of Directors. They shall, in addition to the 
powers granted them expressly in the by-laws, exercise such other 
powers not contrary to the charter or laws of this state as may be 
necessary for the welfare of the company. 


ForM 105 
EXECUTIVE COMMITTEE 


The Board of Directors, by the affirmative vote of a majority 
of the whole board, may appoint from the directors an executive 
committee, of which a majority shall constitute a quorum; and to 
such extent as shall be provided in the by-laws, such committee 
shall have and may exercise all or any of the powers of the Board 
of Directors, including power to cause the seal of the Corporation 
to be affixed to all papers that may require it. (From charter of 
United States Steel Corporation, a corporation organized under 


the laws of New Jersey.) 
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Form 106 
By-Laws 


Subject always to by-laws made by the stockholders, the Board 
of Directors may make by-laws, and, from time to time, may alter, 
amend or repeal any by-laws; but any by-laws made by the 
Board of Directors may be altered or repealed by the stockholders 
at any annual meeting, or at any special meeting, provided notice 
of such proposed alteration or repeal by the stockholders be 
included in the notice of the meeting of the stockholders. (From 
charter of United States Steel Corporation, a New Jersey cor- 
poration. ) 

ForM 107 
LIMITATION ON Power TO MortTGAGE OR PLEDGE 


Unless authorized by votes given in person or by proxy by 
stockholders holding at least two-thirds of the capital stock of 
the company, which is represented and voted upon in person or 
by proxy, at a meeting specially called for that purpose, or at an 
annual meeting, the Board of Directors shall not mortgage or 
pledge any property of the company or any shares of the capital 
stock of any other corporation owned by it; but this prohibition 
shall not be construed to apply to the execution of any purchase- 
money mortgage or any other purchase-money lien. (From char- 
ter of International Mercantile Marine Company, a New Jersey 
corporation. ) 


Capital Stock Clauses 


The following are illustrative of charter clauses relative 
to capital stock. 


ForM 108 


PREFERRED Stock; DivipeENDs CUMULATIVE, PAYABLE 
QUARTERLY; PREFERRED AS TO Par VALUE AND 
ACCRUED DivIDENDS ON DissoLUTION 


Said preferred stock shall entitle the holder thereof to receive 
out of the net earnings, and the company shall be bound to pay a 
fixed yearly cumulative dividend of eight per centum, but no 
more, payable quarterly, before any dividend shall be set apart 
or paid on the common stock. Such preferred stock may be issued 
as and when the Board of Directors shall determine, and the vote 
or assent of the stockholders shall not be necessary for such issue. 
The holders of preferred stock shall, in case of liquidation or 
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dissolution of the company, be entitled to be paid in full, both 
the principal of their shares and the accrued dividends charged 
before any amount shall be paid to the holders of the general or 
common stock. (From charter of Atlantic Snuff Company, a 
New Jersey corporation.) 


FoRM I09 
PREFERRED STOCK CONVERTIBLE INTO COMMON STOCK 


Any registered holder of preferred stock of the company afore- 
said, may, subject to the approval of the directors, elect to have 
such shares of preferred stock held by him and registered in his 
name, or any of them, converted into common stock ranking in all 
respects pari passu with the,.............. shares of common 
stock aforesaid. Such election shall be declared by notice in writ- 
ing to the company, signed by such holder and accompanied by 
the certificate or certificates of the preferred stock so to be con- 
verted, and the Board of Directors shall thereupon adopt a resolu- 
tion that such conversion be approved and have effect, and the 
same shall have effect accordingly, and thereupon the certificate 
for said shares of preferred stock shall be cancelled, and the 
requisite alterations shall be made in the transfer and stock books, 
and a certificate for the proper amount of common stock shall 
thereupon be executed and delivered to such stockholder. 


Form 110 
FOUNDERS’ SHARES 


The total amount of the authorized capital stock of this com- 
PANY MWICHMIS 029 Asie noise dollars, consisting of........... 
shares of the par value of one hundred dollars ($100) each, shall 
be divided and classified as follows: Of the said stock, ......... 
dollars shall be ordinary or common shares, and the balance, viz., 
WTAE tacos aoe dollars are to be called “founders’ shares,” and 
are to confer on the holders thereof, ratably and in proportion to 
the number of founders’ shares held by them respectively, the 
rights following that is to say: 

The right to one-fourth the surplus profits of the company of 
each year which shall remain after paying or providing for the 
payment out of such profits of a dividend for each share at the 
rate of six per cent per annum on the whole capital, including 
both classes issued, and outstanding, and paid up, and after making 
due provisions for the reserve or surplus funds in accordance with 
the provisions hereinafter set forth. 

The right to one-fourth of any part of the reserve fund afore- 
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said or the income thereof which it may at any time be determined 
to divide among all the stockholders. aie 

The right to one-fourth of the surplus assets which in the wind- 
ing up of the affairs of the company shall remain after paying off 
the whole of the paid up capital. ; 

Any of the shares of capital, original or increased, may, pur- 
suant to the statutes of New Jersey, be issued with any pref- 
erential, special or qualified rights or conditions as regards 
capital, voting or otherwise, attached thereto, with the consent of 
the holders of two-thirds of the said founders’ shares issued and 
outstanding and not otherwise, and always so that the rights 
hereby attached to the founders’ shares shall not be infringed. 

The directors shall from time to time set aside the percentage 
on the surplus profits in that behalf mentioned in the next clause 
hereinafter contained as a reserve or surplus fund to meet liability 
or contingencies, or as working capital or for such other purpose 
as the directors shall in their absolute discretion think conducive 
to the interests of the company. 

The profits of each year shall be applicable as follows: 

(a) Of the profits, fifty per cent each year to be carried to the 
reserve fund, together with such a sum additional, if any, as the 
directors shall think proper (with the consent in writing of the 
holders of two-thirds of the founders’ shares), which reserve fund 
may in the absolute discretion of the directors be applied to the 
purchase and acquisition of property real and personal, and to the 
purchase and acquisition of its own capital stock, and the company 
may take said capital stock in payment or satisfaction of any 
debt due the company from time to time and to such extent and in 
such manner and upon such terms as its Board of Directors shall 
determine, and it may reissue said stock so acquired. Neither said 
surplus fund nor the property, nor the capital stock so purchased 
and acquired, nor any of its capital taken in payment or satis- 
faction of any debt due to the company, shall be regarded as 
profits for the purpose of the declaration or payment of dividends 
unless a majority of the Board of Directors, or the holders of a 
majority of all the stock then issued and outstanding, shall other- 
wise determine. The unused balance of said reserve fund shall, 
after the close of each year, be retained in said reserve fund until 
such reserve fund shall be equal to the capital stock for the time 
being paid up and outstanding. 

(6) To the payment of a dividend or dividends to the close of 
such year on all the stock of the company of both classes issued 
and outstanding, as hereinbefore provided. 

There shall be seven directors of the company, divided into two 
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classes in respect to the time for which they shall severally hold 
office. The first class, composed of four members, shall be chosen 
exclusively by the holders of the founders’ shares for the time 
being, and shall hold their offices for the term of two years, and 
until the election of their successors, and the second class, com- 
posed of three members, shall be chosen exclusively by the holders 
of the general or common stock, for the time being, and shall hold 
their offices for the term of one year and until the election of their 
successors. The successors of the directors of said two classes 
respectively shall be chosen by the holders of the founders’ shares 
and by the holders of the general or common shares as aforesaid, so 
that four of the directors shall at all times be chosen by the 
holders of the general or common shares. (From charter of 
Sargent Automatic Railway Signal Co., a New Jersey corporation.) 


11. Preparation of Charter 


Various aids may be secured in preparing a charter. First, 
the provisions of the state incorporation laws should be 
consulted. These set forth what the application must con- 
tain, and give instructions required for filing the application 
with the proper state official—usually the secretary of state. 
Usually it will be found that blank charter forms are in use 
which have received the O.K. of the state officials. If so, they 
should be employed in preference to others, because the 
proper official can examine them more easily and there is less 
likelihood that the application will be returned for further 
elucidation. 

In using these prepared forms care should be exercised to 
see that no provisions are left therein which are undesirable 
from the point of view of the corporation in question. The 
forms are prepared to meet the needs of corporations gener- 
ally, and may require deletion or revision as to certain 
points. Moreover, even though forms have received the 
official approval they may be defective, as is evidenced by 
the fact that they undergo frequent revision. 

It is always preferable to employ an attorney to supervise 
the details of incorporation, since no layman can be fully 
informed as to the detailed procedure required. He can be 
depended upon to so word the various provisions of the 
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charter as best to meet the needs of the enterprise. This is 
particularly true of the so-called “special provisions” which 
the nature of the business or other considerations may render 
desirable. 


12. Signing and Acknowledgment of Statement of Incor- 
poration 


The charter application must be signed by all or a 
designated number of the incorporators and acknowledged 
before some officer competent to take acknowledgment of 
deeds, such as a notary or justice of the peace. If the 
acknowledgments are all taken at one time one notarial 
certificate suffices, but if taken at different places separate 
notarial certificates may be necessary. When an acknowl- 
edgment is taken in another state than that of incorporation 
a certificate should be secured from the officer who takes the 
acknowledgment showing that he has proper authority. 

In connection with the signing of the articles, it should be 
remembered that the organization will be rendered invalid 
by a number of signatures less than required by statute. 
Signing by mark is sufficient. State v. Beck, 81 Ind. 500. 
Initials may be used in signing the christian name. If 
required by statute, seals must be affixed to the signatures. 

If the statute requires that the articles be signed and 
acknowledged by a given number of persons they must both 
subscribe and acknowledge; for it has been held that where 
a fewer number acknowledge than are so required, it consti- 
tutes a defect fatal to the existence of the corporation. 

A frequent statutory provision is that articles of asso- 
ciation shall be acknowledged in the same manner as deeds. 


13. Publication of Notice 


Some states require publication of notice of incorporation. 
Thus in Iowa “a notice must be published once each week 
for four weeks in succession in some newspaper as convenient 
as practicable to the principal place of business,” stating the 
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corporation name, principal place of business, nature of 
business, and other details. Code of Iowa, 1927, sec. 8537. 
Proof of such publication in form of an affidavit of the 
publisher of the newspaper, must be filed with the secretary 
of state. Ibid, sec. 8358. 

In Minnesota “every such certificate of incorporation 
shall be published in a qualified newspaper in the county 
of such principal place of business, for two successive days 
in a daily, or for two successive weeks in a weekly news- 
paper. Upon filing with the secretary of state proof of such 
publication, its corporate organization shall be complete.” 
Gen’'l. Statutes of Minn., sec. 7445. 

In Florida “The proposed charter, together with notice of 
the intention to apply to the Governor for letters-patent 
thereon, shall be published at least one time in some news- 
paper published in the county where the place of business is 
to be located, which notice shall be signed with the names of 
at least three of the subscribers, and shall recite that upon 
some fixed day not less than five days after the day of such 
publication application shall be made to the Governor for 
issuance of letters-patent thereon; and the original of said 
proposed charter shall be upon file in the office of the secre- 
tary of state for at least five days before presentation of same 
to the Governor for issuance of letters-patent thereon.” 
Fla. Cum. Stat., 1925, sec. 4051. 

Whatever the requirements for publication may be, if any, 
they should be complied with in detail, since such statutory 
requirements are held to have the same force as other 
statutory provisions. 


14. Filing of Charter 


As regards filing and recording of the charter, the require- 
ments of the various states differ. In Illinois the “statement 
of incorporation” must be filed with the secretary of state, 
who, having examined it to see that it is in conformity with 
the law, endorses thereon the word “filed,” followed by the 
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month, day, and year of such filing. The corporation is then 
regarded as fully established so far as the state is concerned. 
The secretary issues a “certificate of incorporation” to the 
incorporators incorporating therewith copies of all papers 
filed in his office. He also retains a copy of such certificate 
of incorporation in his own office. 

In New York the procedure is similar, but it is also 
required that a copy of the certificate be filed, recorded and 
indexed in the office of the clerk of the county in which the 
office of the company is to be located. Any taxes required 
to be paid before or upon incorporation and the fees for 
filing and recording the certificate must be paid before filing. 

In Massachusetts the first meeting of the incorporators 
must be held at which by-laws are adopted and officers 
elected, after which the ‘agreement of association” together 
with the record of the first meeting of the incorporators, 
including the by-laws, must be submitted to the commissioner 
who, if he finds that the provisions of the law have been 
complied with, endorses his approval on the articles. There- 
upon, on payment of the required fee, the articles are filed in 
the office of the secretary of state who records them together 
with the endorsement thereon. Gen. Laws of Mass., 1921, 
ch. 156, sec. 11. Thereupon the secretary of state issues a 
certificate of incorporation the form of which is specified in 
the law. Jbid, sec. 12. 

In a manual of this character it is impossible to do more 
than give illustrations of procedure followed in a few states. 
In every instance the laws of the state in question should be 
consulted as to their detailed requirements. 

Certain other documents must be filed with the proper 
State official after the same manner as the charter. In 
Illinois these are: (1) The certificate of any amendment of 
its charter; (2) The certificate of merger or consolidation; 
(3) The certificate of dissolution. Jil. Rev. Stat., ch. 32, 
sec. 131. 

On the necessity of filing the articles, the supreme court 
of Nebraska says: “The authorities are not in harmony on 
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this question, but the weight of authority is, that where the 
statute requires the articles of incorporation to be filed with 
some public officer before the commencement by the pro- 
posed corporation of the business for which it is organized, 
such filing is a condition precedent to the right of such 
corporation to perform any corporate functions; conse- 
quently, until a compliance with the statute, the corporation 
has no valid existence as a de jure corporation.” Copps 
v. Hastings Pros. Co., 4 Nebr. 470. 

For sufficient reason, the secretary of state may refuse to 
file the articles of association, and should he file insufficient 
articles no corporation would result. 


15. Nature of Certificate of Incorporation 


The certificate of incorporation may consist of the appli- 
cation for a charter indorsed by the proper state officials, or 
it may, as in Massachusetts, be a separate formal document 
issued by the secretary of state. Regardless of this distinc- 
tion, it is customary for the secretary of state to issue 
certified copies of the charter upon payment of the required 
fee for copying and affixing the state seal. 


16. Amendments to Charter 


For various reasons charter amendments may become 
necessary. In some states provision is made whereby the 
charter may be amended by a simple procedure, if done 
before the organization of the corporation is completed. 
Thus in Illinois the law provides: 

“At any time within six months from date of issuance of 
certificate of incorporation and before the issuance of any 
part of the capital stock, the incorporators may surrender 
to the secretary of state the certificate of incorporation first 
issued, and file in lieu thereof a new statement of incorpora- 
tion. Upon the surrender of such certificate, accompanied 
with the joint and several affidavits of a majority of the 
incorporators that no part of the capital stock of such 
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corporation has been issued by virtue of the authority of 
the certificate as surrendered, or debts incurred the secretary 
of state shall file such new statement and shall cancel the 
filing of the statement first filed and approved.” Jd/. Rev. 
Stat., ch. 32, sec. 58. Similar provisions are found in New 
Jersey, New York and Delaware. 

Usually, however, amendments are made after incorpora- 
tion has been completed, the need for such amendment 
arising out of changed conditions. 

The laws of most states lay down minutely the procedure 
to be followed to secure charter amendments. In a general 
way it may be said that the procedure for amendment is 
analogous to that required to incorporate in so far as formal 
requirements are concerned. This is because a charter 
cannot be changed in any way except by the power that 
granted it. 

The statutes of some states list the various things that 
may be made the subject matter of charter amendments, as 
in New York, Illinois, and Massachusetts. Other states, such 
as Michigan, merely authorize, in general terms, the stock- 
holder to make such amendments as may be deemed neces- 
sary, providing the requirements as to voting be met, and 
providing nothing be done contrary to the statutes of the 
state. Such amendments may usually be voted on at either 
the annual or a special meeting of the stockholders. If at 
an annual meeting, it is customary to require that notice be 
given in the notice of the annual meeting. 


17. Amendment Procedure 


The details of procedure in amending a charter naturally 
differ in the various states, although certain general prin- 
ciples of law may be said to control regardless of what 
state may be under consideration. The amendment must 
invariably receive the assent of a prescribed number of 
stockholders or a prescribed percentage of the outstanding 
voting stock, and it must be in conformity with the consti- 
tution and laws of the state. Frequently the favorable action 
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of the board of directors is required; in fact, it is sometimes 
prescribed in the statute that the amendment must originate 
with the board of directors, who must give notice of such 
desire to the stockholders in order that they may act on it 
at an annual or special meeting. J//. Rev. Stat., ch. 32, 
SEC. 59. 

The vote required to amend the charter may be prescribed 
by statute, as in New York, where two-thirds of all outstand- 
ing shares must assent in order to extend, limit or otherwise 
change the purposes and powers of the corporation, and a 
majority of such shares must assent in order to change the 
number of directors or the location of the office. Cons. Laws 
NV. Y., ch. 60, sec. 35. 

The law of Texas leaves to the corporation the determina- 
tion of the manner of amending its charter, merely providing 
that it “may amend or change its charter or act of incorpora- 
tion by filing, authenticated in the same manner as the 
original charter, such amendments or changes with the Sec- 
retary of State.” Rev. Civ. Stat. Tex., Art. 1314. 

In Oregon the statute provides for the filing of “supple- 
mentary articles of incorporation” whenever a three-fourths 
vote of all stock subscribed is in its favor. In this way the 
corporate name may be changed or additional lines of busi- 
ness undertaken if in harmony with the original purpose of 
the corporation; and by a seven-eighths vote of all subscribed 
stock any new line of business may be undertaken. The fee 
for filing such supplementary articles is $5, payable to the 
secretary of state. Ore. Laws, 1920, secs. 6881-2. 

In 1927 Oregon passed a law authorizing a corporation to 
amend its articles of incorporation by first publishing notice 
of such intention, authorized by a majority of its directors, 
once a week for four weeks in a newspaper of general circu- 
lation in the state, and with the written consent of holders 
of two-thirds of its stock. Gen. Laws, Ore., 1927, ch. 105, 
sec. 4. ‘Such amendment shall be signed and acknowledged 
by the president and secretary or like officers of the com- 
pany, and, with copy of the proceedings of the stockholders 
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or members and of the directors, shall be filed with the 
commissioner and by him submitted to the corporation com- 
missioner, and if he finds the amendment and proceedings 
in conformity with the law, he shall so certify to the com- 
missioner. The amendment shall not take effect until the 
commissioner shall deliver to the company his certified copy 
of the amendment and of the certificate of the corporation 
commissioner.” 

It has been held that where an amendment to the charter 
marks a fundamental change in the business of the corpora- 
tion, such amendment must receive the assent of all the 
stockholders, providing the law authorizing it was passed 
after the corporation was established. Am. Seating Co. v. 
Bullard, 290 Fed. 896. 

All states reserve the right to alter, amend or repeal all 
charters whatsoever granted by them. In reality the exercise 
of such powers are limited by that which is just and 
reasonable. 


18. Issuance of Charter 


All requirements of the statutes having been complied 
with, issuance of the charter or certificate of incorporation 
constitutes the concern in question a de jure corporation. 
The issuing officer possesses no discretion as to the issuance 
of the certificate if all statutory requirements have been 
complied with; but may refuse issuance if the statutes have 
not been substantially complied with, or if to issue the 
articles would be against public policy. Also, failure to pay 
the incorporation fee is usually sufficient ground for refusal 
to issue the certificate. Holmes Elec. Protect. Co. v. Arm- 
strong, 162 N. Y.S. 770. 

Having issued the certificate, the issuing officer has no 
power to revoke it, unless the incorporators default in some 
condition precedent, such, for example, as neglecting to 
organize the company. Failure to organize within a pre- 


scribed time would constitute sufficient reason for revocation 
of the charter, 
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19. Incorporators 


An incorporator is one of those to whom the charter of a 
corporation is granted, or one of those who file the certificate 
of incorporation under a general incorporating statute. Cook 
on Corporations, 8th ed., sec. 10. Although the word “incor- 
porator” is sometimes used synonymously with the word 
“stockholder,” this is a loose use of the word. Strictly, the 
incorporators cease to exist when the stockholders come in. 
Chase v. Lord, 77 N. Y. 1, 11. 

It is a customary requirement that incorporators be sub- 
scribers to the stock of the corporation, although it has 
been held, in Pennsylvania, that this need not be the case. 
Densmore Oil Co. v. Densmore, 64 Pa. St. 43, 44. In most 
states it is required by statute that incorporators be sub- 
scribers. Unless so required, or unless such requirement 
may be inferred from the various statutory provisions, the 
incorporators need not be subscribers. Bristol, etc. Trust 
Co. v. Jonesboro, etc. Trust Co., 101 Tenn. 545. “‘Gener- 
ally, corporate existence is created by the execution and 
filing of an instrument by men who may never hold stock, 
and the relationship of stockholder is created either by the 
purchase of stock or the subscription therefor accepted by 
the corporation.” Rehkbein v. Rahr, 109 Wis. 136, 147. 

If, however, as is usually the case, incorporators are shown 
as subscribers in the certificate of incorporation, they become 
subscribers as soon as the application is granted. It is then 
their privilege to proceed with the organization of the enter- 
prise by adopting by-laws, electing a board of directors, and 
so on. It is not necessary that they pay for the stock before 
doing so, or that they be given stock certificates. Cummings 


- v, State, 149 Pac. 864. 


20. Specific Qualifications of Incorporators 


For special requirements in the state of incorporation the 
laws thereof must be consulted. Among such requirements 
are usually found the following: 
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1. Formerly incorporators were required to be natural 
persons. Now, however, corporations are empowered to act 
both as incorporators and stockholders in most states. How- 
ever, corporations can act neither as incorporators nor as 
stockholders unless empowered so to do by the laws of the 
state. 

2. Some states require that one or more incorporators be 
citizens or residents of the state of incorporation. In Illinois 
all of the incorporators must be citizens of the United States 
and one must be a citizen of the state. In Wisconsin there 
is no requirement as to citizenship, but all incorporators must 
reside in the state, and two-thirds must be citizens of the 
United States. 

If there occurs no provision regarding citizenship in the 
state laws, it is possible that all incorporators may be 
aliens. 

3. To be an incorporator one must be capable of con- 
tracting. Under the common law married women are ex- 
cluded, but most states have removed this disability by 
statute and married women in these states may become 
incorporators. Minors, insane persons, and others incom- 
petent to contract for any reason whatever cannot become 
incorporators. — 

In Pennsylvania, under the common law, married women 
could not act as subscribers to articles of incorporation; but 
this disability has been removed by statute. At the present 
time married women may act as incorporators in most of 
the states. 

Minors cannot become incorporators unless qualified to 
do so by statute. 

Usually the specific qualifications of incorporators are not 
stated in the general incorporation laws but are left to be 
determined by the common rule or from the provisions of 
other statutes of the state. The most frequent specific 
provision is that a certain number shall be residents of the 
state of incorporation. The laws of the state in question 
should be consulted for any relevant provisions. 
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21. Dummy Incorporators 


Frequently the persons who expect to become the chief 
owners of a corporation do not care to act as incorporators. 
Sometimes they are disqualified by provisions of the state 
laws. In such cases it is customary to secure substitutes, 
known as “dummies,” who execute the charter and go as 
far towards organizing the corporation as may be desirable. 
They then assign their interests to the real owners and 
discontinue their connection with the corporation. 

As a rule, the persons who act as dummy incorporators 
are the lawyers, or employees of the lawyers, who are given 
general supervision of the work of incorporating and organ- 
izing the company. 

Just where the activities of the dummy incorporators 
should be discontinued is a matter to be decided by the real 
owners of the business, perhaps acting upon the advice of 
their lawyers. They may take upon themselves the task of 
organizing the company, or they may desire that the dummy 
incorporators proceed with the organization, they themselves 
taking active charge of affairs only when the time arrives for 
active participation in business. 


22. Number of Incorporators 


To determine the number of incorporators required the 
statutes of the state of incorporation must be consulted. 
Usually the number permitted is not less than three, but in 
some states five is the minimum. The maximum is pre- 
scribed in no state. One reason for exceeding the minimum 
number of incorporators is to enable different groups to 
secure representation, hence a voice in the organization of 


the company. 


23. State Forms 


For illustration, two forms prescribed by the secretary of 
state of Illinois are reproduced on following pages. Prac- 
tically all of the states provide similar forms, but these are 
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so numerous that to reproduce them in a manual of this kind 
is impossible. These may be secured by addressing the sec- 
retary of state of the state in question. The use of such 
forms is not, as a rule, compulsory; but wherever possible 
they should be employed because they are usually drawn to 
meet statutory requirements and because the members of the 
staff of the office of the secretary of state are familiar with 
them, so that the work of examination and approval is facili- 
tated. For an exhaustive compilation of such forms, see 
Fletcher’s Corporate Forms and Precedents. 


ForM III 


STATEMENT OF INCORPORATION 


Fees Payable in Advance. 


(THIS STATEMENT MUST BE FILED IN DUPLICATE) 
STATE OF ILLINOIS, le 


To LOUIS L. EMMERSON, Secretary of State: 
We, the undersigned, adult citizens of the United States, at least 
one of whom is a citizen of Illinois, 


Address 
Name Number Street City State 
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propose to form a corporation under an Act of the General Assem- 
bly of the State of Illinois, entitled, ““An Act in relation to corpo- 
rations for pecuniary profit,” approved June 28, 1919, in force 
July 1, 1919; and all Acts amendatory thereof ; and for the pur- 
pose of such organization, we hereby state as follows, to-wit: 
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Eaane name Of sich Corporations saves vss eat ote. ee ae 

Zesbnesopjectstor which it is formed ts. 2..4.: 2.2 oo edas 

3. The duration of the corporation is................ Years 

Avenue 

4. The location of the principal office is............. Street, 

43 LODE QE eee >; County-of 2)... se otate of Illinois: 
Preferred $2.55)... 

5. The total authorized capital stock is \ 
Common S402... 


4 ; eeu 

ANNE aie islets oh S2ERS 00's shares of japon Rithcut paral, 
6. The amount of each share having a par value is..... Rats 
7. The number of shares having a par value is........... woe 
8. The number of shares of no par value is................- 
g. The name and address of the subscribers to the capital stock, 


and the amount subscribed and paid in by each, are as follows: 


Number | Amount | Amount 


Name Address of Sub- Paid 
Number Street City State Shares scribed in 
ater: Ascot CHtan comers it oactastes Ga 


Notice: In case subscription list or preferred stock provisions are too 
long to get in the above space, insert at this place on separate sheet of legal 


cap leaving two inches at top for binding. 


10.1 
11. Amount of capital stock which it is proposed to issue at 
once: 

. sf Preferred’ S... 22>. 

(a) On shares having no par value... 
(Common Beer's aw 
(b) On shares having a par value of sf Preferred $....... 
ey iG, Resto Greece fe orale’ agentes \Common $....... 


1See page 179 for footnote. 
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12. Amount of capital stock actually paid in: 


fetted 2.05 ace 
(a) On shares having no par value... fs erred $ 


(b) On shares having a par value of Vea Genes tite 


1s, The location and general description of such property is 
as follows: e 
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eee eee meee ere een eee sree eee reer ees eee eeeee eee eee eee eeereseves 


16. The management of the corporation shall be vested in 
erated ee idan tae directors. 

17. The name and address of the first board of directors, at least 
one of whom is a resident of Illinois, and the respective term for 
which elected are as follows: 


Address Term for Which 
Name Number Street City State ected 


s 18. Subject to the conditions and limitations prescribed by 
The General Corporation Act” of Illinois, this corporation shall 
have the following powers, rights and privileges: 
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To have succession by its corporate name for the period limited 
in its certificate of incorporation, or any amendment thereof; 

To sue and be sued in its corporate name; 

To have and use a common seal and alter the same at pleasure; 

To have a capital stock of such an amount and divided into 
shares, with a par value or without a par value, and to divide such 
capital stock into classes, with such preferences, rights, values 
and interests as may be provided i in the Articles of Incorporation, 
or any amendment thereof; and in case provision be made there- 
_ for in the Articles of Incorporation, or any amendment thereof, any 

and all classes of preferred stock may be issued in one or more 
series of the same class, each such series carrying such rate of 
dividends not exceeding eight per cent (8%) per annum, or such 
lesser amount as may be fixed in the Articles of Incorporation, or 
any amendment thereof, and the shares of each such series being 
redeemable at such redemption price and bearing such particular 
designation as the Board of Directors, subject to such restrictions 
as may be imposed in the Articles of Incorporation, or any amend- 
ment thereof, shall, by resolution, determine and fix prior to the 
issue of any such stock of such series: Provided, however, that 
whenever the Board of Directors shall, by resolution, have au- 
thorized any such series of preferred stock, a copy of such reso- 
lution, duly certified by the secretary or assistant secretary of 
the corporation, and under its seal, and the facts set up in such 
certificate verified by the oath of the President or Vice-President 
shall be transmitted to the Secretary of State, and if the same 
shall conform to law and to the Articles of Incorporation, and all 
amendments thereof, the same shall be filed in the office of the 
Secretary of State. 

To acquire, and to own, possess and enjoy so much real and 
personal property as may be necessary for the transaction of the 
business of such corporation, and to lease, mortgage, pledge, sell, 
convey or transfer the same; and to acquire and to own real prop- 
erty, improved or unimproved for the purpose of providing homes 
for its employes or aiding its employes to acquire and own homes 
and to improve, lease, mortgage, contract to sell, sell, convey or 
transfer the same, and to loan money to its employes for such 
purpose upon such terms as may be agreed upon. 

To own, purchase, or otherwise acquire, whether in exchange 
for the issuance of its own stock, bonds, or other obligations or 
otherwise, and to hold, vote, pledge, or dispose of the stocks, bonds, 
and other evidences of indebtedness of any corporation, domestic 


or foreign; f 
To borrow money at such rate of interest as the corporation 
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may determine without regard to or restrictions under any usury 
law of this State, and to mortgage or pledge its property, both 
real and personal, to secure the payment thereof; : 

To elect officers, appoint agents, define their duties and fix their 
compensation ; ‘ 

To lease, exchange or sell all of the corporate assets with the 
consent of two-thirds of all of the outstanding capital stock of the 
corporation at any annual meeting or at any special meeting called 
for that purpose; 

To make by-laws not inconsistent with the laws of this State 
for the administration of the business and interests of such cor- 
poration; 

To conduct business in this State, other states, the District of 
Columbia, the territories, possessions, and dependencies of the 
United States and in foreign countries and to have one or more 
offices out of this State, and to hold, purchase, mortgage, and 
convey real and personal property outside of this State necessary 
and requisite to carry out the object of this corporation; 

In time of war to transact any lawful business in aid of the 
United States in the prosecution of war, to make donations to 
associations and organizations aiding in war activities, and to 
loan money to the State or Federal government for war purposes; 

To cease doing business and to surrender its charter; 

To have and exercise all the powers necessary and convenient 
to carry into effect the purpose for which such corporation is 
formed. 

19. An estimate of the per cent of tangible property of the 
corporation to be used in Illinois for the following year is........ 

20. An estimate of the per cent of the business of the corpora- 
tion which will be transacted at or from places of business in 
Ilinois: for; the following year-iss 12.5. ac su Cee ee ee 

21. Give the location of the principal places of business of the 
corporation for the following year and an estimate of the amount 
of business which will be transacted through each. 
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OATH AND ACKNOWLEDGMENT 
STATE OF ILLINOIS, \s 
S 


SS FBR County, 

\ ose 5rd ea ee eee ERP ee ee a Notary Public in and for the 
County and State aforesaid, do hereby certify that on the........ 
CHEN: CLE cae Sa in oi oar lea es ea ae A. D. 19...., personally 
MDE AECC MOE TOTES ING 5155 58.4 xasaret assed Sing xc ERO hy oli algae oe 
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to me personally known to be the same persons who executed the 
foregoing and severally acknowledged that they executed the 
same for the purposes therein set forth, and being duly sworn 
hereby declared on oath that the foregoing statements made, 
subscribed and verified by them are true in substance and in fact. 

In Witness Whereof, I have hereunto set my hand and seal the 
day and year above written. 


eco cece coe eon eee eee eee Fe eos eee eee eee ene eosnseeooes 


(Seal) Notary Public. 


INCORPORATION FEES 

Initial fee of 1/20 of one per cent on the issued capital stock, 
with a minimum fee of $20.00, also franchise fee as required by 
Section 129 of the General Corporation Act. 

1 Note: In paragraph 1o you should set out a brief description of the 
rights and preferences of the holders of preferred stock, or any other pro- 
vision for the regulation of the business and the conduct of the affairs of the 
corporation. In case of a building corporation you will also give in the same 
space a specific and definite description of the site of such building. In order 
to avoid delay read carefully each paragraph in the statement before inter- 
polating the data required. Before execution of the statement compare every 
recital in the statement and see whether or not it balances with every other 


recital relating to the same matter. 
oo ee 
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ForM I12 


CERTIFICATE OF AMENDMENT 


This certificate must be filed in duplicate. 
STATE OF ILLINOIS, 


COUNTY (Olena. a's selon thei oe 

I hereby certify that at a special meeting of the Stockholders 
a) gala) | ee nes Crane aren SMe Stee ye held at 
re ors6 a! Seva s oko e tes oh ate OW e nseer day Of open eb anaes ee 
PAS EQ iss) asoig GGG iouerateeake o'clock! as 2.452 M., pursuant to notice 


required by law, which said notice was delivered personally (or 
deposited in the post office properly posted) at least ten days 
before the time fixed for such meeting, properly addressed to each 
Stockholder, signed in the manner provided in the by-laws of said 
Corporation, stating the time, place and object of such meeting. 

The following resolution was adopted, at least two-thirds of 
all the votes represented by the whole stock of said Corporation 
issued and outstanding voting therefor: 
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Affix Corporate Seal 
Here. 


Secretary. 


County of 


STATE OF ILLINOIS, \s 


OTR re pie ig: SOB @ in Wiel IN ISUaN ania es eee aa being duly sworn, 
declare on oath that I am President of the Corporation mentioned 


in the foregoing certificate, and that the statements therein made 
are true in substance and in fact. 


IN WITNESS WHEREOF, I have hereunto set my hand, and 
caused the seal of said Corporation to be affixed, this........... 
(1 RG) A RHA ORE eG Sead PAS Dacre: 
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Notary Public. 
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NOTICE: This certificate may be used in making all amend- 
ments to the Articles of Incorporation other than dissolution and 
consolidation of corporations. In case of decrease in capital stock 
you should insert in the certificate a clause substantially as follows: 

RESOLVED, That the capital stock is hereby DECREASED 


POTD Med ike isc we a CONSIStING <OL.t iret ya ae a mays shares of the 
PicteAUNCOL eS Osh tc wel tess ssl ent POE begs PMs, 5 pS AS 
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COMSISEMIBLOL RE sh vahhe A sy50 Sil «x ae shares of the par value of 
D5 CSG. Oc RE ae anda.) io chk ee shares of no par 
value 


The amount of the capital stock issued and outstanding is 
MME OA HS Or coeitadsiw iarsseil a kt tages and the manner by which the 


If the capital stock is increased, the resolution should be sub- 
stantially in the following form: 
RESOLVED, That the capital stock is hereby INCREASED 


RPODVE Dn. As bile! ole, Seles Consisting sotwaeier se see shares of 
Pion Mar Value. Of) Dito be aisles eaten ANG neces ane ete 
shares of stock of no par value to $.0.0.. 0.0 cee ees consisting 
Dl et aie eRe ernie shares of the par value of $............%. 
IGE alerts isis i oaia's 3 shares of no par value. 

The total amount of capital stock already authorized is $...... 


The amount of the increased capital stock which is proposed 
to issue at once and which will be paid in cash is as follows: 
PRESS tes eared shares having a par value of $.............. 


per share is 
PLCLCITER: Dae sere 1h s ee aiesdes 


BONE shares having no par value is 
preferred $icig ose) 


The amount of the increased capital stock which is proposed to 
issue at once for property and appraised value thereof are as 
follows: 


per share is 
DECLELL EG: heidi arc ureters c et vol ooa8 


SN ae shares having no par value is 
preferred $......5. 


The location and a general description of such property are as 
follows: 
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The fees required are covered by Sections 96, 97, 105 and 129 


of the General Corporation Act. ; 
Blanks for filing amendments where the notice prescribed by 


statute is waived will be furnished upon request. 


ForM 113 


AMENDED CERTIFICATE OF INCORPORATION OF 
AMERICAN STEEL FOUNDRIES 


We, the undersigned, in order to form a corporation for the 
purposes hereinafter stated, under and pursuant to the provisions 
of the Act of the Legislature of the State of New Jersey, entitled 
“An Act Concerning Corporations (Revision of 1896),” and the 
acts amendatory thereof and supplemental thereto, do hereby 
certify as follows: 

I. The name of the corporation is AMERICAN STEEL FOUNDRIES. 

II. The location of its principal office in the State of New 
Jersey is at No. 15 Exchange Place, in the City of Jersey City, 
County of Hudson. The name of the agent therein and in charge 
thereof, upon whom process against the corporation may be served, 
is The Corporation Trust Company. Said office is to be the reg- 
istered office of said corporation. 

III. The objects for which the corporation is formed are: 

To manufacture iron, steel, manganese, coke, copper, lumber 
and other materials, and all or any articles consisting, or partly 
consisting, of iron, steel, copper, wood or other materials, and all 
or any products thereof. 

To acquire, own, lease, occupy, use or develop any lands con- 
taining coal or iron, manganese, stone or other ores, or oil, and 
any woodlands, or other lands for any purpose of the Company. 

To mine, or otherwise to extract or remove, coal ores, stone and 
other minerals and timber from any lands owned, acquired, leased 
or occupied by the company, or from any other lands. 

To buy and sell, or otherwise to deal or to traffic in, iron, steel, 
manganese, copper, stone, ores, coal, coke, wood, lumber and 
other materials, and any of the products thereof, and any articles 
consisting, or partly consisting, thereof. 

_To construct bridges, buildings, machinery, ships, boats, en- 
gines, cars and other equipment, railroads, docks, slips, elevators, 
waterworks, gas works, and electric works, viaducts, aqueducts, 
canals and other waterways, and any other means of transportation 
and to sell the same, or otherwise to dispose thereof, or to maintain 
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and operate the same, except that the Company shall not maintain 
or operate any railroad or canal in the State of New Jersey. 

To apply for, obtain, register, purchase, lease, or otherwise to 
acquire, and to hold, use, own, operate and introduce, and to 
sell, assign, or otherwise dispose of any trade-marks, trade names, 
patents, inventions, improvements and processes used in connec- 
tion with, or secured under letters patent of the United States, or 
elsewhere, or otherwise; and to use, exercise, develop, grant li- 
censes in respect of, or otherwise to turn to account any such 
trade-marks, patents, licenses, processes, and the like, or any 
such property or rights. 

To engage in any other manufacturing, mining, construction 
or transportation business of any kind or character whatsoever, 
and to that end to acquire, hold, own and dispose of any and all 
property, assets, stocks, bonds and rights of any and every kind; 
but not to engage in any business hereunder which shall require 
the exercise of the right of eminent domain within the State of 
New Jersey. 

To acquire by purchase, subscription or otherwise, and to hold 
or dispose of, stocks, bonds or any other obligations of any cor- 
porations formed for, or then or theretofore engaged in or pur- 
suing any one or more of the kinds of business, purposes, objects 
or operations above indicated, or owning or holding any property 
of any kind herein mentioned; or of any corporation owning or 
holding the stocks or the obligations of any such corporation. 

To hold for investment, or otherwise to use, sell or dispose of, 
any stocks, bonds or other obligations of any such corporation; to 
aid in any manner any corporation whose stocks, bonds or other 
obligations are held or are in any manner guaranteed by the Com- 
pany, and to do any other acts or things for the preservation, pro- 
tection, improvement or enhancement of the value of any such 
stocks, bonds or other obligations, or to do any acts or things de- 
signed for any such purpose; and, while owner of any such 
stocks, bonds or other obligations, to exercise all the rights, pow- 
ers and privileges of ownership thereof, and to exercise any and 
all voting powers thereon. 

The business or purpose of the Company is from time to time 
to do any one or more of the acts and things herein set forth; and 
it may conduct its business in other States and in the Territories 
and in foreign countries, and may have one office or more than one 
office, and keep the books of the Company outside of the State 
of New Jersey, except as otherwise may be provided by law; and 
may hold, purchase, mortgage and convey real and personal 
property either in or out of the State of New Jersey. 
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Without in any particular limiting any of the objects and pow- 
ers of the corporation, it is hereby expressly declared and provided 
that the corporation shall have power to issue bonds and other 
obligations in payrnent for property purchased or acquired by it, 
or for any other object in or about its business; to mortgage or 
pledge any stocks, bonds or other obligations, or any property 
which may be acquired by it, to secure any bonds or other obliga- 
tions by it issued or incurred; to guarantee any dividends or bonds 
or contracts or other obligations; to make and perform contracts 
of any kind and description; and in carrying on its business, or 
for the purpose of attaining or furthering any of its objects, to 
do any and all other acts and things, and to exercise any and all 
other powers which a copartnership or natural person would do 
and exercise, and which now or hereafter may be authorized by 
law. 

IV.1. The total authorized capital stock of the corpora- 
tion is two hundred fifty thousand (250,000) shares of pre- 
ferred stock of the par value of one hundred dollars 
($100) each amounting in the aggregate to twenty-five mil- 
lion dollars ($25,000,000), and one million (1,000,000) shares 
of common stock without any nominal or par value. 

The holders of the preferred stock shall be entitled to re- 
ceive, when and as declared by the Board of Directors, from 
the surplus or net profits of the corporation, dividends at the 
rate of seven (7) per centum per annum, on the par value 
thereof, and no more, payable quarterly on the last days of 
March, June, September and December in each year. The 
dividends on such preferred stock shall be cumulative, and 
shall be payable before any dividends shall be paid upon or 
set apart for the common stock, so that if for any year divi- 
dends amounting to seven (7) per centum shall not have been 
paid upon the preferred stock, the deficiency shall be payable 
before any dividends shall be paid upon or set apart for the 
common stock. 

While any preferred stock remains outstanding, the cor- 
poration shall maintain a Sinking Fund to which payments 
shall be made out of the net earnings of the corporation, as 
hereinafter provided. Payments shall be made to the Sink- 
ing Fund on the last day of December in the year 1920, and 
on the last day of December in each and every year thereafter 
and until all of the preferred stock shall have been retired 
and cancelled. Each payment shall consist of an amount not 


1 As amended Oct. 18 : . i 
May 13, 1925. 18, 1906; Jun. 29, 1908; May 5, ror; Jun. 5, 1919; 
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less than one (1) per centum of the par value of the max- 
imum amount of preferred stock outstanding at any one 
time prior to the date for such payment. The Directors may 
from time to time apply the funds in the Sinking Fund [and 
whenever the amount in the Sinking Fund shall be in excess 
of one hundred thousand dollars ($100,000) shall within 
sixty days, apply such excess] to the redemption or purchase, 
either in the open market or at private sale, at not exceeding 
the redemption price hereinafter set forth, of preferred stock, 
provided, however, that no preferred stock shall be redeemed 
within three (3) years from its date of issue; preference to be 
given so far as practicable in the judgment of the Board of 
Directors to the stock obtainable at the lowest price. Until 
so applied, the moneys in the Sinking Fund shall be set apart 
in a special fund and shall not be used in the general con- 
duct of the company’s business. 

Of said preferred stock ten million dollars ($10,000,000) 
par value thereof may be issued at any time, for such lawful 
consideration as the Board of Directors shall determine, but 
no additional preferred stock shall be issued at any time un- 
less the net earnings of the corporation applicable to the pay- 
ment of dividends on its preferred stock for a period of twelve 
calendar months ending not more than ninety days prior to 
the issuance of such preferred stock shall have amounted to 
at least two times the annual dividend requirements on the 
preferred stock then outstanding and presently to be issued. 
In computing such net earnings there may be included the 
earnings for such full period of any plant which may have 
been owned by the company for a less period, and of any 
subsidiary or other corporation all the shares of stock of 
which are owned by this corporation, and also, in case less 
than all of the stock of any corporation has been so owned 
by this corporation, a share of the earnings of such corpora- 
tion for such full twelve months’ period; the share to be the 
proportion of the total earnings of the corporation for the full 
twelve months’ period which the number of shares of the 
stock of the corporation which are owned by this corpora- 
tion, bears to the total stock of such corporation. 

No dividends shall be declared or paid upon the common 
stock of the company if any dividend upon the preferred 
stock be in arrears, or if there be any pending default in the 
Sinking Fund provisions, as hereinabove provided. When- 
ever all cumulative dividends upon the preferred stock and 
all Sinking Fund requirements for all previous years shall 
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have been paid, and the accrued quarterly installments for 
the current year shall have been declared and paid, or there 
shall have been set aside from the surplus or net profits of 
the company a sum sufficient for the payment thereof, the 
Board of Directors may declare dividends upon the common 
stock, payable then or thereafter out of the remaining sur- 
plus or net profits of the corporation. 

The company shall not, without the consent of the holders 
of two-thirds in amount of the outstanding preferred stock of 
this company, expressed in writing or at a meeting called for 
that purpose, either (1) mortgage or create any lien upon 
all or part of its property, or (2) sell or otherwise dispose of 
its property and business as an entirety, or substantially as an 
entirety, nor shall the company without such consent permit 
any stock owned by it in any other corporation, a majority 
of the capital stock of which is owned by the company, 
to be voted either (1) to mortgage or create any lien upon 
all or part of the property of such company, or (2) to sell or 
otherwise dispose of the property and business of such com- 
pany as an entirety, or substantially as an entirety; but 
neither of these restrictions shall apply to a pledge of notes, 
stocks or other securities in the usual course of business, or 
to transactions between the company and any subsidiary or 
other corporation a majority of whose capital stock is owned 
by the company; and nothing herein contained shall affect 
the right of the company to acquire any plant or property or 
the shares of stock of any corporation, subject to or having 
outstanding at the time of such acquisition, any mortgage or 
bond issue, nor shall it affect the right of the company, or any 
company a majority of whose stock may be acquired by it, to 
extend the date of the maturity of any mortgage or bond 
issue or issues outstanding at the date of such acquisition, or 
the right to renew such mortgage or bond issue or issues for 
the purpose of paying off any mortgage or bond issue or 
issues existing at the date of such acquisition. 

The holders of the preferred stock shall not, except as here- 
inafter provided (and the preferred stock is issued and ac- 
cepted upon the express understanding and condition that they 
shall not) be entitled to vote at any meeting of the stock- 
holders, nor shall they be entitled to notice of such meetings; 
provided, however, that the authorized preferred stock of the 
corporation shall not be increased nor shall the rights of the 
holders thereof be diminished by the creation of additional or 
superior preferred stock, or in any other manner whatsoever, 
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without the consent (expressed in writing or at a meeting of 
the stockholders called for that purpose) of the holders of 
two-thirds in amount of the preferred stock of the company 
at such time outstanding. In case at any time the company 
shall ‘be in arrears in the payment of four consecutive quar- 
terly dividends on its preferred stock, or shall be in default 
of any other provision or restriction herein contained for the 
benefit or protection of its preferred stockholders, and such 
default shall have continued for a period of six months after 
written notice thereof by or on behalf of any preferred stock- 
holder, then and in every such event, but only until all such 
arrearages have been paid and such default or defaults made 
good) the holders of the preferred stock shall have the right 
to vote at any and all meetings of the stockholders of the 
company, and shall be entitled to notice thereof, to the same 
extent as though their right to vote had not been restricted 
herein. 

The corporation may on any dividend date, in such man- 
ner as the Board of Directors may from time to time deter- 
mine, redeem all or any part of the preferred stock then 
outstanding, at any time after three years from the date of is- 
sue, by paying to the holder or holders thereof one hundred 
ten dollars ($110) per. share and the amount of all dividends 
cumulated upon the shares to be redeemed up to the date fixed 
for redemption; provided that not less than thirty (30) days 
previous notice in writing of any such proposed redemption 
shall have been given to the record holder or holders of the 
stock to be redeemed by mailing such notice to such holder 
or holders at his or their record address as shown on the books 
of the corporation. 

In the event of any liquidation, dissolution or winding up, 
whether voluntary or involuntary, of the company, the hold- 
ers of the preferred stock shall be entitled to be paid one 
hundred ten dollars ($110) per share and the unpaid cumu- 
lative dividends accrued thereon, before any amount shall 
be paid to the holders of the common stock; and after such 
payment in full to the holders of the preferred stock the re- 
maining assets and funds shall be divided between and paid 
to the holders of the common stock, according to their respec- 
tive shares. 

The common stock of the company may be increased by 
vote of the holders of two-thirds in amount of the outstanding 
common stock, and without any action on the part of the 
holders of the preferred stock, notwithstanding any voting 
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rights hereinbefore conferred upon the holders of the pre- 
ferred stock. In the event of any increase in the common 
stock of the corporation, the holders of common stock shall 
be entitled (to the exclusion of the holders of preferred stock) 
to subscribe for and take all of such increased common stock. 

The common stock may be issued by the corporation from 
time to time for such consideration as may be fixed from time 
to time by the Board of Directors thereof. 


V. The names and post-office addresses of the incorporators, 
and the number of shares of stock for which severally and re- 
spectively we do hereby subscribe (the aggregate of our said 
subscriptions, being three thousand dollars, is the amount of capi- 
tal stock with which the corporation will commence business), 


are as follows: 


Number of Shares 
Preferred Common 


Name Post-office Address Stock Stock 
Howarduks2 Wood sacri ae 15 Exchange Place, 
Jersey City, N. J... 5 5 
Kenneth K. McLaren........... 15 Exchange Place, 
Jersey City, N. J... 5 5 
DonaldsHe Manns sstema ces 15 Exchange Place, 
Jersey City, Ni J... 5 5 


VI. The duration of the corporation shall be perpetual. 

VII. The number of directors of the company shall be fixed 
from time to time by the by-laws; but the number, if fixed at 
more than three, shall be some multiple of three. The directors 
shall be classified with respect to the time for which they shall 
severally hold office by dividing them into three classes, each 
consisting of one-third of the whole number of the’ Board of 
Directors. The directors of the first class shall be elected for a 
term of one year; the directors of the second class shall be elected 
for a term of two years; and the directors of the third class for a 
term of three years; and at each annual election the successors 
to the class of directors, whose terms shall expire in that year, 
shall be elected to hold office for the term of three years, so that 
the term of one class of directors shall expire in each year. 

_The number of the directors may be increased as may be pro- 
vided in the by-laws. In case of any increase of the number of 
the directors, the additional directors shall be elected as may be 
provided in the by-laws, by the directors or by the stockholders 
at an annual or special meeting; and one-third of their number 
shall be elected for the then unexpired portion of the term of the 
directors of the first class, one-third of their number for the un- 
expired portion of the term of the directors of the second class 
and one-third of their number for the unexpired portion of the 
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term of the directors of the third class, so that each class of 
directors shall be increased equally. 

In case of any vacancy in any class of directors through death, 
resignation, disqualification or other cause, the remaining directors, 
by affirmative vote of a majority of the Board of Directors, may 
elect a successor to hold office for the unexpired portion of the 
term of the director whose place shall be vacant, and until the 
election of a successor. 

The Board of Directors shall have power to hold their meetings 
outside of the State of New Jersey, at such places as from time 
to time may be designated by the by-laws or by resolutions of the 
board. The by-laws may prescribe the number of directors neces- 
sary to constitute a quorum of the Board of Directors, which 
number may be less than a majority of the whole number of the 
directors. 

Unless authorized by votes given in person or by proxy by 
stockholders at least two-thirds of the capital stock of the cor- 
poration, which is represented and voted upon in person or by 
proxy at a meeting specially called for that purpose or at an 
annual meeting, the Board of Directors shall not mortgage or 
pledge any of its real property or any shares of the capital stock of 
any other corporation; but this prohibition shall not be construed 
to apply to the execution of any purchase-money mortgage or any 
other purchase-money lien. As authorized by the Act of the Leg- 
islature of the State of New Jersey, passed March 22, 1901, amend- 
ing the 17th section of the Act Concerning Corporations (Revision 
of 1896), any action which theretofore required the consent of the 
holders of two-thirds of the stock at any meeting after notice to 
them given, or required their consent in writing to be filed, may be 
taken upon the consent of, and the consent given and filed by, 
the holders of two-thirds of the stock of each class represented at 
such meeting in person or by proxy. 

Any officer elected or appointed by the Board of Directors may 
be removed at any time by the affirmative vote of a majority of 
the whole Board of Directors. Any other officer or employee of 
the Company may be removed at any time by vote of the Board 
of Directors, or by any committee or superior officer upon whom 
such power of removal may be conferred by the by-laws or by 
vote of the Board of Directors. 

The Board of Directors, by the affirmative vote of a majority 
of the whole board, may appoint from the directors an executive 
committee, of which a majority shall constitute a quorum; and to 
such extent as shall be provided in the by-laws, such committee 
shall have and may exercise all or any of the powers of the Board 
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of Directors, including power to cause the seal of the corporation 
to be affixed to all papers that may require it. ue 

The Board of Directors, by the affirmative vote of a majority of 
the whole board, may appoint any other standing committees, and 
such standing committees shall have and may exercise such powers 
as shall be conferred or authorized by the by-laws. 

The Board of Directors may appoint not only other officers of 
the Company, but also one or more vice-presidents, one or more 
assistant treasurers, and one or more assistant secretaries; and, to 
the extent provided in the by-laws, the persons so appointed re- 
spectively shall have and may exercise all the powers of the Presi- 
dent, of the Treasurer and of the Secretary, respectively. 

The Board of Directors shall have power from time to time to 
fix and to determine and to vary the amount of the working capital 
of the Company, and to direct and determine the use and dispo- 
sition of any surplus or net profits over and above the capital 
stock paid in; and in its discretion the Board of Directors may 
use and apply any such surplus or accumulated profits in purchas- 
ing or acquiring its bonds or other obligations or shares of its 
own capital stock to such extent and in such manner and upon 
such terms as the Board of Directors shall deem expedient; 
but shares of such capital stock so purchased or acquired may 
be resold, unless such shares shall have been retired for the 
purpose of decreasing the Company’s capital stock as provided 
by law. 

With the assent in writing or pursuant to the vote of two-thirds 
of the capital stock issued and outstanding, the directors shall 
have power and authority to sell, assign, transfer, convey or 
otherwise dispose of the property and assets of this corporation as 
an entirety on such terms and conditions as the directors shall 
deem just and expedient. 

The Board of Directors from time to time shall determine 
whether and to what extent, and at what times and places, and 
under what conditions and regulations, the accounts and books 
of the corporation, or any of them, shall be open to the inspection 
of the stockholders, and no stockholder shall have any right to 
Inspect any account or book or document of the corporation, 
except as conferred by statute or authorized by the Board of 
Directors, or by a resolution of the stockholders. 

Subject always to by-laws made by the stockholders, the Board 
of Directors may make by-laws, and, from time to time, may 
alter, amend or repeal any by-laws; but any by-laws made by the 
Board of Directors may be altered or repealed by the stockholders 
at any annual meeting, or at any special meeting, provided notice 
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of such proposed alteration or repeal be included in the notice of 
the meeting. 

In Witness WuHEREoF, we have hereunto set our hands and 
seals the 26th day of June, 1902. 


Howarp K. Woop. [SEAL. ] 
KENNETH K. McLaren. [SEAL.] 
Donatp H. Mann. [SEAL. | 


Signed, sealed and delivered in the presence of 
Gro. R. BEAcH. 


County or Hupson. 

Be it remembered that on this 26th day of June, 1902, before 
the undersigned, personally appeared Howard K. Wood, Kenneth 
K. McLaren and Donald H. Mann, who, as I am satisfied, are 
the persons named in, and who executed the foregoing certificate, 
and I having first made known to them, and to each of them, the 
contents thereof, they did each acknowledge that they signed, 
sealed and delivered the same as their voluntary act and deed. 

Gro. R. BEACH, 
Master in Chancery of New Jersey. 


STATE OF NEw JERSEY, \ 
ss 


Endorsed: 
“Received in the Hudson Co. N. J. Clerk’s office June 26” 
A. D. 1902 and Recorded in Clerk’s Record No. on 
Page 


MavriceE J. STACK, 
Clerk.” 
“Filed June 27 1902 
S. D. Dicxrnson, 
Secretary of State. 


STATE OF NEW JERSEY. 
Department of State. 

ME ele cst oe wip tl stetoityialano > Sialen3 , Secretary of State of 
the 'State of New Jersey, do hereby certify that the foregoing is a 
truy copy of the Certificate of Incorporation of the AMERICAN 
STEEL FouNDRIES, as amended and in force at the date of this 
certificate, as the same is taken from and compared with the orig- 
inal Certificate of Incorporation and the amendments thereto 
filed in my office and now remaining on file and of record therein. 

In Testimony WuHEREoF, I have hereunto set my hand and 
affixed my official seal, at Trenton, this................. day of 
pe DL) Sek Oe ordia 


G. ev eleuselis, Siar elie) .¢ le. = xe) c) suistiemene 10) eis) ie) 6 


° Secretary of State. 


site Magis Silke elie ie, 0 fete) 6 81 6 8\ ¢°je <0) (@\.6, 6: 6:10 © “0,10 
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ForM 114 


CHARTER OF FIRE INSURANCE COMPANY OF CHICAGO 
Notice or INCORPORATION 


The following notice and copy of charter of the Fire Insurance 
Company of Chicago appeared in the Chicago Journal of Com- 
merce in compliance with the statutory requirements: 
Department of Trade & Commerce, 

Division of Insurance, 
Springfield, Illinois. 
We, the undersigned incorporators, 
James W. Knox, 246 Jackson Avenue, River Forest, Il. 
Eugene M. O’Callaghan, 1922 S. Turner Avenue, Chicago, III. 
Walter A. Freeman, 3136 N. Kilpatrick Avenue, Chicago, Il. 
Elmer J. O’Connell, 5419 W. Washington Boulevard, Chicago, Il. 
C. M. Gunsteens, 5249 Berteau Avenue, Chicago, III. 
William H. Greasley, 4717 N. Avers Avenue, Chicago, III. 
Frank L. Schaber, 2355 S. Kolin Avenue, Chicago, III. 
Victor E. Jorgensen, 28 Washington Boulevard, Oak Park, IIl. 
James Callahan, 4921 Sheridan Road, Chicago, IIl. 
George W. Brown, 3925 Janssen Avenue, Chicago, II]. 
Geo. L. Minster, 8727 S. Ada Street, Chicago, Ill. 
John J. Deneen, 6312 N. Paulina Street, Chicago, Ill. 
Ernst A. Lawrenz, 7328 S. Union Street, Chicago, Ill. 
S. P. Stephany, 2065 N. Leavitt Street, Chicago, Ill. 
Eugene F. Berg, 1506 Bryn Mawr Avenue, Chicago, IIl. 
hereby declare our intention to organize and incorporate a com- 


(Here follows a statement of the objects of the company iden- 
tical with those set forth in (a), (b), (c) and (d) in the charter 
repetition. ) 

We propose to and do hereby adopt the following charter: 
(1) The name of the company shall be Fire Insurance Com- 
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(2) The principal office of the company shall be located at 
Chicago, Illinois. 

(3) The corporate powers of the company shall be exercised 
by a board of directors of seventeen (17) members, at least a 
majority of which directors shall be citizens of the State of Illinois. 

The directors shall have the power to make, alter or amend 
by-laws not inconsistent with the constitution and laws of the 
State of Illinois, and for the government of the officers and con- 
duct of the affairs of the company. 

(4) The first board of directors shall be elected at the first 
meeting of the stockholders immediately after the completion of 
the organization of the company, and shall be divided into three 
equal classes, or as nearly equal as possible. The term of the 
first class shall expire at the next annual meeting of the stock- 
holders following the organization of the company; the term of 
the second class shall expire at the second annual meeting of the 
stockholders following the organization of the company; the term 
of the third class shall expire at the third annual meeting of the 
stockholders following the organization of the company; and at 
each such annual meeting one-third of the board of directors, or 
as many as there are in any one class, shall be elected and hold 
office for three (3) years, and until their successors are elected 
and qualified. In case of an increase or decrease in the number 
of directors, the additional or decreased number shall be divided 
among the respective classes so that the board of directors shall 
at all times be composed of three classes consisting as nearly as 
possible of equal numbers. The term of office of one class shall 
expire at each annual meeting. 

(5) In all elections for directors each stockholder shall have 
the right to vote in person or by proxy as provided by the by-laws, 
and each share of stock shall be entitled to as many votes as there 
are directors to be elected, in accordance with Article XI, Section 
3 of the constitution of the State of Illinois. 

(6) Vacancies in the board of directors shall be filled by a 
majority vote of the stockholders at the next annual meeting of 
the stockholders when directors shall be elected for the ensuing 
terms. 

(7) The capital stock of the company shall be Two Million 
Dollars ($2,000,000), divided into eighty thousand (80,000) 
shares of the par value of Twenty-five Dollars ($25) each. The 
manner of conducting the company shall be upon the stock plan. 

(8) The objects and purposes of the company shall be to make 
insurance on dwelling houses, stores and all kinds of buildings 
and upon household furniture and other property, against loss or 
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damage by fire, lightning and tornadoes, or either or any of said 
causes and the risks of inland navigation and transportation, as 
well as: 

(a) To make insurance upon property or any valuable 
interest therein against loss or damage caused by fire, light- 
ning or other electrical disturbances, earthquake, windstorms, 
cyclone, tornado, tempest, hail, frost, snow, ice, sleet, weather 
or climatic conditions, including excess or deficiency of mois- 
ture, flood, rain, or drought; a rising of the waters of the 
ocean or its tributaries, bombardment, invasion, insurrection, 
riot, civil war or commotion, military or usurped power, 
explosion, other than the explosion of steam boilers, or the 
breaking of fly wheels; against loss or damage from any 
cause to trees, crops and farm products, and against loss or 
damage to property from any casualty, power to insure 
against which is not expressly conferred by other provisions 
of this charter. 

(b) To make insurance against loss or damage to property 
and against the liability of the insured for loss or damage to 
the property of others caused by water entering through 
leaks or openings in buildings or from the breakage or leakage 
of sprinklers, pumps, water pipes, plumbing and all tanks, 
apparatus, conduits and containers designated to bring water 
into buildings or for its storage or utilization therein; or 
caused by the falling of a tank, tank platform or supports, and 
against loss or damage from any cause to such sprinklers, 
pumps, water pipes, plumbing, tanks, apparatus, conduits, 
or containers. 

(c) To make insurance upon teams, automobiles and all 
vehicles, airplanes, seaplanes, dirigibles and other aircraft— 

(1) Against all loss or damage to the same, their fit- 
tings and contents from any cause, including the hazards 
of burglary, theft or other criminal act, vandalism or ma- 
licious mischief. 

(2) Against loss or damage to property, including 
legal liability therefor, caused by the operation, mainte- 
nance and use of the same. 

(d) To make insurance against loss or damage to vessels, 
craft, aircraft, automobiles and vehicles of every kind (ex- 
cluding automobiles operating under their own power.or while 
in storage not incidental to transportation) as well as all 
goods, freights, cargoes, merchandise, effects, disbursements, 
profits, moneys, bullion, precious stones, securities, choses in 
action, evidences of debt, valuable papers, bottomry and 
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respondentia interests, and all kinds of property and interests 
therein in respect to, pertaining to or in connection with any 
or all risks or perils of navigation, transit or transportation, 
including war risks, on or under any seas or waters, on land 
or in the air, or while being assembled, packed, crated, baled, 
compressed or similarly prepared for shipment or while 
awaiting the same, or during any delays, storage, trans-ship- 
ment or re-shipment incidental thereto; including marine 
builders’ risks, war risks; and for loss or damage to persons 
or property in connection with or appertaining to marine, 
inland marine, transit or transportation insurance including 
loss or damage to either, arising out of or in connection with 
the construction, repair, operation, maintenance or use of the 
subject matter of such primary insurance (but not including 
life insurance or surety bonds) ; but except as herein specified 
shall not mean insurances against loss by reason of bodily 
injury to the person. 


(9) The affairs of the company shall be administered by offi- 
cers of the company to be elected annually by the directors at 
the first meeting of the directors after the annual meeting of the 
stockholders, which officers shall be provided for by appropriate 
by-laws. If the office of any officer becomes vacant for any cause 
the beard of directors may fill such vacancy. 


(10) A majority of the directors shall be citizens of the State 
of Illinois, and each director shall be the owner in his own right 
of at least Five Hundred Dollars ($500) worth of the stock of 
the company at its par value. 


(11) The fiscal year of the company shall commence on Jan- 
uary first and shall terminate on December thirty-first of each 
year. 


(12) The duration of the company shall be thirty (30) years. 


In Witness WHEREOF the undersigned corporators have ex- 
ecuted this declaration on this roth day of January, A. D. 1928. 


James W. KNox JAMES CALLAHAN 
EucENE M. O’CALLAGHAN GrEorRGE W. Brown 
Wa ter A. FREEMAN Gero. L. MINSTER 
ELMER J. O’CONNELL JoHN J. DENEEN 
C. M. GuNSTEENS Ernst A. LAWRENZ 
Wititiam H. GREASLEY S. P. StTEPHANY 
FRANK L. SCHABER EUGENE F. BeErc. 


Victor E. JORGENSEN 
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ForM 115 


Tur CHARTER OF GENERAL ELECTRIC COMPANY, REPRODUCED 
BELow, ILLUSTRATES INCORPORATION BY SPECIAL 
Act oF LEGISLATURE 


CHARTER 
In Effect April 15, 1892 
An Act to Incorporate the General Electric Company 


Chapter 323, Laws of 1892, as amended by Chapter 181, Laws 
of 1922, State of New York 

SEcTION I. Joseph P. Ord, S. Endicott Peabody, Frank S. 
Hastings, James Jackson, S. Dana Green and Eugene Griffin, 
their associates and successors and assigns are hereby constituted 
a body corporate under the name of “General Electric Company,” 
and as such, are authorized to carry on business for the following 
purposes, or any of them: The manufacturing, buying, selling, 
leasing and using of machinery, generators, motors, lamps, appa- 
ratus, devices, supplies, and articles of every kind appertaining 
to or in any wise connected with the production, use, distribution, 
regulation, control or application of electricity or electrical 
apparatus for the purpose of light, heat, power, locomotion, tele- 
phony, telegraphy, metallurgy, or for any other use or purpose; of 
constructing, acquiring, using, selling, buying or leasing any works, 
construction or plant, or part thereof, connected with or involving 
such use, distribution, regulation, control or application of elec- 
tricity, or the control or use of electrical apparatus for any purpose; 
and of producing, furnishing and supplying electricity or electrical 
apparatus in any form and for any purpose whatsoever, and gen- 
erally to manufacture, buy, sell, lease and use machines, engines, 
mechanical devices and articles of every other character, and to 
carry on a general manufacturing business. Of acquiring by 
purchase or otherwise, and of owning, using, selling, granting, 
assigning and licensing others to use, letters patent, patent rights, 
inventions, processes and contrivances relating to electrical 
apparatus, and the production or application of electricity for the 
purpose of light, heat, power, locomotion, telegraphy, telephony, 
metallurgy or any other purpose, or any such letters patent or 
patent rights, inventions, processes or contrivances which may be 
praia nat pene with any such use or application 
nae eee mie Sean apparatus; and in consideration of any 
ee een ee aoe or assignment, of receiving royalties, 
, bonds or other securities of any other 
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corporation, or any other consideration and of contracting therefor. 
Of acquiring, owning, holding, buying, selling, pledging and 
disposing of shares in the capital stock, and the bonds or other se- 
curities of any corporation owning, leasing, using or employing any 
letters patent or patent rights relating to or in any way connected 
with electrical apparatus or the application or use of electricity in 
any form, or suitable for any portion of the business of this com- 
pany, and the stocks, bonds and other securities of any corporation 
owning, leasing, manufacturing, purchasing, using or employing 
any machinery, apparatus, devices, materials, or other property 
of any kind relating to electrical apparatus, or the use, distribu- 
tion or application of electricity for any purpose, or for use in 
connection therewith, or necessary for the business of this com- 
pany; and in respect of such shares of capital stock, of exercising 
all the rights, powers and privileges which a holder, being a nat- 
ural person might have or exercise. Of constructing, purchasing, 
operating, leasing and selling for itself or others, manufactories or 
other properties suitable for any of the foregoing objects; of 
acquiring, holding, using and conveying in this state, and in any 
and every state, territory, district or country in which the corpo- 
ration may carry on business, such real and personal estate, 
property, rights, privileges, consents and franchises as the purposes 
of the company, or the convenient transaction of its business may 
require; of investing the funds of the company in stock, bonds or 
securities of any other corporation owning any such lands or other 
property; and to mortgage any part of its real or personal estate 
with or without its franchises, to secure the payment of any debts, 
obligations or liabilities incurred by it in its business, as its board 
of directors may direct, under and pursuant, and subject to the 
provisions of its by-laws made in relation thereto. Said company 
may borrow money, incur debts and liabilities and issue its bonds 
or obligations therefor, to such amounts, at such rates, and on 
such terms as its board of directors may from time to time direct, 
and secure the payment of the same so above provided. Nothing 
in this act contained shall be construed to confer upon the cor- 
poration hereby created any authority to construct, maintain or 
operate any telegraph or telephone line, or lines for the use, dis- 
tribution or application of electricity for any purpose in any of 
the streets or highways within the limits of this state, or right to 
use said streets or highways for any purpose whatever. 

SECTION 2. The rights, powers and privileges herein granted 
to said corporation shall not be controlled, limited or restricted 
by any existing statute or law of this state; but so far as such 
statute or statutes or law are, or might otherwise be inconsistent 
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with the provisions of this act, or any of them, they are and shall 
be deemed to be altered and amended so far as they are or might be 
applicable to said corporation, so as to conform to the provisions of 
this act, which provisions shall be in lieu of all provisions in said 
statutes relating to the same subject-matters. Except as last 
above provided, and except upon subjects of matters relating to 
which special provision is made in this act, the said corporation 
shall be subject to and governed by the general provisions of the 
law of this state applicable thereto. 

SECTION 3. The capital stock with which said company shall 
commence business shall be one hundred thousand dollars di- 
vided into one thousand shares, each of one hundred dollars. The 
said capital stock may be increased from time to time by the 
vote of the holders of two-thirds of the then existing capital stock, 
in person or by proxy, at a meeting of the stockholders duly called 
for that purpose, to such an amount as may be determined neces- 
sary for the company’s business; any such meeting to be held upon 
a notice given to the several stockholders not less than ten days 
before the day of the meeting, by delivering the same personally 
or mailing the same, postage prepaid, to the respective stockholders 
at their last known residence or place of business, provided a 
certificate of such increase, signed and sworn to by a majority of 
the directors, and the president and secretary of said corporation 
shall be filed in the office of the secretary of state, and a duplicate 
thereof in the office of the clerk of the city and county of New 
York. Said corporation, notwithstanding any other provision of 
law, may issue one or more classes of preferred stock, having a 
par value of not less than ten dollars and not more than one 
hundred dollars per share, which preferred stock shall not entitle 
any holder thereof to vote at any meeting of stockholders or elec- 
tion of the company or to otherwise participate in any action 
taken by the corporation or stockholders except as expressly 
authorized at its issue by the corporation; and if so authorized, 
such vote shall be on the basis of one vote for each one hundred 
dollars of par value of preferred stock. Each share of common 
stock shall entitle the holder thereof to one vote at all meetings of 
stockholders and at all elections of the company. The capital 
stock of said corporation may be issued or caused to be issued by 
its directors, for money, labor done, or property actually received 
for the use and lawful purposes of such corporation, at its fair 
value, subject to such restrictions as may be provided in the by- 
laws of said company. The holders of any stock so issued shall 
not be subject to any liability upon the same, or by reason of 
being such stockholders; except that such stockholders shall 
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jointly and severally also be personally liable for all debts due 
and owing to any of its laborers, servants or employees other than 
contractors, for services performed by them for such corporation. 
Before such laborer, servant or employee shall charge such stock- 
holder for such services, he shall give him notice in writing within 
thirty days after the termination of such services that he intends 
to hold him liable, and shall commence action therefor within 
thirty days after the return of an execution unsatisfied against the 
corporation upon a judgment recovered against it for such services. 
No person holding stock in said corporation as collateral security 
or as executor, administrator, guardian or trustee, unless he shall 
have voluntarily invested the trust funds in such stock shall be 
personally subject to liability as stockholder, and no stockholder 
of said corporation shall be liable for any such debt due to a 
laborer, servant or employee, if he shall neglect to bring suit 
against the corporation for such debt within three months after 
the termination of such services. 

SECTION 4. The stock, property and affairs of said corporation 
shall be managed by a board of. directors consisting of not less 
than three nor more than thirteen, as may be provided by the by- 
laws to be adopted by said corporation.t. All vacancies happening 
in such board may be filled as may be provided in such by-laws. 

SECTION 5. The persons first above named, and such other 
persons as shall be elected or appointed in accordance with the 
by-laws of said corporation shall be the first directors of said cor- 
poration, and their term of office shall continue until the first day 
of February, eighteen hundred and ninety-three, and until others 
shall be chosen in their place. On or after the first day of Febru- 
ary, eighteen hundred and ninety-three, the board of directors 
of said corporation shall be elected annually at a meeting of the 
stockholders thereof to be held at such time and place as the 
corporation by its by-laws may appoint. 

Section 6. The said board of directors appointed by and under 
the provisions of this act for the first year, may adopt by-laws 
not inconsistent with this act, or with the laws of this state for 
the regulation of a corporation. The said by-laws may be altered, 
amended or repealed by a vote of the holders of a majority of the 
stock, represented in person or by proxy, at any meeting of said 
stockholders duly called. 

Section 7. The annual report, if any, at any time required 
to be filed by such corporation under the general laws of this state, 
or any of them, shall state: 

1. The amount of its capital stock actually issued. 


1See Chap. 320, Laws of 1903; also Sec. 35, Stock Corporation Law. 
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2. The amount of its debts, or an amount which they shall not 
exceed. seule 

3. The amount of its assets, or an amount which its assets 
shall at least equal. Such report shall be signed, verified and filed 
in the manner and within the period required by the general laws 
applicable thereto. In case the directors shall fail so to file any 
such required report, the directors who shall have neglected or 
refused to make and file the same and who shall also have neglected 
or refused to make or file any alternative individual report, as per- 
mitted by general law, shall be jointly and severally liable, as pro- 
vided by general law, and every officer and director of such cor- 
poration signing any certificate, report or public notice required 
by law which shall be false in any material representation, shall 
jointly and severally be personally liable to the creditors of the 
company for any damages caused to them thereby. There shall 
be a president, secretary and treasurer of such corporation, and 
such other officers as shall be provided by its by-laws. The presi- 
dent shall be selected by, and from, the directors. The other offi- 
cers shall be elected or appointed, and have such qualifications as 
may be provided by the by-laws of the corporation. The directors 
of said corporation shall keep, or cause to be kept, at its office 
books of account of its business and transactions, and a book to be 
known as the “stock book,” containing the names alphabetically 
arranged of all persons who are, or within two years have been 
stockholders of the corporation, showing their places of residence, 
the number of shares of stock held by them respectively, and the 
time when they respectively became the owners, and the time when 
the same was transferred to them respectively on the books of the 
company. The stock book of such corporation shall be open daily 
during business hours for the inspection of its stockholders and 
creditors who may make extracts therefrom. 

SECTION 8. The directors of said corporation may declare and 
cause to be paid dividends in money or property, but only from 
the net profits of its business. 

SECTION 9. The said corporation may go into liquidation, and 
may wind up its affairs and business, and may sell, convey and 
dispose of all its property upon the consent thereto of its stock- 
holders holding two-thirds of all its capital stock, such consent 
to be given at a meeting of said stockholders duly held for that 
purpose; and the board of directors, or such other officers or per- 
sons as may be authorized and directed by a vote of its stock- 
holders owning two-thirds of its capital stock shall be duly 
authorized as trustees to so dispose of the property of said corpora- 
tion, and liquidate and wind up its affairs and business. 
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SECTION 10. The said corporation shall not commence busi- 
ness until it shall have paid to the treasurer of this state the sum 
of ten thousand dollars as a franchise tax, and it shall thereafter, 
from time to time, pay such further sum to the said state treasurer 
as shal] make the aggregate sum so paid by it to the state treasurer, 
equal at all times to one-twentieth part of one per centum upon its 
existing capital stock. This act shall not be construed as granting 
to the corporation hereby created, the right to create or maintain 
any monopoly, or unlawful combination in restraint of trade. 

SECTION 11. This act shall take effect immediately. 


Vil 


STOCKHOLDERS 


1. Liability of Stockholders 


In practically all states stockholders are liable only to the 
extent of the par value of the stock held by them. When this 
is fully paid in money, property or services their liability 
ceases. States may, however, by statute or constitutional 
provision, increase this liability. In one state, California, 
there exists a constitutional provision to the effect that each 
stockholder is liable not merely for the unpaid part of his 
subscription but also for his proportionate share of corporate 
indebtedness incurred during the period he is a stockholder, 
his share being such part of such total indebtedness, as the 
number of shares he owns bears to the total capitalization of 
the corporation. Const., Art. 10, sec. 3. In Minnesota the 
constitution makes stockholders of all corporations, except 
those organized to engage in manufacturing and mechanical 
business, liable, in case of insolvency, to an amount in excess 
of the par or fixed value of the capital stock equal to such 
par or fixed value. Const., sec. 3, as amended 1908. 

In several states stockholders are held personally liable 
for wages due by their corporation to servants. As a rule 
the courts interpret the word “servants” narrowly, including 
only those performing menial or manual work. 

The limited liability of stockholders is an inherent right 
arising out of the fact of their incorporation and need not be 
specifically granted by constitution or statute. Statutory 
enactment is necessary only when it is desired to increase the 
liability of stockholders beyond that which is customary. 
“This is called statutory liability of stockholders. It rarely 
exists as regards stockholders in railroad corporations, but 
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frequently exists in the case of manufacturing and various 
other corporations, and nearly always exists as against stock- 
holders in banks and trust companies.” Cook, Corporations, 
Arts, 212, 213, 8th ed. Such statutory liability may be 
imposed by constitutional provision, statute or charter. 
Where the constitutional provision or statute creating such 
statutory liability goes into effect previous to the time of 
creation of the corporation there is no question as to its 
effect; but where the corporation was in existence at the 
time of such change in the constitution or statute the effect 
is doubtful. See Cook, Corporations, Art. 497, 8th ed. 

In case of moneyed corporations, banks, trust companies 
and so on, the statutory liability is usually equal to the par 
value of their stock. 

The liability of subscribers for the unpaid portions of their 
subscriptions is provided for by statute in most states, but it 
exists regardless of such statutory provision. In those states 

. where provision exists in the statutes to the effect that stock 
may be subscribed for at less than par value, provision may 
also be found limiting the liability to the price agreed to be 
paid for the stock. 

In case of no-par value stock it is customary to limit the 
liability of stockholders to whatever amount may be de- 
termined to be the proper price at which such stock is to 
be sold. 

The liability of subscribers holds up to the par or fixed 
value of the stock even though the corporation releases them 
from such liability. Randall Print. Co. v. Sanitas Mineral 
Water Co., 120 Minn. 268. 

The constitutional and statutory provisions above dis- 
cussed apply to all classes of capital stock alike unless one 
or more classes are exempted by a provision which can be 
enforced. 

All provisions creating liabilities in excess of the par or 
fixed value of stock are contrary to the common law, hence 
are strictly construed. Thus all corporations are regarded 
as exempt therefrom which are not specified in the law. 
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Care should be taken in interpreting statutory provisions 
imposing liabilities upon stockholders additional to that 
created by the common law. Thus, in Colorado, the statu- 
tory liability of stockholders was placed at “double the 
amount of the par value of the stock owned by them, re- 
spectively.””’ The court held this to constitute a triple lia- 
bility, i. e., a double liability additional to the subscription 
liability. Zang v. Wyant, 25 Colo., 551. For a similar 
decision in Maryland see Murphy v. Wheatley, 102 Md. sot. 

Creditors of a corporation may by contract waive their 
right to collect from stockholders debts which the corpora- 
tion cannot pay. Bush v. Robinson, 95 Ky. 492. 


2. National Banks 


Stockholders in national banks are liable in double the 
par value of their stock. In addition, if at any time the 
capital stock is reduced through losses, the comptroller may 
compel the bank to discontinue business unless the stock- 
holders submit to a sufficient assessment to make up the loss. 
U. S. Rev. Stat. Art. 5205. It is for the stockholders, not 
the directors, to determine whether an assessment shall be 
levied to make up the loss. Commi. etc. Bk. v. Weinhard, 
192 U.S. 243. The double liability, however, is fixed by the 
comptroller of the currency and he possesses absolute author- 
ity to determine when and to what extent the stockholders’ 
liability shall be enforced. King v. Armstrong, 50 Ohio 
mli222. 


3. Nature of Stockholders’ Liability 


Since the liability of stockholders for their unpaid sub- 
scriptions is to the corporation, corporate creditors must 
proceed against the corporation before they can take action 
against the stockholders. The corporate treasury is the 
primary source of funds for payment of corporate debts 
and its resources must first be exhausted. Thereafter it is 
proper to proceed against any stockholder who has not paid 
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his capital stock in full. There is an exception to the rule 
where proceedings against the company would be useless 
because of its hopeless condition of insolvency, or if it has 
been discharged in bankruptcy. Firestone, etc. Co. v. 
Agnew, 194 N. Y. 165. The liability of the stockholder is 
determined by the law of the state where the corporation is 
chartered, not by that of the state where the hearing is held. 
Southworth v. Morgan, 205 N. Y. 293. 


4. Statute of Limitations 


In case the creditor proceeds directly against the stock- 
holder without first obtaining judgment against the corpo- 
ration, the statute of limitations begins to run when the debt 
matures against the corporation. Boyd v. Mut. Fire Assn., 
116 Wis. 155. If, however, judgment must first be secured 
against the corporation, the statute of limitations begins to 
run only after it is determined what portion of the corpo- 
rate debt remains unsatisfied. Handy v. Draper, 89 N. Y. 
334. The statute of limitations applicable in such cases is 
the one applicable to any ordinary contract. Consequently 
suit must be brought, ordinarily, within six years from the 
date when the cause of action accrues. 


5. Liability of Pledgees, Trustees, Etc. 


In general, the person shown on the corporate books as 
the legal owner of stock may be held for any statutory 
liability thereon. He is the stockholder of record. Thus a 
trustee of stock whose name appears on the corporate records 
as a stockholder is liable thereon in the same sense as if he 
were the owner, even though his name is recorded on the 
books as that of a trustee. Moreover, under the common 
law, his liability is not limited to the amount of the property 
held in trust, although in some states it is so limited by 
statute. The cestui que trust cannot be held liable by either 
the corporation or its creditors, but he is liable to the trustee, 
being bound to repay any debts which the trustee may have 
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been required to pay for his benefit, unless the trustee has 
specifically agreed not to hold the cestus que trust liable. 


6. Contribution Among Stockholders 


Since it is not necessary that a creditor proceed against all 
the stockholders for the satisfaction of a debt, any stock- 
holder thus levied on has recourse to the remaining stock- 
holders for contribution. 


7. Stockholders Liable as Partners 


In addition to a stockholder’s liability for unpaid assess- 
ments on his stock and possibly for certain statutory 
liabilities over and above this, he may, through accident, 
error, neglect, or otherwise, become liable as a partner. As 
a rule, however, parties who deal with a corporation as such 
are estopped from denying its corporate existence on the 
ground that it was not organized in accordance with all legal 
requirements. There may have been omissions and irregu- 
larities in incorporating and organizing the company, yet it 
will be regarded as a de facto corporation if there was a law 
authorizing it and if an attempt was made to follow out the 
requirements of this law. Imperial Bldg. Co. v. Chicago, etc., 
238 Ill. 100. “No one can question the regularity of the 
incorporation except the state, where the statutes allow 
incorporation, and the company has endeavored to incorpo- 
rate and is actually acting as a corporation.” Leader Realty 
Co. v. Lakeview Land Co., 127 La. 1059. 

Since no business can be incorporated unless there is a 
law authorizing the incorporation of that kind of business, 
those who attempt to carry on under the corporate form a 
business which cannot be incorporated will be held liable 
as partners. Likewise the members may be held liable as 
partners if they undertake to do things not authorized by the 
charter. A rifle club attempted to incorporate for “literary, 
scientific and charitable purposes.” A man was killed by - 
a bear kept by the club. The members were held individually 
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liable to his widow for damages. Vredenburg v. Behan, 
33 La. Ann. 627. 


8. How Transfer Affects Liability 


Since shares of stock are frequently transferred from one 
party to another it is necessary to determine with whom any 
liability for unpaid assessments or for statutory liability 
rests. As a rule, when a transfer of stock is in good faith 
and is properly recorded on the books of the issuing com- 
pany, the liability for uncalled assessments on the subscrip- 
tion price passes to the transferee. No transfer is complete 
until recorded in the books. This rule is frequently changed 
by statutory enactment to the effect that both transferor 
and transferee are liable. Thus under the constitution of 
Nebraska (Art. XII, Sec. 4) both parties are made liable, 
the provision being to the effect that “the original sub- 
scribers thereof shall be individually liable” and “the liability 
for the unpaid subscription shall follow the stock.” 

Where the party purchasing stock does so in ignorance 
of the fact that it is not fully paid up, the general rule is that 
he cannot be held liable for unpaid assessments. This rule 
may be changed by statute, however. Especially is it true 
that the purchaser will not be held liable if the stock cer- 
tificate is marked full paid. Either the liability then remains 
in the transferor or it is lost. Clark v. Johnson, 245 Fed. 442. 

For calls made before the stock is transferred the trans- 
feror is liable; for those made afterwards the transferee is 
liable, in the absence of contrary statutory provision. 

Where failure to transfer the stock on the corporate books 
is due to the negligence of the corporation, the transferor is 
not liable. Isham v. Buckingham, 49 N. Y. 216. 

With reference to the determination of liability of trans- 
feror and transferee, time is a factor. There are three 
periods to be considered in the life of a corporate debt: 

1. The date the contract is made incurring the debt. 

2. The date the debt becomes due. 

3. The date suit is brought by creditors to collect the debt. 
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At which one of these dates must a stockholder be regis- 
tered to be held liable? The answer to this question 
sometimes determines whether the transferor or the trans- 
feree will be held. The answer is sometimes found in the 
statutes. In Massachusetts, under a statute rendering the 
original stockholders, their successors, assigns and the mem- 
bers of the corporation liable, the court held that liability 
attached only to such persons as were members at the time 
payment was refused. Bond v. Appleton, 8 Mass. 472. The 
words of the statute control. In Kansas the law provides 
that “a bona fide transfer terminates the liability of the 
transferor either to the company or to the creditors.” It was 
held that the liability attaches to the “persons only who are 
stockholders at the time the execution against the property 
or effects of the corporation is found to be effectual.” Van 
Denmark v. Barons, 52 Kan. 779 (1894). To be held liable 
in Kansas it is not necessary that one be a stockholder at the 
time the debt is incurred. R. J. etc. Co. v. Moulton, 82 
Fed. 979. 

Where some delay occurs between the date of sale and the 
date of registry of the transfer on the corporate books, the 
transferor remains liable on his statutory liability up to the 
date of transfer on the corporate books. The corporate 
creditor, to ascertain who are the stockholders to be sued, 
may depend exclusively on the corporate stock records. 
Magruder v. Colston, 44 Md. 349. 

The transferee becomes duly liable as soon as his name is 
entered on the stock registry of the corporation. In case of 
statutory liability attaching to stock, the transferee becomes 
liable thereon even though it existed before he bought the 
stock. This rule may, of course, be modified by statute. 

Sometimes, to enable the stockholder to escape liability, 
shares in an insolvent enterprise are transferred to a person 
who is irresponsible financially. Such a transfer may be 
voided by either the creditors or the other stockholders. 
Complication may arise, however, when an attempt is made 
to prove that the stockholder knew that the concern was 
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failing and that the transfer was not in good faith. The 
transfer may be made Sa three weeks before the corpora- 
tion goes into the receiver’s hands, yet be held valid and the 
transferor be freed from liability. Earle v. Carson, 188 
Ur Sua2: 


g. Assessments on Full-Paid Stock 


Since contributions cannot be exacted from stockholders 
who have paid the par or fixed value of their stock, assess- 
ments upon full-paid stock are usually in the nature of 
agreements between the corporation and the stockholders. 
It is possible to modify this situation by passing laws making 
further assessments mandatory, but to do so is contrary to 
the theory upon which limited liability of stockholders is 
based. 


10. Liability on Watered Stock 


Watered stock arises where stock is issued without suffi- 
cient value in the assets to justify the capitalization. The 
most common method of creating watered stock is by issuing 
stock for property accepted in payment at an overvaluation. 
Other ways are by issuing stock as a bonus or as a dividend, 
in either case without sufficient value in the balance sheet 
to justify such issue. The courts hesitate to question prop- 
erty valuations unless they are grossly excessive; neverthe- 
less there is a growing tendency to disallow them where they 
are evidently fraudulent. The corporation directors are 
responsible for the valuation placed on property received in 
payment for stock, and it is their duty to see that property 
so accepted is conservatively valued. 

A transaction involving the issue of watered stock is 
binding on the corporation as well as on the participating 
stockholders, but not on dissenting stockholders. Scovill v. 
Thayer, 105, U.S. 143. Such a transaction is a fraud upon 
creditors, and should the corporation become insolvent the 
holders are liable to creditors up to the par value of the 
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stock. They are not liable, however, to those who become 
creditors before the stock was issued or to those who become 
creditors with a knowledge that the stock had been watered. 

A distinction has been made between original issues of 
capital stock and those made to increase the capital stock, on 
the one hand, and those issues made to pay debts or to 
secure money to recoup current or accumulated losses. In 
the former cases the rule that purchasers of stock are liable 
up to the par value of such stock is strictly adhered to. In 
the latter, if the transaction is not secret or fraudulent, the 
purchasers may not be held liable for more than they pay 
even though less than the par value of the stock. Clark v. 
Bever, 139 U.S. 96. It should be noted that such issues are 
not intended to create a larger capital, but are emergency 
issues. In Handley v. Stutz, 139 U.S. 417, the court said: 

To say that a corporation may not, under the circumstances 
above indicated, put its stock upon the market, and sell it to the 
highest bidder, is practically to declare that a corporation can 
never increase its capital by a sale of shares, if the original stock 
has fallen below par. . . . It frequently happens that corpo- 
rations as well as individuals, find it necessary to increase their 
capital in order to raise money to prosecute their business success- 
fully, and one of the most frequent methods resorted to is that 
of issuing new shares of stock and putting them upon the market 
for the best price that can be obtained; and, so long as the trans- 
action is bona fide, and not a mere cover for “watering” the stock, 
and the consideration obtained represents the actual value of such 
stock, the courts have shown no disposition to disturb it. Of 
course, no one would take stock so issued at a greater price than 
the original stock could be purchased for, and hence the ability 
to negotiate the stock and to raise the money must depend upon 


the fact whether the purchaser shall or shall not be called upon 
to respond for its par value. 


In some states there is statutory provision to the effect 
that property or services must be exchanged for stock at 
their money value. In any case, however, either intentional 
overvaluation or actual fraud must be shown in order to 
hold the stockholders liable to creditors on the ground that 
the stock is but partly paid up. Overvaluation due to inac- 
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curate judgment is not sufficient. Coit v. Amalgamating Co., 
119 U.S. 343. Some decisions go so far as to maintain that 
fraudulent intent must be shown in any event, but this is 
not the usual construction. 

Some of the states have passed laws prohibiting stock- 
watering. A frequent provision is that corporations shall 
not issue stock except for labor, services, money or property. 
Thus in Arkansas a constitutional requirement is that “no 
private corporation shall issue stocks or bonds except for 
money or property actually received or labor done, and all 
fictitious increase of stock or indebtedness shall be void.” 
Similar provisions exist in California and Illinois. In inter- 
preting such laws the attitude of the courts generally is that 
they are intended to prevent fraud but not to prevent the 
sale of stock below par value where the transaction is open 
and the purpose legitimate. 


11. The Right to Vote 


The right to vote is incidental to the ownership of corpo- 
rate stock, and the stockholder cannot be deprived of this 
right unless there is express provision to that effect in the 
charter of the corporation, or unless there is some special 
agreement affecting his shares. It is the attitude of courts 
that this right to vote should be carefully protected, because 
it is an important property right, to be deprived of which 
would cause serious injury to the stockholder. 

This does not mean that all stockholders possess the right 
to vote. If one buys stock which was issued with the provi- 
sion that the owner could not exercise the right to vote, this 
arrangement holds. Frequently corporations, after their 
organization, issue stock which is deprived of the right to 
vote, permission to do so having been granted in the charter 
and a stipulation to that effect usually appearing in the 
stock certificate. However, once a stockholder possesses 
the right to vote he cannot be deprived of it, even with his 
own consent, by any action of the directors or stockholders. 
Neither can his proportionate interest be changed, for if 
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the stock of the corporation is increased he has the right to 
buy his proportionate part of the new shares. Likewise if a 
reduction of capital stock is to be effected his proportionate 
interest must be maintained. 

Under the common law a stockholder possesses but one 
vote, regardless of the number of shares of stock he owns. 
Practically every state has modified this rule by enactment 
of statutes, whereby a stockholder is enabled to cast a vote 
proportionate to the number of shares he owns, the custom- 
ary arrangement being to give him one vote for each share 
of stock owned. So long as the statutory provisions are 
followed, such provisions regulating voting may be placed 
in the charter or by-laws as are desirable, except, of course, 
that nothing said in the by-laws may conflict with the 
charter. 

Although a stockholder cannot be deprived of the right 
to vote, even with his own consent, this does not prevent all 
of a given class of stockholders being deprived of this right 
if they consent. Commonwealth v. Detwiller, 131 Pa. St. 
614. Alteration of voting rights of a given class of stock- 
holders can be accomplished by a majority vote of the other 
stockholders only if they are empowered so to do by statute. 
Taylor v. Griswold, 14 N. J. L. 222. 


12. Statutory Regulation of Voting Right 


In some states special statutory provisions will be found 
regarding the right to vote. In Illinois at the election of 
directors stockholders are empowered to “vote in person 
or by proxy for the number of shares of stock owned by the 
holder for as many persons as these directors to be elected, 
or to cumulate such shares and give one candidate as many 
votes as the number of directors multiplied by the number 
of shares of stock shall equal, or to distribute them on the 
same principle among as many candidates as the holder 
shall think fit.” Rev. Stat., 1927, Ch. 32, Art. 50. In 
Maine there exists statutory provision to the effect that the 
number of votes given stockholders may be indicated in the 
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by-laws. In any event the local statutes should be consulted 
to determine the voting rights and limitations to be found 
therein. 


13. Who Exercises the Right to Vote 


In general, the stockholder exercises the right to vote at 
meetings, providing he has complied with any special stat- 
utory requirements. Thus in Illinois he cannot vote if his 
stock is not full paid, or if his stock has been transferred 
upon the corporation books within 10 days next preceding 
the date of such meeting. Rev. Stat., 1927, Ch. 32, Art. 47. 
All stockholders, both common and preferred, possess the 
right to vote, unless a given class has been expressly denied 
such right. The subject matter upon which stockholders 
may vote consists of everything which should fittingly be 
brought before stockholders’ meetings, including the election 
of directors, the amendment of the charter, the passage of 
by-laws, and so on. 

When stock is held in trust the trustee naturally exercises 
the right to vote since the stock stands in his name on the 
books. In doing so he must protect the interests of the 
beneficiary. The beneficiary may secure the right to vote by 
having the stock transferred to his own name, providing there 
are no obstacles to such transfer. Hoppin v. Buffum, 9 
Ree 513: 

In some states express statutory provision will be found 
giving trustees the right to vote stock at all meetings. 

As between pledgor and pledgee, the former retains the 
right to vote until the pledgee’s title is perfected. McDaniels 
v. Mfgr. Co., 22 Vt. 274. Ordinarily the right to vote will 
rest with pledgees as soon as the transfer is accomplished on 
the stock records. In some states, however, the pledgee may 
be required to give to the owner a proxy, while in other 
states the owner retains the right to vote if it appears on the 
stock records that the transferee is also a pledgee. The law 
of Illinois provides that “Each person who shall pledge his 
stock may, unless otherwise provided in the agreement of 
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pledge, vote as a stockholder.” JU. Rev. Stat., 1927, Ch: 32, 
Art. 45. 

A corporation which holds its own stock cannot vote it; 
but if it holds the stock of another corporation, it may vote 
it through some authorized agent. The right to vote the 
stock of another corporation is incidental to the ownership 
thereof. The law of Illinois provides that: “Corporations 
holding shares in another corporation may vote the same by 
such officer, agent or proxy as the board of directors may 
appoint, or as the by-laws may prescribe.” JU. Rev. Stat., 
@hi32) Art.(46- 

Where shares are owned jointly, unless all parties can 
come to an agreement, they cannot be voted at all. Tunis v. 
RA RACO WIA Pa. ate 70. 

The fact that a shareholder has a personal interest in 
some matter coming before a stockholders’ meeting does not 
disqualify him from voting. He does not represent the com- 
pany, but acts exclusively in his own interest. 


14. Manner of Voting 


The manner of voting at stockholders’ meetings may be 
prescribed by statute, charter or by-laws. When not so 
prescribed, voting should be so carried on as to meet the 
requirements of good parliamentary practice. As a rule 
some provisions relative to methods of voting will be found 
in the by-laws. Thus the by-laws of the General Electric 
Company require that “the polls for the reception of votes 
shall remain open at least one hour. The inspectors shall 
receive the votes, shall canvass them immediately after the 
polls are closed, and shall thereupon declare the result and 
certify the same in writing to the Secretary of the Company.” 

Where statutory requirements relative to voting exist they 
must be followed carefully. In Illinois such requirements 
exist in considerable detail. Thus it is provided that “the 
stock ledger or transfer book shall be the only evidence as 
to who are the stockholders entitled to vote at any meeting 
of the stockholders thereof.” ll. Rev. Stat., Ch. 32, Art. 44. 
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Also, “a majority of the capital stock outstanding represented 
in person or by proxy shall constitute a quorum at all stock- 
holders’ meetings.” Zl. Rev. Stat., Ch. S2 ATT) 30! 

The stock records are prima facie evidence of the right of 
those whose names are found therein to vote. In some states 
they are made conclusive evidence thereof by statute. Some- 
times charter or by-law provision occurs to that effect. 


15. Voting by Proxy 


Under the common law a stockholder must vote in person, 
or not at all. Consequently voting by proxy is possible only 
when made so by statute, charter, or by-laws. Although 
there is some doubt as to the capacity of a corporation to 
enact by-laws thus contrary to the common law the weight 
of authority seems to be favorable thereto. Detwiller v. 
Com., 131 Pa. St. 614. In nearly all states the matter will 
be found covered by statute. Voting by proxy may even 
arise from usage. Re Tidewater Coal Exch., 280 Fed. 638. 
A proxy is a power of attorney given by the legal owner of 
stock to some other party, authorizing him to cast a vote for 
such stock at a meeting properly called. In Manson v. 
Curtis, 223 N. Y. 313, the court said: “A proxy is an 
authority by one, having the right to do a certain thing, to 
another to do it.” 

Where statutory provision relative to voting by proxy 
occurs, it may be elaborated upon in the by-laws. The 
by-laws of the General Electric Company provide that “at 
all meetings of the stockholders, absent stockholders may 
vote by proxy, duly authorized in writing, but no proxy 
shall be voted on more than eleven months after its date. 
Proxies need not be sealed or witnessed.” The by-laws of 
the American Steel Foundries provide “at all meetings of 
the stockholders, each stockholder entitled to vote shall be 
entitled to vote in person or by proxy appointed by an instru- 
ment in writing, subscribed by such stockholder or by his 
duly authorized attorney, and delivered to the inspectors 


at the meeting.” 
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A proxy may be revoked at any time before the vote 
which it authorizes is cast, even though given in irrevocable 
terms, unless it has become coupled with an interest. 
Woodruff v. R. R. Co., 30 Fed. 91. The giving of a proxy 
revokes all preceding proxies. 

The action of a proxy in casting a vote becomes binding 
upon the owner of the stock to the same extent as if he has 
cast the vote in person. 

Where, however, a proxy is general in character there is 
some question as to whether it empowers the holder to vote 
on matters of extraordinary importance. McKee v. Howe 
Savings Co., 122 la. 731. 

No specific form need be followed in preparing a proxy. 
It should, of course, be in writing and should state clearly 
that the necessary authority is granted to the agent expected 
to serve as proxy. Proxies need not be sealed. At the 
meeting proxies will not be rejected by the inspectors of 
election merely because defective in some minor details, such 
as omission of date, or lack of witnesses. 


The General Corporation Law of New York states: 


Every member of a corporation, except a religious corporation, 
entitled to vote at any meeting thereof may so vote by proxy. 

No officer, clerk, teller or bookkeeper of a corporation formed 
under or subject to the banking law shall act as proxy for any 
stockholder at any meeting of any such corporation. 

Every proxy must be executed in writing by the member him- 
self, or by his duly authorized attorney. No proxy hereafter 
made shall be valid after the expiration of eleven months from 
the date of its execution unless the member executing it shall 
have specified therein the length of time it is to continue in force, 
which shall be for some limited period. Every proxy shall be 
aes at the pleasure of the person executing it. Ch. 24, 

Tfc20. 


Ordinarily proxies are intended for elections only, and 
do not authorize the proxies to vote on such other im- 
portant matters as dissolution or the sale of the entire 
business; and this is probably true even though the proxy 
authorizes the representative to vote as fully as could the 
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stockholder himself were he present. Farish v. Cieneguita, 
Cte. CO., 12 Ariz, 238) 

As to the form of proxies, Cook, Corporations, Art. 610, 
says: “A proxy should be in writing, but it need not be in 
any particular form; it need not be acknowledged or proved 
but it must be in such shape as reasonably to satisfy the 
inspectors of election of its genuineness and validity. And to 
this end the corporate officers may insist upon reasonable 
evidence of the regularity and genuineness of the proxy 
before allowing it to be voted.” 

In some states the duration of proxies is limited by statute 
—in New York eleven months unless otherwise specified in 
the proxy; in Pennsylvania, two months; in New Jersey, 
three years. 

In Pennsylvania proxies must be witnessed, substitutions 
are not allowed, nor can the proxy vote on matters other 
than those specified in the proxy. Penna. Stat., 1920, 
Arts. 5641-2. 


16. Cumulative Voting 


Where cumulative voting is followed a stockholder casts, 
for each share of stock that he holds, as many votes as there 
are directors to be elected. He may distribute these as he 
wishes. The plan is intended to secure a representative on 
the board for the minority interest among the stockholders. 
The right to employ cumulative voting does not exist under 
the common law, but may be granted by constitution, statute, 
charter or by-laws. 

Under the ordinary method of voting each member casts 
one vote for each director to be elected. By this plan the 
majority interest elect the entire board and leave the minority 
without representation. Under cumulative voting the 
minority interest, by concentrating their votes, may elect 
one or more directors. If the minority interest represent 
49% of the outstanding stock and seven directors are to be 
elected, they will be able to elect three men while the 


majority interest can elect four. 
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A stockholder cannot be compelled to cumulate his votes, 
even though cumulative voting is permitted, because if he 
chooses he can give one vote to each candidate, for each 
share of stock that he owns, which is what he would do 
were cumulative voting prohibited. Schmidt v. Mitchell, 
tor Ky. 570. 

Cumulative voting is provided for in the constitutions of 
several states. In others the matter is covered by statutory 
provision; but such provisions cannot be retroactive, i.e., 
they must be made to apply only to corporations chartered 
after they are enacted. The state may, however, make such 
provision effective as to the existing corporations under its 
reserved power to alter, amend, or repeal charters. Looker 
v. Maynard, 179 U. S. 46. Where cumulative voting is 
authorized by constitutional or statutory provision it cannot 
be destroyed by resolution of the board of directors. Wright 
v. Central Cal. etc., Co., 67 Cal. 532. In this same case the 
court stated that such constitutional or statutory provision 
conferred “upon the individual stockholder, entitled to vote 
at an election, the right to cast all the votes which his stock 
represents, multiplied by the number of directors to be 
elected, for a single candidate, should he think proper to do 
so, . . . or by distributing them, upon the same prin- 
ciple, among as many candidates for directors as he shall 
think fit.” 

Under the cumulative plan an alert minority of stock- 
holders sometimes elects a majority of the board of direc- 
tors, owing to the failure of the majority interest to cumulate 
their votes. 

There are certain votes where cumulation is impossible, 
as for example, a vote to adjourn. 
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STOCKHOLDERS’. MEETINGS 


I. Powers of Stockholders 


In practice the powers of stockholders are few. In the 
large corporations the individual who holds a relatively 
small amount of stock is submerged. In the smaller corpo- 
rations he may be more successful in making his wishes 
effective. In case of stockholders’ meetings of large corpo- 
rations it is not expected that any large proportion of the 
stockholders will attend in person, but that they will sign 
the proxies mailed to them and return them to the proper 
official of the company, thus in effect empowering some 
officers of the company to cast the ballots of all absent stock- 
holders who are thoughtful enough to sign and return the 
proxies. 

In theory, however, all power lies with the stockholders. 
This also holds in practice to the extent that the stockholders 
actually exercise the powers theoretically conferred upon 
them. Thus they elect the board of directors, and if they 
take an actual interest in the procedure by attending in 
person at the meeting, they are able to make their power 
felt. But, as noted, the stockholders usually delegate their 
powers to some corporate official and know little of the 
internal workings and policies of the enterprise in which 
they own proportionate interests. 

As to the powers of stockholders, Thompson, Corporations, 
Sec. 896 (3rd ed.) says: 

Preliminary to other questions relating to stockholders’ meet- 
ings, it may be proper here to consider the nature and character 
of the business that can be transacted by the stockholders. The 


statutes, perhaps, of every jurisdiction, provide for the election 
of directors and that such directors shall constitute the managing 
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board of the corporation. Thus, it will be perceived that neither 
in his individual capacity, nor jointly, has the stockholder any- 
thing to do in the management of the internal affairs of the 
corporation. It is evident, then, that the duties and powers of 
stockholders are limited. The first, and perhaps the most essen- 
tial duty of the stockholders, is the election of directors. Corpo- 
rations, as a rule, are so democratic as not only to permit but to 
require the election of the directors by the stockholders; and each 
stockholder, regardless of age, sex, or previous condition of servi- 
tude, is entitled to vote. It also rests with the stockholders to 
amend the corporate articles and prepare the by-laws and to 
increase or reduce the capital stock. Where consolidation is 
authorized by statute, it is for the stockholders to decide as to 
consolidation with other corporations. The stockholders may 
determine as to the dissolution of the corporation prior to the 
statutory time of dissolution. It generally rests with the stock- 
holders to determine and to authorize the execution of a deed of 
assignment in case of insolvency. As illustrating the scope of 
business done at stockholders’ meetings of an insurance company 
annual reports were read and approved; regulations as to steam 
threshers were passed; rates of insurance were fixed; rewards to 
persons for services at fires were voted; a committee to procure 
legislation was appointed; and receivers of interest for the com- 
pany were directed to give bond. It is the business of the stock- 
holders at their meetings to pass by-laws. A majority at a 
stockholders’ meeting may authorize the execution of a deed of 
assignment, where sufficient notice has been properly given, and 
the minority make no objection. Stockholders have no power to 
elect a president of the board of directors. The proceedings at a 
meeting attended by all stockholders and officers were held valid, 
though the minutes were not recorded and signed until after such 
meeting. 


2. First Meeting of Stockholders 


In accordance with the certificate shown in Form 116. the 
subscribers to the articles of incorporation should notify all 
subscribers to the capital stock of the company of the time 
and place of the first stockholders’ meeting. Such notifica- 
tion may be dispensed with only when all the subscribers to 
the stock are present in person or by proxy. Frequently 
provision to this effect is found in the state statutes. The 
waiver of call and notification must be signed by all sub- 


STOCKHOLDERS’ MEETINGS 221 


scribers to the capital stock and must be entered on the 
records of the company possibly as part of the minutes of 
the first stockholders’ meeting. A specified plan would be 
to enter the waiver in the minute book and permit all of the 
subscribers to sign thereon. 

It is now the duty of some subscriber to call the meeting 
to order. First in order of business is the election of the 
chairman and a secretary. Next, the adoption of a code of 
regulations or by-laws. These, of course, must be consistent 
with the constitution and statutes of the state as well as with 
the charter. Provisions vary in the different states as to 
what vote of the stockholders is necessary to adopt, repeal 
or alter by-laws. In Ohio this may be accomplished by the 
assent thereto in writing of two-thirds of the stockholders or 
by majority of the stockholders at a meeting held for that 
purpose notice of which has been given personally by the 
acting president to each stockholder or by publication in 
some newspaper in general circulation in the county in which 
the corporation has its main office. 

If such code of by-laws or regulations has not already 
been prepared a motion is in order at this point to appoint a 
committee to prepare such code. Possibly a recess may be 
taken at this time to enable this committee to prepare its 
report. 

Among the things customarily provided for in the by-laws 
are the following: 

(1) Time, place and manner of calling and conducting meet- 
ings of stockholders and directors. 

(2) The number required to constitute a quorum. 

(3) The time, manner of notification of method of holding the 
annual election for directors. 

(4) Duties and compensation of officers. 

(5) The manner of election or appointment and tenure of office 
of all offices other than directors. 

With reference to these and other provisions in ‘the by-laws 
the state statutes should be consulted because if anything is 
included contrary to such requirements such provisions will 
be void. 
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3. Adoption of By-Laws 


After the committee appointed to compile the by-laws has 
submitted its report, it is the duty of the meeting to adopt 
or reject them by such vote as is necessary. If adopted they 
should be ordered spread upon the minutes. In some states 
it may be required that the written assent of the holders of a 
certain proportion of the capital stock be shown in the 
minutes following the recorded by-laws. 


4. Election of Directors 


Next in order is the election of the first board of directors. 
Directors are usually chosen by ballot, all stockholders pres- 
ent in person or by proxy voting. Frequently the state laws 
contain provisions relative to methods of electing directors. 
Thus cumulative voting may be provided for and it may be 
provided that a plurality of votes shall be necessary for a 
choice. 

It is customary to place the work of handling the details of 
elections of directors in the hands of inspectors whose duty 
it is to certify as to what individuals are elected and perhaps 
to appoint the time and place for the holding of the first 
meeting of directors. 


5. The Annual Meeting 


The annual meeting of the stockholders of a corporation 
is an important event and various provisions relative to it 
are usually found in the statutes, charter, or by-laws. The 
annual meeting is the only “regular” meeting, any others 
being “special” and held only upon call made in accordance 
with by-law, charter, or statutory provisions. 

Naturally, the date of the annual meeting should be set 
with reference to the close of the company’s fiscal year to 
facilitate the review of the year’s work and to enable the 
stockholders to take action with respect thereto as they may 
think necessary. 


Details relative to the time and place of holding the 
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annual meeting, notice required, etc., are usually found in 
the by-laws. Thus the by-laws of American Steel Foundries 
provide that the annual meeting of the stockholders shall be 
held at the principal office of the company in the State of 
New Jersey, at the hour of twelve, noon, on the first Tuesday 
following the third Monday in March, if not a legal holiday; 
and if a legal holiday then on the next succeeding Thursday 
not a legal holiday “for the purpose of electing Directors 
and for the transaction of such other business as may be 
brought before the meeting.” Further detailed provisions 
are found relative to notice to be given, quorum, organiza- 
tion, voting, and inspectors. 

As to the time of the annual meeting, the by-laws are 
usually specific; but in case they do not specify it is a matter 
to be determined by the corporation. As stated, the end of 
the fiscal year is usually an important consideration, because 
reports covering the year’s operations are soon thereafter 
forthcoming. The by-laws of the General Electric Company 
authorize the board of directors to fix a day “not more than 
forty days prior to the day of the holding of any meeting 
of stockholders as the day as of which stockholders entitled 
to notice or to vote at such meeting shall be determined,” 
but specify no date for the annual meeting. In general, 
March and April are popular months for annual meetings of 
large corporations, whereas the smaller ones frequently hold 
theirs somewhat earlier. 

Where there are statutory requirements these should be 
scrupulously observed. In Illinois the annual meeting must 
be held within ninety days after the end of each fiscal year 
of the corporation; and it is also required that a written or 
printed notice, stating the place, day and hour of the meet- 
ing shall be mailed by the secretary of the corporation at 
least ten days before such meeting. JU. Rev. Stat., 1927, 
Ch. 32, Sec. 39. In Massachusetts also the annual meeting 
of stockholders is required to be held within ninety days of 
the end of the company’s fiscal year. 

As to the place of the annual meeting, the limitation 
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usually found in the statutes ‘is that it shall be held within 
the state of incorporation. Occasionally, however, authority 
is given to hold it elsewhere. Where the common law applies 
proceedings at stockholders’ meetings are either void or void- 
able if such meetings are held without the state of incorpo- 
ration. The better view seems to be that they are 
voidable. Clark Corporations, Art. 589. In Colorado a 
corporation organized under Colorado laws may hold stock- 
holders’ meetings outside the state if the charter permits, or 
if a meeting of stockholders held within the state authorizes 
such external meeting or ratifies its acts. Col. Stat., Sec. 866. 
Similar provisions are found in the statutes of a few other 
states. 

It has been held by the United States Supreme Court that 
a stockholders’ meeting held in a state other than that of 
incorporation, at which all stockholders are present and take 
part, is valid as against any protesting stockholder. Handley 
v. Stutz, 139 U. S. 417. Morawetz says that if all stock- 
holders consent there is no objection to holding a meeting in 
a foreign jurisdiction, and also suggests that in the absence 
of express statutory provision corporations may properly 
provide in their charters for meetings outside the state of 
incorporation. Priv. Corp., Art. 488. 

The statutes generally fix the place of meeting at the 
principal office or the principal place of business of the cor- 
poration. If the statutes permit the place of meeting to be 
fixed by the by-laws, the by-law provisions thereon must 
be followed. 

A corporation has no power to perform distinctly corpo- 
rate acts, such as holding a stockholders’ meeting outside 
the state of its organization. Very generally, however, 
where not prevented by statute or its by-laws, the corpora- 
tion may hold its meetings and transact corporate business 
outside of the state in which it was organized; but the cor- 
poration will ordinarily be estopped to deny the validity of 
acts done outside the state, to the injury of third parties, 
especially if all stockholders were present and took part in 
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person or by proxy; and if all were not present, those who 
were and took part are bound; but those not present and 
who did not take part or acquiesce in the proceedings are 
not bound. Thompson, Corp., 3rd ed., Sec. 904. 

“It is submitted, however, that the reason of this does not 
lie in the imaginative notion that a corporation ‘must dwell 
in the place of its creation, and cannot emigrate to another 
sovereignty’; but rather in the hardship and fraud it might 
entail on shareholders to permit corporate meetings to be 
held outside the state. Accordingly there seems to be no 
reason for holding invalid acts done at corporate meetings 
without the state, if all the stockholders acquiesced in the 
holding of such meetings.” Taylor, Corp., Sec. 382. 


6. Notice of Stockholders’ Annual Meetings 


As a rule, the time and place of the annual meeting are so 
specified in the charter or by-laws that the stockholders are 
assumed to know the facts relative thereto, and a notice is 
somewhat of a formality. Nevertheless it is customary to 
send written notice to each stockholder, regardless of the 
fact that the charter or by-laws are thus specific. 

Requirements as to notice of meetings may be found in 
statutes, charter, or by-laws. In Illinois the corporation 
law specifies a written or printed notice giving place, day 
and hour of the meeting. This must be mailed at least ten 
days before such meeting. The by-laws of the General Elec- 
tric Company, a New York corporation, require that notice 
of all meetings of stockholders shall be given by publication 
thereof at least once in each week for two successive weeks 
immediately preceding such meeting in a newspaper pub- 
lished in the County of New York, and also in the county 
where such meeting is to be held, if it is to be held elsewhere 
than in the City of New York. 

The by-laws of American Steel Foundries, a New Jersey 
corporation, provide that notice of both annual and special 
meetings of stockholders shall be given by the secretary in 
one of the following ways: 
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(a) By publishing notice thereof once a week for four calendar 
weeks next preceding the meeting in at least one newspaper in 
each of the following places: Jersey City, New Jersey; New 
York, New York; and Chicago, Illinois, or 

(6) By mailing notice in a postage prepaid envelope addressed 
to each stockholder at the address left by him with the Secretary 
of the Company, or at his last known address, at least ten days 
previous to the time fixed for such meeting. A failure to publish 
or mail notice of the annual meeting or any irregularity therein 
shall not invalidate the proceedings of that meeting. All or any 
of the stockholders may waive notice of any meeting. Meetings 
of the stockholders may be held at any time and for any purpose, 
without notice, when all the stockholders are present in person 
or by proxy. 

The by-law provision stating that failure to publish or 
mail notice of the annual meeting shall not invalidate pro- 
ceedings thereat is a common one. 

A by-law provision specifying the day but not the hour of 
regular meetings has been held to be insufficient notice. 
San Buenaventura, etc., Mfgr. v. Vassault, 50 Cal. 534. 

If the statute or by-laws do not designate by whom the 
notice shall be signed it is probably sufficient if signed by the 
secretary and the treasurer. Gentry-Futch Co. v. Gentry, 
106 So. 473 (Fla.) 

Where officers whose duty it is to call stockholders’ meet- 
ings fail to do so the remedy of stockholders is to compel 
the officers by mandamus to issue the call. People v. Fair- 
bury, 51 Ill. 149. Here, however, the provisions of the stat- 
ute must be considered. ‘“‘As the statute is imperative, the 
duty of the appellants was entirely manifest and well defined, 
and a clear case for a peremptory mandamus is made out.” 
People v. Cummings, 72 N. Y. 433. 

Stockholders’ meetings are usually called by the board 
of directors, but in the absence of any authority it seems 
that either the board of directors or the president may issue 
the call. Commonwealth v. Smith, 45 Pa. St. 59. In one 
case, however, the court held: 

“Neither the articles of association nor the by-laws impose 
any duty nor confer any right upon the president and secre- 
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tary to call the meeting. That power is vested exclusively 
in the board of directors.” Dusenbury v. Looker, 110 
Mich. 58. 

On this point the statutes of the state in question should be 
consulted for any possible provisions. 

It is a settled rule that notice must be given to every 
person entitled to be present at the meeting. Hence, where 
the charter and by-laws are silent as to the time and place 
of general or special meetings, notice must be given. Knoll 
v. Levert, 66 S. 959 (La.) 

The object of these rules regarding notice is to protect the 
rights of stockholders, particularly the minority stockholders. 

Since, however, the rule is for the protection of the stock- 
holders, they may waive it. This they may do by formal 
writing or informally by attending the meeting. Waiver 
may take the form of a failure to object to the insufficiency 
of the notice or to its absence. If all shareholders attend 
they thereby admit notice. 

Essentially, a notice should state the time and place of 
the meeting and the business to be conducted thereat. If, by 
virtue of charter or by-law provision, one or more of these 
things is known to the stockholders, omission thereof from 
the notice will not be fatal to the validity of the proceedings 
of te meeting. Nevertheless, it is well to include it in the 
notice to insure that all stockholders will be fully informed. 

As a general rule, notice need not be given of special 
business to be transacted at a regular meeting; but to this 
rule there are exceptions, as, for example, voting to increase 
the number of directors. It is always best to specify in the 
notice any special business to be transacted at-a regular 
meeting. 

If statutes, charter, and by-laws are silent as to the length 
of time before the meeting notice must be served, then a 
reasonable time must be allowed. 

Any stockholder may waive his right to be served with 
notice of a meeting, either expressly or by his acts, as, for 
example, attending a meeting of which he was not notified. 
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Where a meeting is adjourned to a definite date, further 
notice is not required, and the same business may be 
considered as was intended for consideration at the first 
meeting. The adjournment is in itself sufficient notice. 
Re Hammond, 139 Fed. 898. 


7. Preparation for Annual Meeting 


Before the annual meeting can be held certain preparations 
must be made. The various statements which comprise the 
annual report must be compiled and put into form for sub- 
mission to the stockholders. The stock transfer books are 
usually closed a given number of days before the meeting to 
permit the preparation of a list of names of stockholders 
authorized to vote thereat. All requirements of statutes, 
charter, and by-laws must be met relative to preparation 
and mailing of notices of the meeting to stockholders. 

In some states it is required that an alphabetical list of 
stockholders entitled to vote at the annual meeting be pre- 
pared for the inspection of stockholders in attendance at the 
meeting. There are various advantages in this practice and 
it should be followed even where not required by statute. 
Such a list can readily be compiled from the stock records. 
It should give the name and address of each stockholder 
and the amount of stock he holds. 


8. Procedure at Annual Meeting 


There is no prescribed procedure for annual meetings 
unless the by-laws make provision therefor. Since the matter 
of procedure is customarily left to the corporation officials, 
the secretary should see that the person who acts as chair- 
man of the meeting be supplied with a complete outline of 
all matters to be brought before the meeting. A!I such 
records and reports as may be needed for reference should 
be at hand. 

“The parliamentary usages are the same as in other bodies, 
and mere irregularities in the manner of conducting the 
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business are immaterial if the sense of the meeting has been 
fairly expressed.” Cook, Corp., Art. 606, (8th ed.). 

In the absence of statutory, charter or by-law provisions 
relative to the organization of the annual meeting the corpo- 
ration may select such persons to officiate as it chooses. In 
doing so, however, attention should be given to their special 
qualifications to act in the official capacity for which they 
are chosen. For this reason the officers of the annual meet- 
ings are also the officers of the company, but not by virtue of 
the fact that they are officers of the company. It is their 
special qualifications that make it desirable to elect them 
officers of the meeting. The president of the company or 
the chairman of the board usually acts as chairman of the 
meeting. The corporation secretary usually serves as secre- 
tary of the meeting, because he is familiar with all records, 
papers, etc., to which reference may be made during the 
progress of the meeting. No other person could do this 
work as well as he. 

The by-laws of American Steel Foundries provide that the 
chairman of the board, or in his absence the president of 
the company, shall call meetings of stockholders to order 
and act as chairman thereof; but in the absence of these it is 
provided that the board of directors may appoint any stock- 
holder to act as chairman. It is also provided that the cor- 
poration secretary shall act as secretary at all meetings of 
stockholders, and, in his absence, that the presiding officer 
may appoint a secretary. Similar provisions occur in the 
by-laws of other companies. 

In the absence of a presiding officer it is proper for the 
secretary to call the meeting to order or he may request some 
other person to do so, acting as chairman pro tem. The sec- 
retary’s own duties usually make it desirable that, where he 
calls the meeting to order, a chairman be appointed as soon 
as possible to relieve him. It is always proper to appoint 
substitutes to act as officials pro tem, these giving place to 
the permanent officers when they arrive. Thus unnecessary 
delay is avoided. 
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9. Preliminary Transactions 


The person chosen to act as chairman should be furnished 
with a program of the meeting’s business. This is usually 
supplied by the secretary. The secretary also usually sup- 
plies the chairman with a list of stockholders entitled to 
vote. This list is open to inspection by all stockholders. 

Care should be exercised to see that the meeting is called 
at the time specified in the by-laws and notice of meeting, or 
within a reasonable time thereafter. Unless this is done it 
may be found later on that the proceedings are void. Where 
a meeting was called for twelve o’clock, but was organized 
fifteen minutes earlier, the proceedings were held void. 
People v. Albany, etc., R. R., 57 N. Y. 161. 

Calling the roll is a procedure which varies somewhat with 
custom and the size of the company. It may be done orally 
by the secretary employing therefor a list of stockholders, 
if there are not too many stockholders to render such pro- 
cedure impracticable. If the number of stockholders is 
large, each stockholder and proxy may be required to report 
his presence to the secretary, when his name is checked off 
on the list of stockholders. Proxies are usually required to 
file the original or copies of their proxies with the secretary. 


10. Quorum 


By a quorum is meant the number of persons necessary 
at a meeting to carry on business. In case of stockholders’ 
meetings a quorum usually consists of a majority of the out- 
standing voting shares of stock. Unless the necessary 
number of shares to constitute a quorum are present the 
transactions of the meeting are void. Usually the by-laws 
or charter specify what shall constitute a quorum. 

Where the number composing a body is indefinite the rule 
is that those who actually assemble constitute a quorum 
regardless of their number; but where the number consti- 
tuting the body is definite, the rule is that a majority of the 
whole number is necessary to constitute a quorum. 
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“In all cases, where an act is to be done by a corporate 
body, or part of a corporate body, and the number is definite, 
it has been held that a majority of the whole number is 
necessary to constitute a legal meeting; and that if the actual 
number is reduced from any cause, the number necessary 
to constitute a quorum remains the same; but that, at a legal 
meeting, a majority of those present may act.” Lockwood 
v. Mechanics’ Nat. Bk., 9 R. I. 308. 

As to the effect on the quorum of a refusal on the part 
of some of the members who are present to vote, the rule is 
that silence or inaction on the part of some members in no 
way affects the count. 

Under the common law the stockholders of a corporation 
are regarded as constituting an indefinite body, hence the 
rule that any number who happen to attend constitutes a 
quorum applies. However, this matter has now been gen- 
erally settled by statute, or by by-law provision, the usual 
requirement being that a majority or some other definite 
number of shares outstanding shall constitute a quorum. 
Where the by-laws fail to specify as to whether the author- 
ized or only the outstanding shares are to be considered in 
determining whether a quorum is present, the rule is to 
assume that the number of shares outstanding is to be 
considered. 

Having completed the roll-call, the secretary determines 
whether or not a quorum is present. What constitutes a 
quorum may be prescribed in the by-laws. Usually it is 
made a majority of all shares of capital stock of the company 
entitled to vote, unless a larger number is required by law, 
in which event the law governs. 

If a quorum is present the chairman so announces, and 
then proceeds to the business for which the meeting was 
called. If there is no quorum, the stockholders present may 
adjourn sine die, i.e., without a day appointed, in which case 
all business to be transacted is deferred indefinitely, or the 
meeting may be adjourned to some later day, providing 
authority therefor is given in the statutes, charter or by-laws. 
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The by-laws of American Steel Foundries provide that, “In 
the absence of a quorum, the stockholders present or repre- 
sented at the time and place at which a meeting shall have 
been called, may adjourn the same from time to time until 
a quorum shall be present, and at such adjourned meeting 
any business may be transacted which might have been acted 
upon at the meeting as originally called.” 


If there is no provision in statute, charter, or by-laws, as . 


to what number shall constitute a quorum, the common law 
rule that those present constitute a quorum, applies. Ash- 
croft v. Hammond, 132 N. Y. App. Div. 3. 

When determining whether a quorum is present, say, when 
it is provided that a majority constitutes a quorum, by 
majority is meant a majority in interest, i.e., of the voting 
shares, not a majority of the holders of such shares. Like- 
wise, in voting, the majority vote is determined by the 
number of shares cast for and against, not by the number of 
shareholders participating.. Although there is authority to 
the contrary it seems to be settled that one person may 
constitute a quorum. Morrill v. Little Falls, etc. Co., 53 
Minn. 371. 

In case a quorum is specified in statute, charter, or by-laws 
and the attendance is insufficient to constitute such a quorum, 
the only thing the members present can do is to adjourn, 
either sine die, or to a later date, trusting that at that time 
the necessary quorum may be secured. 

The secretary should be prepared to submit proof that 
the meeting has been duly called by presenting a copy of the 
notice with the certification thereon of the secretary that it 
was sent in accordance with requirements. If publication of 
notice is required due proof of such publication should be in 
the secretary’s hands in the form of copies of the paper in 
which the notice appeared, or possibly in the form of an 
affidavit from the publisher. Unless the secretary is able 
to show that all requirements have been fulfilled relative to 
notification of the meeting he may find himself embarrassed 
in the presence of some critical stockholder. 
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Iz. Routine Procedure 


The routine procedure at stockholders’ meetings may be 
regulated by the by-laws, but it is usually left to the discre- 
tion of the officers in charge, subject to such restrictions as 
may appear in the statutes or charter. 

The minutes of the preceding meeting are read and then 
approved, either by a formal vote, or merely by the state- 
ment of the chairman that they stand approved. Before so 
stating, the chairman usually asks for any corrections. If 
there are any corrections the secretary makes notes thereof, 
after which the chairman declares the minutes approved as 
corrected; or if the chairman regards the corrections as 
sufficiently important to demand a vote, the minutes as cor- 
rected may be submitted to the stockholders for approval. 

Sometimes the chairman in the absence of objections dis- 
penses with the reading of the minutes, particularly if they 
are long or if the available time is required to consider other 
important matters. : 

It is well for those officials who have charge of a stock- 
holders’ meeting to know just what business may be trans- 
acted at both annual and special meetings. At annual or 
stated meetings only ordinary business of the corporation 
may be transacted; extraordinary or unusual matters cannot 
be so taken up unless the notice of the meeting so indicated. 
Illustrations of such extraordinary business would be a vote 
to increase the capital stock, or to dissolve the corporation. 
The latter could not be voted upon at an annual meeting, no 
notice of such intention having been given in the notice of 
the meeting, even though a statute permits the increase of 
the capital stock of a corporation at any meeting called for 
the purpose. Jones v. Concord & Montreal R. Co., 67 
N. H. 119. 

At special meetings only such business may be transacted 
as is specified in the notice. 

The provisions of state statutes, charter, and by-laws 
should be considered if they in any manner cover the subject 
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of what business may be transacted at stockholders’ meet- 
ings. 


12. Methods of Voting, Etc. 


If the charter or by-laws prescribe how voting shall be 
carried on, such provisions should be observed. In the 
absence of restrictions, voting may be carried on (a) by 
ballot, (b) viva voce, or (c) by show of hands. Even though 
the by-laws prescribe voting by ballot, a vote taken by one 
of the other methods is valid if nobody objects. Christ 
Church v. Pope, 8 Gray (Mass.) 140. 

The ballot need be in no particular form in the absence 
of regulations thereon. It is sufficient that it be definite 
enough to indicate the person for whom it is cast. 

A stockholder may change his vote at any time before the 
result is announced. State v. McGann, 64 Mo. App. 225. 

After the votes are counted and the results announced, the 
polls may not be reopened for reception of additional votes; 
but an election is not void or voidable because the polls are 
kept open beyond the time prescribed for closing them con- 
tained in charter, by-laws or the notice. Rudolph v. South- 
ern Beneficial League, 23 Abb. N.C. (N. Y.) 199. 

The stockholders must vote as one body. Rival factions 
cannot withdraw and hold separate meetings. If, however, 
due to the withdrawal of one faction a quorum is no longer 
present, the stockholders remaining cannot engage in other 
business than adjournment. 

When a quorum is present, a majority vote thereof is 
sufficient to carry measures and elect directors in the absence 
of some provision in statute, charter, or by-laws to the con- 
trary. It is not necessary that such majority be a majority 
in interest of all the stock. 

A vote or resolution of the stockholders may be reconsid- 
ered at any time before rights have vested under it or as a 
result of its passage. Terry v. Eagle Lock Co., 47 Conn. 
I4I. 

Directors may be elected by any method of voting not 
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inconsistent with statutory, charter or by-law requirements. 
It is customary to appoint inspectors of the election who 
take full charge of the work of distributing, collecting and 
counting the ballots. They need not be stockholders in the. 
absence of express requirement to the contrary. The fact 
that an inspector or teller is a candidate for election does not 
render an election void or voidable, unless he acts fraudu- 
lently or illegally. Dickson v. McMurray, 28 Grant’s Ch. 
(Can.) 533. It is better not to include among inspectors 
any person who is a candidate. Any requirements in the 
statutes, charter or by-laws relative to the form of oath 
prescribed for inspectors should be observed even though 
failure to do so may not invalidate the election. Re Mohawk 
& Hudson R. Co., 19 Wend. (N. Y.) 135. Inspectors need 
not be stockholders. Some states have passed laws prohibit- 
ing candidates for office from acting as judges or inspectors 
of election. 

After the result of an election is announced by the chair- 
man the report is turned over to the secretary for preserva- 
tion in accordance with custom or requirements of law, 
charter, or by-laws. 

The size of the company is likely to have considerable 
influence on the methods and formalities pursued in electing 
directors. Some small companies neglect the annual elec- 
tions altogether, thus permitting the directors to hold over 
from year to year. The large companies, on the other hand, 
are more likely to observe all requirements as to annual 
election of directors. . 

Unless otherwise expressly provided, a majority of votes 
cast is sufficient to elect directors. Any statutory or charter 
provisions to the contrary must, however, be observed in 
detail. 

The fact that less than the full number of directors to be 
elected are elected does not invalidate the election, since the 
vacancies may be filled at a later election. 

Where the statutes require cumulative voting such require- 
ment should be observed. 
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13. Right to Vote 


The stock books are deciding evidence as to who is entitled 
to vote at stockholders’ meetings. The list of stockholders 
derived therefrom is usually regarded as sufficient evidence, 
but in case of dispute the records themselves should be 
referred to. The right to vote rests in the person possessing 
legal title to the stock, and this is the person whose name 
appears as owner on the books of the corporation. The 
inspectors of an election cannot refuse the vote to one whose 
name appears on the stock records as owner. 

A Connecticut court states that “it has been repeatedly 
held by this court that the books and records of a corporation 
determine who are its stockholders for the time being, and 
who have the right to vote on the stock, although the same 
may have been sold or pledged as collateral security. In 
such cases the party who appears to be the owner by the 
books of the corporation has the right to be treated as a 
stockholder and to vote on whatever stock stands in his 
name.” State v. Ferris, 42 Conn. 560. 

The inspectors of an election must regard the company’s 
records as final evidence as to who may vote. In re St. 
Lawrence Steamboat Co., Election, 44 N. J. L. 529. 

The right to vote is frequently abridged as to one or more 
classes of stock. This is oftentimes true of preferred stock; 
but when such is the case it is not because the preference 
as to dividends or otherwise is applicable to such preferred 
stock, but to the fact that the corporation may enter into 
whatever contract regarding the right to vote on such stock 
it desires. Preferred stockholders possess the right to vote 
in the absence of a contract to the contrary. 

Although it is possible to place certain restrictions on the 
right to vote by by-law provision, such provision cannot 
restrict the voting power as established by statute or charter, 
nor be in restraint of trade, nor fail to operate uniformly. 


It follows that by-law restrictions on voting are een to be 
of questionable validity. 
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A corporation cannot vote its own shares, regardless of the 
manner of their acquisition. Walsh v. State, 199 Ala. 123. 
“This entire doctrine may be said to be founded on the 
principle that a corporation will not be permitted to acquire 
that which its officers may wield for the purposes of an 
election.” Thompson, Corp., Sec. 959 (3rd ed.) 


14. Reports of Officers 


A considerable part of the time of an annual meeting is 
frequently consumed in listening to and considering the 
reports of officers of the corporation. | 

First and most important is the report of the president. 
The customary procedure is for the stockholders to vote to 
accept these reports; although it is possible that they may 
be rejected if the stockholders are dissatisfied with them. As 
reports are finished they are turned over to the secretary 
for preservation. If the stockholders so desire they may 
require that reports or portions thereof be incorporated in 
the minutes of the meeting. 


15. Election of Officers 


The election of directors is considered elsewhere. The 
stockholders possess the power, implied or otherwise, of 
electing such officers as they see fit. However, by by-law 
provision they frequently delegate the appointment of certain 
officers to the board of directors. Thus the by-laws of a 
large corporation provide that “The officers of the Company 
shall be a Chairman of the Board of Directors, a President, 
one or more Vice-Presidents, a Secretary, one or more 
Assistant Secretaries, a Treasurer, one or more Assistant 
Treasurers, and a Comptroller, all of whom shall be elected 
by the Board of Directors.” Furthermore, “the Board of 
Directors may appoint such other officers as they shall deem 
necessary with such powers and duties as from time to time 
may be prescribed by the board.” Furthermore, “all officers 
and agents shall be subject to removal at any time by an 
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affirmative vote of a majority of the Board. All officers, 
agents and employees other than officers appointed by the 
Board, shall hold office at the discretion of the Board or of 
the officer appointing them.” 

In brief, the entire power of electing officers is usually 
in the stockholders, but it may be delegated to the board of 
directors by the stockholders. In the absence of express 
requirements, the stockholders may exercise this power 
whenever and in such manner as they see fit. Usually such 
action is more or less modified by statutory or charter 
provisions. 

Sometimes the power to elect officers is vested in the 
board of directors by the charter. In such event the stock- 
holders cannot elect the officers. 

“Provisions in statutes and by-laws requiring the election 
of directors to be held on a specified day are regarded as 
directory, and the election, if not held on the regular day, 
may be held at a later day; and the directors then chosen, if 
there be no other irregularity or informality in their title, will 
be directors de jure.” Beardsley v. Johnson, 121 N. Y. 224. 
In general, the inadvertent omission of a regular meeting will 
not invalidate acts authorized at a subsequent meeting. 
Scanlan v. Snow, 2 App. Cas. (D. C.) 137. 


16. Unfinished Business, New Business, Adjournment 


After the election of directors the meeting may take up 
unfinished business held over from previous meetings. Fre- 
quently one meeting assigns to a committee the work of 
making some investigation with instructions to report at the 
next annual meeting. The presiding officer calls upon the 
chairmen of such committees for reports of progress made, 
the reports of such committees as have finished their work 
are adopted or rejected as the stockholders see fit, while in 
case of committees whose work is not yet completed further 
instructions may be given if such is the pleasure of the 
meeting. 

Following the consideration of unfinished business, the 
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attention of the meeting is turned to any new business that 
the secretary, chairman or any member may think fit to 
propose. 

When all business matters have been considered and due 
action taken, the chairman entertains a motion to adjourn, or 
else in an informal way declares the meeting adjourned. If 
all matters have received the attention they demand and 
there is nothing left for consideration, the adjournment is 
naturally sine die, i. e., without a day appointed for conven- 
ing again. If, however, all matters cannot be passed upon, 
owing to lack of time or because some committee must make 
further investigation, the adjournment may be to a certain 
future date. As a rule such an adjournment is regarded as 
a continuation of the meeting, so that notice is not required, 
although there are instances where notice of an adjourned 
meeting should be sent, as, for example, where the inter- 
vening period is considerable or where the things to be con- 
sidered are of great importance. 

In the absence of express provision to the contrary all 
matters relative to adjournment are governed by a majority 
vote of those present, and an officer cannot adjourn a meeting 
if any member present objects. Chi. Macaroni Mfgr. Co. v. 
Boggiano, 202 Ill. 312. 


17. Stockholders’ Special Meetings 


Special or extraordinary meetings of stockholders are 
distinguished from regular or ordinary ones by the fact that 
they are not held at any stated time as provided for in the 
statute, charter, or by-laws, but are held at such times as 
conditions warrant. In general, the same rules apply to 
special as to regular meetings of stockholders, but they differ 
therefrom in certain respects, as follows: 

(1) Whereas the statutory, charter, or by-law provision 
relative to time of holding the regular or annual meeting may 
be regarded as sufficient notice, in case of special meetings, 
notice must be sent to all stockholders, and the notice must 
state the object of the meeting. ‘The object of a call is 
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undoubtedly to give notice of the business which is to be 
transacted at the meeting.” vans v. Boston Heating Co., 
157 Mass. 37. ‘ 

(2) Only such business may be transacted at such special 
meetings as is specified in the notice. A special meeting 
called to confirm or reject a resolution passed at a prior 
meeting cannot amend or alter its terms. Wall v. London, 
etc. Assets Corp., 2 Ch. 469. 

The statutes, charter, or by-laws may specify by whom 
special meetings must be called, but in the absence of such 
provision it has been held that the general agent of the 
corporation: may make the call. Stebbins v. Merritt, 64 
Mass. 27. In such circumstances it appears that the board 
of directors may always call a meeting of stockholders. 
Cassell v. Lexington etc. Co., 9 S. W. 502, 701 (Ky.) 

Where statutory, charter or by-law provision occurs 
relative to how special meetings shall be called they should 
be carefully observed; although they may be waived by 
unanimous consent of the stockholders. Thus where the 
charter prescribed that the commissioners who received the 
subscriptions should call the first meeting by publishing a 
notice, it was held that this call could be waived and that 
the stockholders could meet and organize without a call, if 
all assented. Judah v. Am. etc. Co., 4 Ind. 333. 

If the law merely requires that due notice be given, it need 
not be given by any particular party or in any particular 
form. 

Statutory, charter, or by-law provisions relative to calling 
of meetings may be either directory or peremptory. Direc- 
tory provisions state how a call may be made; peremptory 
provisions state how it must be made. 

By-law provisions for calling special meetings of stock- 
holders are found to prescribe such methods as the following: 
1. By the board of directors, which naturally takes the form 

of a resolution. 


2. By the board of directors or by a majority of the members 
thereof, or by the president. 
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3. By the president or by the board of directors or the 
executive committee by vote at a meeting, or by a 
majority of the directors or a majority of the members of 
the executive committee in writing without a meeting. 


4. By order of the board of directors, or upon the written 
request therefor of stockholders holding forty per 
centum of the then issued stock of the company, filed 
with the secretary. 


The rule that no business may be transacted at special 
meetings except such as is specified in the call is so strictly 
enforced that not even minutes of previous meetings may be 
read and adopted thereat unless the intention to do so is 
stated in the call. 

Officers whose duty it is to call a meeting but who refuse 
to do so may, at the instance of a stockholder, be compelled 
by mandamus to do so. People v. Cummings, 72 N. Y. 433. 
This applies to special as well as regular meetings. Bassett 
v. Atwater, 65 Conn. 355. 


18. Notice of Special Meeting 


It is the secretary’s duty, upon being duly notified of the 
call, to prepare the notices and send them to the stockholders. 
In doing so he must be careful to observe all requirements 
of statutes, charter and by-laws relative to the length of time 
such notices must be mailed before the meeting. Also, if 
there are any requirements as to publication these should 
be complied with. In preparing the notice, strict adherence 
to the terms of the call is necessary, since the call is the 
authority upon which the secretary proceeds. 

In sending out the notices the secretary usually uses the 
addresses of the stockholders shown in the stock ledger, but 
there may be statutory requirements as to this procedure. 
Thus in New York the statute specifies that the address of 
stockholders as shown in the stock ledger shall be used unless 
the stockholder has filed with the corporation secretary a 
written notice of some other address to be used. Stock 


Corp. Law, Sec. 45. 
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It is a common law tenet that personal notice must be 
served on stockholders, and this holds unless there exists in 
the statutes, charter or by-laws some provision permitting 
service of notice by mail or publication or both. 

The three essential elements of a notice of meeting are 
time, place and business to be done. Consequently the notice 
must specify all these, unless one or more are known by 
virtue of some statutory, charter or by-law provision. In 
case of regular meetings, the time and place are usually 
specified in the by-laws, but not necessarily. In case of 
special meetings the place may be specified, but the time and 
the business to be transacted are necessarily left for circum- 
stances in each instance to decide. 

The notice should state the precise hour at which the 
meeting is to be held, and if only the day of the meeting is 
specified but not the hour, the notice is insufficient. San 
Buenaventura, etc., Co. v. Vassault, 50 Cal. 534. 

Where business is transacted which was not mentioned in 
the notice, the entire proceedings of the meetings are not 
invalidated, but only those proceedings which the notice did 
not include. 

The principles governing notification have been stated 
thus, “The law, intending to protect the rights of minorities, 
requires that notice of the meetings of the stockholders of a 
corporation shall be given to every person who holds shares 
of the stock, and, if no other mode of notification be provided 
in the charter or by-laws of a company or by statute, express 
notice must be given. The owner of every unit of interest 
constituting a part of the aggregate body of stock is entitled 
to the opportunity which due notice affords him of protecting 


it by being present and participating in meetings.” Benbow 
v. Cook, 115 N. Car. 324. 


19. Service of Notice of Special Meetings 


The manner and form of service of notice may be pre- 
scribed by statute, charter, or by-laws, in which event such 
requirements should be rigidly observed, unless there is 
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waiver of notice by unanimous consent. If such require- 
ments as to service of notice are not observed the proceedings 
of the meeting will be invalid. This occurred in Shelby 
R. R. v. Louisville, etc. R. R., 12 Bush (Ky.) 62, in which 
requirements as to publication were not met. 

Sometimes the statute requires that notice be given a 
certain number of days before the meeting. This is usually 
held to mean that the full number of days specified must 
be allowed. 

Illustrative of statutory requirements is that of New 
York, found in Sec. 3, Art. 5, of the Stock Corporation 
Law, as follows: 

Whenever under the provisions of this chapter stockholders are 
required or authorized to take any action at a meeting, the notice 
of the meeting shall be in writing and signed by the president or 
a vice-president or the secretary or an assistant secretary. Such 
notice shall state the purpose or purposes for which the meeting 
is called and the time when and the place within the state where 
it is to be held, and a copy thereof shall be served, either personally 
or by mail, upon each stockholder of record entitled to vote at 
such meeting, not less than ten nor more than forty days before 
the meeting. If mailed, it shall be directed to a stockholder at 
his address as it appears on the stuckbook unless he shall have 
filed with the secretary of the corporation a written request that 
notices intended for him be mailed to some other address, in which 
case it shall be mailed to the address designated in such request. 
The by-laws may require that such notice be also published in one 
or more newspapers. 


In case the time of notice is not specified it must be served 
a reasonable length of time before the meeting. 


20. Waiver of Notice 


Any stockholder may waive notice, either expressly or by 
his actions. All the stockholders may waive notice, in which 
case a meeting may be held at once, and the acts performed 
thereat will be valid. Handley v. Stutz,139 U.S.417. There 
is some danger, however, in proceeding by such informal 
methods, for if at such a meeting one or two stockholders 
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should protest or withdraw the entire proceedings might be 
invalidated. 

Sometimes call and waiver are combined. The signatures 
of all the stockholders are necessary, but if secured the meet- 
ing may be held at any time, and such business as is indicated 
in the notice may be transacted. Obviously, such procedure 
is practicable only in case of small or closely owned 
companies. 

Statutory requirements as to publication of notice are not 
a bar to a waiver of notice. If the stockholders waive the 
publication requirement as to notice the meeting will be a 
valid one. State v. Cook, 178 Mo. 189. 

In case there is any question as to regularity and validity 
the burden of proof, to show that it was irregular, is upon 
the party who alleges the irregularity. The meeting is as- 
sumed to have been properly called until the contrary is 
proved. 


21. Proceedings at Special Meetings 


The formalities of roll call, proof of call and notice of the 
meeting, and so on, are practically the same as in case of 
annual meetings. If it is customary to have at hand for 
convenience of those participating in annual meetings a list 
of shareholders, the same will probably be done at special 
meetings. If the meeting is by call and waiver, the secretary 
should preserve the signatures of all members as proof that 
all participated in such waiver. 


22, Adjournment 


As in case of annual meetings, adjournment of special 
meetings may be sine die, or they may be to a later date. 
However, when a special meeting is adjourned to a later date 
no business other than that specified in the notice of the 
first meeting may be transacted thereat. No notice of an 
adjourned meeting is required, unless it is desired to transact 
thereat some business not specified in the notice of the 
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original meeting. If, however, a considerable period of time 
intervenes between the date of the first meeting and that of 
the adjourned meeting, notice should be given even though 
no business other than that indicated in the notice of the 
first meeting is to be transacted. 

An adjourned meeting must not be held so as to prevent 
certain stockholders from attending. To do so would invali- 
date the proceedings. Westem Cottage Piano, etc. Co. v. 
Burrows, 144 Ill. App. 350. 


23. Stockholders’ Resolutions 


For a general discussion of resolutions the reader is re- 
ferred to the consideration of directors’ resolutions found 
elsewhere in this volume. As there stated, stockholders’ 
resolutions are distinguished from directors’ resolutions 
chiefly in that the former are somewhat of the nature of 
by-laws and deal, as a rule, with matters of more funda- 
mental importance and greater permanence. A few of the 
stockholders’ resolutions are likely to be made previous to 
incorporation, such as that authorizing a committee to 
prepare the application for a charter and that by which the 
charter is accepted. The following resolution is such as 
would be used to authorize the preparation of an application 
for a charter: 


Resolved, That a committee of three, as follows: 


eer eere eee ere eee eres see ee ese eeee 


be authorized to prepare at once an application for a charter, 
setting forth therein all of the particulars required by the laws and 
regulations OLLEME SALE OF We 0 dic cus sca iniere 

Resolved, further, that. the same be submitted to the proper 
state official for examination and approval and be recorded and 
filed in such manner as is provided for in the laws and regulations 
Gi the State Of8 6 5 oe. wie os 


The following is representative of the form of resolution 
required to accept the certificate of incorporation: 
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Resolved, that the Certificate of Incorporation be and is hereby 
accepted and that preparations be begun forthwith to engage in 
business thereunder. 

Resolved, further, that the Certificate of Incorporation be spread 
upon the minutes. 

(Here should be written, or typewritten, or otherwise in- 
serted, a complete copy of the Certificate of Incorporation, 
together with the acknowledgments of the incorporators, and 
the endorsement of the Secretary of State.) 

The following is a resolution for the adoption of by-laws: 

Resolved, that the by-laws submitted by the committee ap- 
pointed to prepare same be and are hereby approved as to all 
articles and provisions thereof, and 

Resolved, further, that the by-laws be spread upon the minutes. 

(Here should be written, or typewritten, or otherwise in- 
serted, a complete copy of the by-laws as adopted.) 

Other resolutions of stockholders cover such matters as: 
election of directors, authorizing amendment of the charter, 
issuance of additional capital stock not in excess of the limit 
prescribed in the charter, authorizing the acceptance of stock 
subscriptions, authorizing the acquisition of properties of 
other companies increasing or reducing the authorized capital 
stock, amending the by-laws, changing the name of the 
corporation, authorizing the issuance of bonds, authorizing 
voting by proxy, dissolving the corporation, and so on. 

No absolute rule can be laid down by which can be 
determined what matters are subjects for stockholders’ reso- 
lutions and what ones are subjects for directors’ resolutions. 
The requirements of statutes, charter and by-laws as well as 
the specific problems involved in any given situation must 
be taken into consideration in arriving at the answer to this 
question. In the majority of cases, however, there can be no 
doubt, since all matters of routine management as well as 
most contracts are subject matter for the directors’ consid- 
eration. Matters which ordinarily fall within the jurisdiction 
of the directors but which are of such importance as to 
demand special consideration may be submitted to the stock- 
holders at the discretion of the board of directors. 
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24. Minute Book, or Record of Proceedings 


The necessity of an adequate record of all proceedings of 
meetings of both stockholders and directors is so great that 
no company should fail to keep a carefully prepared minute 
book. Sometimes the records of stockholders’ and directors’ 
meetings are kept in separate books, especially if the com- 
pany is a large one, necessitating voluminous minutes; but a 
more usual plan is to use one book. The first page of such 
a book should be given a significant title, as “Minutes of 
Meetings of the Stockholders and Directors of The........ 
Corporation,” or “Records of Proceedings of the Incorpora- 
tors, Stockholders and Directors of The................ 
Corporation.” 

Below this title an entry should be made essentially as 
follows: 


Onsthe Kona ay holies ehh, cant: ODO sey he hans SoaauneRe and 
MN AS woke , the individuals named below 2 as subscribers to the 
articles of incorporation desiring for themselves, their associates, 
successors and assigns to become a body corporate in accordance 
with the general corporation laws of the State of............ 
Mader tbe NAME .\./195 os sl. os , and with all the corporate rights, 
powers, privileges and liabilities enjoyed under or imposed by such 
laws, did subscribe and acknowledge, as required by law, articles 
of incorporation as follows to wit: 

(Here insert a copy of the articles in full together with 
the certificates of acknowledgment and such other certificates 
as the laws of the state in question provide should be a part 
of the articles of incorporation. ) 

The above articles of incorporation together with the certificate 
of acknowledgment (together with any other required certificates) 
were on the...... AY MOR MAI oie nia te , 19..., duly filed in the 


office of the Secretary of State at............ , in the said State, 
and by him recorded as a certified copy thereof by him furnished 


to said subscribers. 

Within a reasonable time after filing the articles of in- 
corporation in the office of the Secretary of State the 
incorporators must meet and fix the time and place for 
opening the subscription books, doing same by passing a 
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resolution and fixing the time and place for such opening of 
the subscription records. In doing this any requirements of 
the State laws should be observed. Usually all such require- 
ments may be waived by securing the signatures of all the 
incorporators to that effect. The form of such a procedure 
of the incorporators, as suggested in the official forms issued 
by the Secretary of State of the State of Ohio, is as follows: 


Onvthis;, <i. oe day. Of% se'tie a8 Seige , 19..., all the incorporators 
of (name of corporation) met at (name of the place of meeting), 
to order the opening of books of subscription to the capital stock 
of said (name of corporation) to fix the time (or times) and place 
(or places) for such opening and to waive the notice of such 
opening required to be given by law; and having agreed upon such 
time (or times) and place (or places), the following order for, and 
waiver of notice of, the opening of such books of subscription, was 
made in writing by all the subscribers to the articles of incorpora- 
tion of said corporation: 

ANT Era oe NE (name of the corporation) order for, and 
waiver of notice of the opening of books of subscription. 

SP IERPSS os alte pODIOR Re ela eye ae ae 

The undersigned, being (“all,” or a “majority,”) of the sub- 
scribers to the articles of incorporation of The............. 
Company, do hereby order that books be opened for subscriptions 
to the capital stock of said company, at................ in the 
SOC an ee Ofe.s.sa. «County Ohio, on thes... edayror 
Be WE nite Bees Ss , 19..., at......07’clock, ...M; and we hereby in 
writing (“waive” or “order”) the notice by publication of the 


ae and place of such opening of books of subscription, required 
y law. 


0 6 0 Oe ve © © © whee @ = © ele © 6s 0) pa sie Dib ine tenn we 
OO OO 6 O96 (a 1s bea fe. © 1m a Tarim) 0" ce) emis) a) 005; eh a ete nite) ate 


Ce Ce a Se Pe fen CE PR TEC MC ah hn Oty he OF 


Incorporators. 

The above waiver and resolution of the incorporators 
should appear in the minute book immediately following the 
articles of incorporation. Thereafter all proceedings of 
stockholders and directors should follow in order of occur- 
rence of the meetings. It is customary also to include in 
the minute book a copy of the by-laws adopted by the stock- 
holders. This should appear immediately following the 
resolution of adoption of such by-laws. 
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25. Stockholders’ Meeting Illustrated 


An illustration of the tense interest that is sometimes 
aroused in the election of corporation officers is found in the 
meeting of the Standard Oil Company of Indiana held at 
Whiting, Indiana, March 1, 1928. Not long before this date 
Colonel Stewart, chairman of the board, had refused to 
inform a senate investigating committee at Washington as to 
the disposition of certain bonds of the Continental Trading 
Company, which had played an important part in the famous 
Teapot Dome oil scandal. John D. Rockefeller, Jr., stated 
to the same committee that he disapproved of Mr. Stewart’s 
attitude. Colonel Stewart was placed under arrest and it was 
not clear whether he or the Standard Oil Company of 
Indiana was involved in the scandal. The following is 
quoted from the Chicago Journal of Commerce for March 
2, 1928: 

The annual meeting at Whiting, Indiana, yesterday marked the 
great moment. Colonel Stewart, known for his constant smile 
and jocular manner, opened the meeting of stockholders with a 
grim expression and sticking strictly to formality and technicali- 
ties. The various legal resolutions were asked and passed, a 
review of operating results was read, and then it was stated that 
the election of directors would be the next business. 

Colonel Stewart, towering above all in the room, still carrying 
that grim expression, arose for the first time. “It is usual,” he 
said in a low precise voice, “for the president of this company to 
preside at stockholders’ meetings when the chairman of the board 
is not present. In order that my presence will give no embarrass- 
ment to any stockholder or to myself, I will absent myself from 
the room and Mr. Seubert, the president, will take over this 
meeting. I will be in an adjoining room and available when sent 
fOr.” 

E. G. Seubert then called for nominations for directors. The 
nine directors who served for the last year were formally nomi- 
nated for re-election by a stockholder. Mr. Seubert arose and 
said that he wished to read a communication before the ballot 
was cast. Stockholders jerked upright and there was general 
recognition that the moment had arrived for the climax. The 
letter was the final word from the Rockefellers as to how they 
felt as to Colonel Stewart. 
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It follows in full: 


“Feb. 27; 1928, DEAR Mr. SEUBERT: 

“Some time ago proxies in the official form, covering my 
holdings of stock in the Standard Oil Company of Indiana, 
were forwarded to Colonel Stewart, you and Mr. Graham as 
the proxy committee. This stock stands in the following 
names and I am enclosing herewith my formal instructions, 
end formal instructions from each of the other record holders, 
to vote it in accordance with this letter: 


He Ps (Bishan ne urd tasks erent 137,900 
ALOE Batese Pu Se ecbacs, sha sites ctera rere 130,000 
Robert Wis Gumbel 2. oes - oe ete hy 2130;000 
Butler, Herrick & Marshall............. 4,240 
John: DD Rocketeller. 0). 4c tamc ein rer, 140 

402,280 


“T am not prepared at this time to vote either for or against 
Colonel Stewart’s re-election as a member of the board. I 
wish, therefore, to have the proxy committee vote my stock 
for the re-election of all of the present members except Colonel 
Stewart. 

“That my position may be understood, I shall be glad to 
have this letter read at the annual meeting before the election 


of directors. “Very truly, 


“JoHN D. ROCKEFELLER, JR. 

(P. S.) “The finance committee of The Rockefeller Foun- 

dation has directed the assistant treasurer of the Foundation 

to issue to your proxy committee similar instructions as to the 
voting of the Foundation’s stock.” 

This represented explicitly the Rockefeller attitude, but the 
subsequent vote was a complete victory for Colonel Stewart. Of 
a total of 9,234,000 shares of stock entitled to vote at the meeting 
6,320,275 were represented in person or by proxy, the highest 
percentage of stock voted at a Standard Oil meeting in years. Of 
the stock voted, 6,320,275 shares were voted for the eight directors 
other than Colonel Stewart, and he received 4,980,355 shares, with 
no other name in nomination to oppose him, no voice lifted against 
his re-election. 

After the meeting Colonel Stewart said: “TI feel highly gratified 
that there was no dissent to my re-election. It moved me greatly.” 

There are two vacancies on the directorate, but these were not 
filled, although the board was authorized to make appointments 
if they deemed it necessary before the next annual meeting. 
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At the subsequent meeting of the board, Colonel Stewart was 
re-elected chairman of the board and all other officers were likewise 
re-elected. It was learned that the Rockefeller Foundation holds 
approximately 460,000 shares, so that there was a total of roundly 
863,000 shares directly indicated as not voting either way on 
Colonel Stewart. However, there was a total of 1,339,920 shares 
voted for the eight other directors, and not for Colonel Stewart, 
leaving about 476,920 shares unaccounted for. It is presumed 
that this represented holdings of other Rockefeller affiliations, who 
adopted a similar course, but whose policy was not publicly 
announced. 


26. Forms Used in Connection with Stockholders’ Meet- 
ings 


The following forms are such as are commonly employed 
in connection with stockholders’ meetings. 


Form 116 


Notice OF MEETING TO ORGANIZE CORPORATION 


We hereby notify you that a certificate of incorporation has 
been issued by the Secretary of State of the State of............ ‘ 
under date of............ MiCreAtings Lhe oie. osc» soe Company, a 
corporation. 

You are hereby notified that the first meeting of the stockholders 
of said corporation will be held at No....... aN re ea let ot 
PLCC aot e. tlds ane <p aye MOSAL tas he OClock se es, Onw the. rae 
CANO s accra es ss os , 19.... The purpose of such meeting sha!l 
be to adopt by-laws and transact any other business which may 
properly come before the meeting. 


oor ere eee ee eo ee eee ewe ee eo ee He OH ew 
Oe or erele: vie telle! 0) 6-6 6)16).6 se] © © 0) s\,e] «'\6\.0) ‘s) 6) wells ses, © 10 


oo) sets! 6 (© © (€! 0 016.6 © 06 06 6) 0,6 > a6) ¢ * © 0) 's\ 60 6 16) 6 0 


Incorporators 
eee og oe ey ee 
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ForM 117 


Watrver or Notice oF First MEETING OF STOCKHOLDERS 


We, the undersigned, being all the persons named as incorpora- 
tors'in ‘the charter of The. <4 32.3.2. Company, a corporation 
organized under the laws of the State of............ , do hereby 
waive notice of the time, place and purpose of the first meeting 
of the incorporators of said Company as provided by the statute 
ol tie State"ol eo 0ee sates , and we hereby fix the...... day 
Groele ee A. Sto.Fs). ati ei Mfas the timetanudat ese oreee as 
the place of said meeting, and we consent that all or any matters 
which concern the interests of this corporation and which fall 
within the authority of the stockholders may be considered and 
acted upon at such meeting. 


0 8 ee) 6 a Clem etree) «Soe elle; iw ielietehe: si eee 


Oey 8 wide Ole ae fe ele Gi © 6; oh whey abel ® wie Slats 


Signatures of all Stockholders 


Form 118 


PROPOSAL TO EXCHANGE PROPERTY FOR STOCK 


(This form of letter will be found of use where a corporation is 
organized to take over the assets of an existing business. It should 
be read at the first stockholders’ meeting.) 


A OAL DOS ek & Siar bveacard on erent Company 
Bots We Ack (pn ttt 
I hereby offer to sell and transfer to you in exchange for 


Be sie vaval Phieps sas wisioh & tonke wn aie noel hooped bedea Ghee ees me 
of your capital stock to be issued to me fully paid and nonassess- 
able, the business now conducted by me at 


Ce 2 i very 


Cy CL COSCO Yer ae VRC IPY Kate PMC IE RON ET Oe SC va) 
#0) ey Whe) soi 0! |e Tei yd she: @ (algae, el.mive: ivan) wy elle a el atemeneliai ane 
O10) @ Je) Ore) oO Lelie, pe (eis) 10; 6 (00) 0) 0. Ole eye: 6 er eeie 
ON RO Rt ta CTA MCA Tats ea) 

Oi Fe) .e Wi ahke eins (0 ig 0) 0 (a 8. @ 6 8\.0:<9: [o, @ whiw, (ei tep 6). ene eh’ rele) lesley @hlete sememeltenciaue 


OS ON a) Se) (9 18:18: '0) (0.9.0 (6) We) 6 eye! BBG. '8\ ee GOL a\ G6) 0 sue © “el 66, ue PAO 0 inl owen) a late elie eiten aienater 


consisting of the plant, stock on hand, all processes of manu- 
facture, tools, equipment, machinery of every description, raw 
material, leases, accounts due and bills receivable, patents, patent 
applications, trade-marks, secret processes and the good will of 
the business, the whole being sold as a going concern, all of said 
property being free and unencumbered. 
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If this offer is accepted I will deliver to your Company proper 
deeds and assignments of the above mentioned property and rights 
upon your delivery to me of a Certificate of stock representing the 
above named sum. 

Yours very truly, 


OSOUC ECR. DC CUK ECR OUOnCy Crile Ca eCOMC) (athe SSC EOC ar CYC 


ForM 119 


AUTHENTICATION OF RECORD BookK AND RECORDS 


_ We, the undersigned, being and constituting, in part, all of the 
- Incorporators of the 


a corporation duly organized and existing under and by virtue of 
the laws of the State of Illinois and by virtue of a Certificate of 
Incorporation issued by the Secretary of State of the State of 
Illinois, under the Great Seal of the State of Illinois, on the...... 
AVAL esos 6 vue) ses , A. D. 19..., and being and constituting, in 
part, all of the initial Directors of the said corporation, for the 
purpose of the adoption and of the identification of this book, 
together with the records therein contained, as the Book of 
Records of the said corporation and as the original Record of the 
organization thereof, respectively, have hereunto subscribed our 
respective names and have caused the corporate seal of the said 


corporation to be hereto affixed, in the City of........... , in the 
BCA V Ol ac) Sich stings ol « , in the State of Illinois, on this...... day 
EOMNS di tirato eynth) 5 Aes LO Sais 

RUN eR RT HE Mates Bev eet (SFAL) ae Oe rere tates oA SAT 
Ree eR AG ta fe dere acd (SEAL) ee eee eM oy OC OEAT. ) 
BBM Nate ae cw 8 ie anon (SEAL) Pett aMEM ch MELO. else MOGs. saa EAN 
MPM har aie ais soko ee aes.0 (SEAL) SPE ROHN Ie She te akon bead (ORAL) 


(Corporate Seal) 


FoRM 120 


STOCKHOLDER’S RESOLUTION DIRECTING PURCHASE OF PROPERTY 


Whereas, an offer has been received by the Board of Directors 
of this Company to sell to this Company the manufacturing 
PSSINERSOOL HE RE wus)ole oles eo Company, including all assets there- 
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of, both tangible and intangible, for the sum of............++++ 
Dollars (Secs he ) to be paid in capital stock of this Corpo- 
ration taken at its par value as specified in the proposal dated 
wens el eueremele ie 6 6 IQ... 

Resolved, that in the opinion of the stockholders of this 
Corporation said property is necessary for the expansion of its 
business and that it has a fair value of..............:; Dollars 

Resolved, rit the Board of Directors of this Company do and 
are hereby authorized to purchase said property in accordance 
with the terms of said offer and to issue in payment thereof full 
paid and non-assessable stock of this Company to the amount of 
1 PO ERA Pee OR eA Dollars: ($2. .c22.--)) te ene 
discretion they deem it wise to make such purchase. 


ForM 121 
STOCKHOLDER’S RESOLUTION ACCEPTING PROPERTY 


Whereas, the Board of Directors of this corporation voted on 
Pe reo lay. Of oe nia eae , Ig.., to purchase all the property 
Of Ehete ce es Company located. ato...) isms 5 on , and to 
issue in payment thereof, full paid and non-assessable stock of this 
Company to the amount of Fifty Thousand Dollars ($50,000.00). 

Resolved, that such action of the Board of Directors of this 
corporation be and is hereby ratified and approved. 


FoRM 122 
MINUTES OF First MEETING OF STOCKHOLDERS OF........ 
The first meeting of the stockholders of............ was held 
onthe, day 08s. sis aens y TOs Renae eee amare o’clock,....M. 
at the office of the Company, Number...... s'Dies Scheie Street 
invehe citysOf 0. .s1e5 sane » otate.Oftens ok ee 
Pursuant to a written call issued............ all of the stock- 


holders of the Company were in attendance except such as were 


represented by proxy. The names of the stockholders present 
were as follows: 


Name Number of Shares 


CSOsO brn Crue MOMGEt Fo) SOnCIIOA 
TS 9. e' fee, STeee. as Erohinileltel emeles 
6, 20a) OF iaice [ele @e. elo ecelis! wel sile 


Ch CUNT tae) Yet ec) hace SORE IECUILY Cuicy 
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The names of the stockholders present by proxy were as follows: 


Name Name of Proxy No. of Shares 
On motion duly made and seconded, Mr. .............. was 
elected Chairman of the meeting and Mr............. was elected 


Secretary of the meeting. By the unanimous consent of all out- 
standing shares of stock the reading of the formal notice calling 
the meeting was dispensed with. Also by the unanimous consent of 
all outstanding shares the meeting was declared to be regularly 
called. 

The Chairman reported that the application for charter had 
been filed in the office of the Secretary of State of the State of 
Loe Cee ONstRes sa Olea sya tee chests POL Abin cc's 2 
o'clock at ...M, and that all other steps had been taken to 
constitute the Company a duly organized corporation. 

The subscription lists were presented by the Secretary and upon 
motion duly made and seconded, were approved and accepted. 

The by-laws for the regulation of the internal affairs of the 
Company were read and considered article by article. Each article 
was, upon motion duly made and seconded, adopted by the unani- 
mous vote of all outstanding shares. Upon motion, duly made and 
seconded, the meeting next proceeded with the election of a Board 
of Directors for the first year. The following subscribers to the 
capital stock of the Company were elected directors: 


Name Number of Votes 


uctiatéiiel ellei/el si 6) 6.6.10) e) (61,0; '6) 0 1e. 0) © .0c6 8) 6 (0/0 0 @ \6\-6..6 0) 5 9) 6 (0. ev 6 0:6) (6,0) 0 (0:10: !0 4 6/0. ..0) .0 00) 19 
Supiioh cisiteTs ei (sie) 6) 6 elie. (e\ e)jalle ‘e) eo .040).6, o- 0 0 00 ‘010, 6  _ (:e-\0) ev wee le (eee, 6 16. 6 8 eee) oJe 


RE oMetisie siisitenlel(se.jeike e 7 .¢ (9, 6iele ce) oe, 6 (01 1e 6) (6. <¢) 10716116 01 | | (0) ele 16,10) 46,"0.0)50, 6 6) "e 0.0) 0 .6i:6' 0. 0-0 


The procedure in the election of directors was by ballot, Messrs. 
RE a anes and............having been appointed inspectors 
to supervise the taking of the ballot. 

Upon motion, duly made and seconded, the Board of Directors 
were authorized to issue such amount of the capital stock of this 
Corporation as from time to time may be thought necessary by 
them, provided only that they do not exceed the total authorized 
issue. They were furthermore, authorized to accept in payment 
therefor, money, labor or property of any kind which, in their 
judgment, might suitably serve the purpose of the Company. 

A tentative agreement for the purchase by this Company of 
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certain properties was presented as follows: (Here insert or 
reproduce copy of agreement.) ; 

With reference to this agreement the following resolution was 
made and seconded and unanimously adopted: ; 

Resolved, that a tentative agreement for the purchase of certain 
properties as shown above be accepted by this Corporation and, 

Resolved, furthermore, that the Board of Directors of this 
Corporation be and are hereby authorized to execute said agree- 
ment in the name of this Company and to issue in payment for 
said properties described in said agreement, capital stock of this 


Company to the amount of............ Dollars ($s ee as ce ) 
as provided in said agreement. On motion, duly made and 
seconded the meeting adjourned until....... o'clock’ > .22. sy eee : 
TOs io. 
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MINUTES OF ADJOURNED MEETING OF STOCKHOLDERS 


In accordance with the motion duly made and seconded at the 
meeting of the stockholders of this Corporation, held on the...... 


Gay ORM ote at tee , 19... this adjourned meeting of the stock- 
holders of said Company was called at the office of the Company 
Abatitg’ « 0 clock.) eM cabs. s ovenae in. the city of... 2. aa ane . 
NtAte Ole cco ei ain thee tog 

Mr arene nie nt ete we Re alee , President, acted as Chairman, and 
MVE ds atthe teen ss aes ee acted as Secretary of the meeting. 

On motion, duly made and seconded, the minutes of the di- 
rectors’ meeting held on the........ day OFS s.\ wee STG 8 eee 
Atay Pees o’clock. .. .M., were read and approved. On motion, 


duly made and seconded, the resolution of the Board of Di- 
rectors authorizing the President of the Company to purchase 


property in accordance with the following agreement was ratified 
and approved: 


(Here insert a copy of the agreement.) 


On motion, duly made and seconded the meeting was declared 
adjourned. 


BP ee: 6 Oe) ONG) cite iv ate) al iu ie) aaMelipielvat cite 
oe sive we Oe is ea «el 6) 16 eee: 


Secretary. 


The form of stockholders’ minutes suggested by the Sec- 
retary of State of the State of Ohio, is reproduced as follows: 
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MINUTES oF First STOCKHOLDERS’ MEETING 
(ANOTHER Form) 


Ce rr Y 


5, STO sik Geeta MYCIN Mite Cal armel aA tO 
Pursuant to formal natice given by the subscribers ‘to the 
articles of incorporation of (name of corporation) to the sub- 
scribers to the capital stock of said corporation to meet at (name 
of the place of meeting), on the.......... Gay Ole nts aie ek 
FICC ct CoRR Re area Lag o’clock, ....M., for the purpose of 
electing the first board of directors of said corporation, and of 
transacting such other business as might come before said meet- 
ing; all of the subscribers of the capital stock aforesaid met at 
the time and place above named, and thereupon, in person or by 
proxy, did all execute a waiver of notice of the first stockholders’ 
meeting of said corporation, which waiver appears here upon this 
record of proceedings of said corporation in the words and figures 
following: 
PORTH ee male che, cysts: ae recevateiaic (name of the corporation.) 


WAIVER OF NOTICE OF FIRST STOCKHOLDERS’ MEETING 


We, the undersigned, being all of the subscribers to the capital 
CTS iy Fel 0d I YL a ers ti Company, and being all this day 
CN ORE RES Reno o’clock ...M., present, in person or by proxy, 
as appears below, at the first stockholders’ meeting of said Com- 
pany to elect directors, heldtatsctr ee eo). itn. in CHE ts ae teens 
aro se lelle safe County, Ohio, do hereby waive the notice of 
such meeting required by law: 


Names of Stockholders Names of Proxies No. of Shares 


ME MaEn Sete ection kh ataietial eitsMe\;e(> 1 wer sellecis’ sires ie) eae (6 keas 6 fee! josie” == te, 01 ele 6 bb e8%S 0) 00 he: 


Maatte tsetse Md Jel sie ene nvienat vite 4  @lle Cle, Crimes 10! wee, © ie) elie) elise 6 = bi ce, 0) 8 0S pends 6) 6 
Gt at eulettset (e/a) ortau elton ia! (erissiel op a) lla cat Ne (oy eile! (e “etieceue Jes eee ce lelis ewe, | 6 6 1elelié'e ec.0 10 6 6 3 


Pee aeaU ene lee) sis) 6) 4 .60s,.6 © ere? | | 61 6) eh ene (6) efelid les 8) 6 0 #6 6.0 0, (9: 0) 0: 8 0.(0) 6.0. 6) 0) 16 


John Jones was chosen chairman and William Smith secretary, 
of said meeting. 

On motion of David Brown it was resolved that the chairman 
appoint a committee of three to prepare a code of regulations for 
the government of this corporation. 

The chairman appointed David Brown, Samuel Miller and 
Robert Allen as such committee. 
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A recess was then taken until...........-.-..- o'clock, 4M: 

Pay ee oes s: S58 o’clock, ...M., the meeting reconvened, and 
the committee on regulations, being called upon by the chairman 
for its report, reported and recommended the adoption of the 
following code or regulations: 

(Here set out the proposed code of regulations. ) 

On motion of James Wilson, 300 shares (the entire capital 
stock of the corporation) being cast in the affirmative, and no 
shares of the stock being cast in the negative, it was resolved that 
the code of regulations heretofore set forth be adopted as the code 
of regulations governing this corporation, and that the written 
assent of the stockholders favoring the adoption of such resolu- 
tions be recorded in the minutes of this meeting. 

Thereupon the following written assent to the adoption of the 
code of regulations aforesaid was entered in these minutes and 
subscribed by all (in Ohio the holders of at least two-thirds of the 
stock must subscribe such assent in order to make it effective) of 
the stockholders of this corporation: 


9. .¢ Jn) .e ‘aliece. @ile. ‘e] @ ‘e & 0) /6) 0's) € 6) ee: Ce) \6 wile. ele ue) 's 0 6) use feu ete 


We, the undersigned, being the owners of the number of shares 
of the capital stock of (name of corporation) set opposite our 
respective names, do hereby assent, in writing, to the adoption 
of the code of regulations hereinbefore set forth for the govern- 
ment of this corporation. 


Name Number of Shares 


O/C R10 0: 8, 606.16 6 eee CF ae 6:6 (e ©. CXe @ 6 6 o 6 Oe Se era | 5 6) Oeee) e elma) a eel are (stele isiiein 
Sip, © (® 0) 0) exe) (0) 100) @) 8) 6 Kece. |e) * Kel @ 86/66 Sie! 'e # @ m6) .8) 6) elf | |) 0 a6) eve ene, ef © sl 6) aneie ise) a Usite 


CSO) wc 8 6 ©) ee eel 08 oe) 08 (ee) 6 @ ae 8 ie 6 ee W @le.e) | elute Velle)/al (ous we ler eliclinl ol ellenale 


The code of regulations having been thus adopted, the chairman 
ea the election of a board of directors to be the next thing in 
order. 

On motion of Peter White it was resolved that the board of 
directors of this corporation consist of five directors. In Ohio a 
corporation must have not less than five nor more than fifteen 
aber which number should be fixed by motion as herein set 

orth. 

An election for directors was then held. 

The names of John Jones, William Smith, David Brown, Samuel 
Miller, Robert Allen, James Wilson and Peter White were placed 
in nomination as candidates for the office of directors. 

James Wilson and Peter White withdrew their names. 
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No other names being proposed, a ballot was then had. 

James Wilson and Peter White, being the only two subscribers 
to the articles of incorporation of this corporation present, were 
requested by the chairman to act in the capacity of inspectors of 
the election. 

Said election having been had, the following entry was here 
made upon this record of proceedings by said inspectors, certify- 
ing the result of said election, and appointing a time and place 
for the holding of the directors’ first meeting. 


1101/6) [6 de net6)"0p elo) 0. "boule. 0/0) © ¢: je: 10: 6) 916 20.18 -0r\0 18, ecelip 6 elle.e le 


We, the undersigned, being the only subscribers to the articles 
of incorporation of (name of the corporation) present at the first 
meeting of the stockholders of said corporation, held at (place of 
meeting), on (time of meeting), do hereby certify, that at an 
election for directors held at such meeting, and at which we acted 
as inspectors of such election, three hundred shares of the capital 
stock of said corporation were cast in favor of the election of 
John Jones, William Smith, David Brown, Samuel Miller and 
Robert Allen, as directors for said corporation and no votes were 
cast in favor of the election of any other person. And we do fur- 
ther certify, that at ‘said election, the said John Jones, William 
Smith, David Brown, Samuel Miller and Robert Allen were each 
duly elected to the office of director of said corporation, to hold 
their said offices until the next annual election of directors held 
by the stockholders of said corporation, or until their successors 
are elected and qualified; and we do hereby appoint............ ‘ 
LIE Some ha sii save GA SOL ee en hate ata en aa RAT Oi isruat vedio 
Oelock ON. vas (thestime, (and ©; src ceccs a cea es (place of meet- 
ing) as the place for the holding of the first meeting of said 
directors. 

JaMes WILSON 
PETER WHITE 


There being no further business before the meeting, on motion 
of Robert Allen the same adjourned. 
JoHN Jones, Chairman 
Attest: 
Witiram Situ, Secretary. 
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Notice oF STOCKHOLDERS’ ANNUAL MEETING 


3 CR eT ae 7) we « annual meeting of the stockholders of 
CL Sede Soe ene as Pe 7 Company will be held............ 
Wekfed qe ohina Gakaae pADEL ayo:c a via er abeeeesieas hp SELIG saprc ante eee 
"EASE POC OP EDTE S81 Qics spp Abucme es CLOCK, te ye. arena ne 


election of three directors to hold office for a period of three years 
and for the transaction of such other business as may properly 
come before the meeting, including various transactions and con- 
tracts entered into by the executive committee since the last 
annual meeting of the stockholders. 

The stock transfer books will be closed from the close of busi- 


Mess on. Ve NS eee Bg )0) eae ge esa day 08sih5 eee . 
19sos. pandewil: be reopened Mats. seks se o’clock on the 
MOFPHiNgG OF tases wae ee wie S pEOusaie 
Secretary 
Form 126 


Notice or ANNUAL MEETING OF STOCKHOLDERS 
(ANOTHER Form) 


Cuicaco, NortH SHORE AND MILWAUKEE RAILROAD COMPANY 
Edison Building—72 West Adams Street, Chicago 


Notice or ANNUAL MEETING OF STOCKHOLDERS 


February 2, 1928. 

The Annual Meeting of the stockholders of the Chicago, North 

Shore and Milwaukee Railroad Company will be held in room 

1741 Edison Building, 72 West Adams Street, Chicago, Illinois, 

on Monday, March 5, 1928, at 10 o’clock, A. M., for the purpose 

of electing Directors and for the transaction of such other business 
as may properly come before the meeting. 

All stockholders are requested to be present at said meeting in 

person or represented by proxy. 
LINCOLN C. Torrey, 
Secretary. 
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Notice oF STOCKHOLDERS’ ANNUAL MEETING 
(ANOTHER Form) 


ANNUAL MEETING oF STOCKHOLDERS COMMONWEALTH EDISON 
CoMPANY 


The stockholders of the Commonwealth Edison Company are 
hereby notified that the regular annual meeting of the stockholders 
of said Company will be held in Customers’ Hall, on the Second 
Floor of the Edison Building, 72 West Adams Street, in the City 
ot Chicago, Illinois, on Monday, the 27th day of February, 1928, 
at 5:00 o’clock, P. M., for the purpose of electing a Board of 
Directors and of transacting such other business as may be prop- 
erly brought before such meeting. 

JouHn W. Evers, Jr. 
Secretary 


Form 128 


Notice oF ANNUAL MEETING OF STOCKHOLDERS 
(ANOTHER Form) 


UNITED STATES STEEL CORPORATION 
NOTICE OF ANNUAL MEETING OF APRIL 16, 1928 


Notice is hereby given that the Annual Meeting of the Stock- 
holders of the United States Steel Corporation will be held at the 
principal office of the Corporation, Hudson Trust Company Build- 
ing, No. 51 Newark Street, in the City of Hoboken, County of. 
Hudson and State of New Jersey, on Monday, the 16th day of 
April, 1928, at 12 o’clock, noon, for the following purposes, 
namely: 


1. To consider and vote upon the approval and ratification of 
the various purchases, contracts, contributions, compensations, 
acts, proceedings, elections and appointments by the Board of 
Directors or by the Finance Committee since the Annual Meeting 
of the Stockholders of the Corporation on April 18, 1927, and all 
matters referred to in the Annual Report to Stockholders for the 
fiscal year ending December 31, 1927. The minutes of the Board 
of Directors and of the Finance Committee will be open to inspec- 
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tion by stockholders of record during business hours at the New 
York office of the Corporation, No. 71 Broadway, until after the 
close of the meeting. 


2. To elect Directors pursuant to the by-laws. 


3. To elect a committee of three stockholders to administer the 
Corporation Profit Sharing Plan adopted at the Annual Meeting, 
April 18, 1921. 

4. To elect independent auditors to audit the books and 
accounts of the Corporation at the close of the current fiscal year. 


5. To transact such other business as may properly come before 
the meeting. 

The stock transfer books will be closed at 12:01, A. M. on 
Saturday, the 17th day of March, 1928, and will remain closed 
until the adjournment of said meeting of stockholders. 

By order of the Board of‘ Directors, 


Gro. K. Leet, Secretary. 
Dated, March 15, 1928. 
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Notice oF ANNUAL MEETING OF STOCKHOLDERS 
(ANOTHER Form) 


AMERICAN STEEL FOUNDRIES 


NOTICE OF TWENTY-FOURTH ANNUAL MEETING 


Notice is hereby given that the Twenty-fourth Annual Meeting 
of the Common Stockholders of the American Steel Foundries will 
be held at the principal office of the Corporation, No. 15 Exchange 
Place, in the City of Jersey City, County of Hudson, and State of 
New Jersey, on Thursday, the 24th day of March, 1927, at twelve 
o’clock, noon, for the purpose of electing Directors to succeed those 
whose terms of office then expire; to consider and vote upon the 
approval and ratification of the report of the President and ofall 
accounts, contracts, acts, by-laws, proceedings, elections and ap- 
pointments of the Board of Directors or the officers of the Corpo- 
ration since the last annual meeting of the stockholders, and for 
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the transaction of any and all-such other business as may properly 
come before the meeting. 


F. E. Patterson, Secretary. 


Jersey City, New Jersey, March 4, 1927. 


As the Common Stock of the Corporation should be represented 
as fully as possible at the Annual Meeting, stockholders entitled 
to vote, who do not expect to attend in person, and who wish to 
vote as therein indicated, may sign the enclosed proxy, and return 
the same in the accompanying envelope addressed to F. E. Patter- 
son, Secretary of the Company, Chicago, IIl. 

In view of the very considerable amount of detail necessary 
to prepare for this meeting, it is desired that the proxy shall 
be returned at as early a date as possible by every stock- 
holder. 

Enclosed please find copy of the Annual Report to Stockholders, 
Combined Balance Sheet as of December 31st, 1926, and Profit 
and Loss Statement for the fiscal year ended December 
31st, 1926. 


F, E. PATTERSON, 
Secretary 


FoRM 130 


NoTICE OF STOCKHOLDERS’ MEETING TO DISSOLVE 
CORPORATION 


Notice is hereby given that a meeting of the stockholders of 
Harry A. Klebo Company will be held at Room 638, 33 South 
Clark Street, Chicago, Illinois, on the 24th day of February, A. D. 
1928, at 2 P. M. for the purpose of voting on the proposition to 
dissolve the corporation. 


Harry A. Kieso, 
President 
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Notices or ANNUAL MEETING OF STOCKHOLDERS AND 
ACCOMPANYING LETTER 


NOTICE OF MEETING 
GENERAL ELECTRIC COMPANY 


@ 


April 23, 1926 
To THE STOCKHOLDERS OF THB 
GrENnERAL Exvectric CoMPANY 


The Annual Meeting of the Stockholders of the General Electric Company 
will be held at the principal office of the Company in Schenectady, New York, 
on Tuesday, May 11, 1926, at ten o’clock a.M., Eastern Standard Time, for 
the following purposes: 

1, To vote upon. a proposition to change the present authorized 
common stock of 1,850,000 shares of the par value of $100 each, 
into 7,409,000 shares of common stock without par value. 

To vote upon a proposition to change the first paragraph of Section 

1 of Article X of the By-Laws of the Company to read as follows: 
“The Board of Directors shall be authorized to fix a day not 
more than forty days prior to the day of the holding of any 
meeting of stockholders as the day as of which stockholders 
entitled to notice or to vote at such meeting shall be determined. 
The Secretary shall make out a full, true and complete list of 
all stockholders of the Company entitled to vote at the ensuing 
election with the number of shares held by each, setting forth 
the names in alphabetical order.” 

To elect twenty Directors for the ensuing year. 


To transact such other business as may properly come before the 
meeting. 


The transfer books of the Company closed at three o’clock p.m., Eastern 
Standard Time, on Friday, the 16th day of April, 1926, and will remain closed 
until nine o’clock a.M., Eastern Standard Time, on the day following the final 
adjournment of said meeting. 


If you are unable to be present, PLEASE AT ONCE SIGN AND RETURN. 
THE ENCLOSED PROXY. 


By Order of the Board of Directors: 


Grrarp Swops, President 
M. F. Westover, Secretary 
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Form 131 (Continued) 


Notices or ANNUAL MEETING oF STOCKHOLDERS AND 
ACCOMPANYING LETTER 


GENERAL ELECTRIC COMPANY 


® 


April 23; 1926 
To THE STOCKHOLDERS OF THE 
GENERAL Exectric COMPANY 


At the annual meeting to be held Tuesday, May 11, 1926, formal notice of 
which is enclosed herewith, there will be submitted a proposition to change the 
present 1,850,000 shares of authorized common stock of a par value of $100 each, 
into 7,400,000 shares of common stock without par value... Each stockholder 
will accordingly receive four shares of the proposed no par value stock for each 
share of present stock. ; é 


The report of your Company for the year 1925 has already been sent to 
you. The report of orders received for the first quarter of this year was sent 
to you on April 14th. On page 8 of this report you will have seen that the net 
earnings available for dividends on the common stock for 1925 amounted to 
$20.49 per share. The average of the last four years was $18.75 per share, and 
the average of the last twenty-five years was $16.73 per share. 


Provided the stockholders authorize the change, your Directors propose 
to pay on July 15, 1926, a quarterly dividend on the new common stock 
without par value of 75¢ per share in cash, and an annual dividend of $1.00 
per share in Special 6% stock of the Company (such stock dividend taking the 
place of the stock dividend paid in October of each of the last four years). 


The Board of Directors approves and recommends this plan. 
To authorize it will require a two-thirds affirmative vote of the stockholders. 


The proposed change in the By-Laws of the Company is for the purpose 
of avoiding the necessity of closing the stock books for a stockholders’ meeting. 


If you are unable to be present we urgently request that the enclosed 
PROXY BE SIGNED AND MAILED PROMPTLY. 
Respectfully, 


Owen D. Youne, Chairman 
Gerarp Swope, President 
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FoRM 132 
STOCKHOLDERS’ REQUEST FOR SPECIAL MEETING OF 
STOCKHOLDERS 
PMG an Mey ono SN) So LACE, Company 
PAted Fe Set tn scwcd ate 19 
To the President of the 
CAAT Gc he dress aiuto oem Company 
We, the undersigned, holding .................. per cent or 
more of the voting capital stock of the ...................4. 
i OR air Die Seid Company, in accordance with the provision in 


Section 2 of Article III of the By-Laws, do hereby request you to 
call a special meeting of the stockholders of this Company to be 


Weld at Bas. « veitegieu's o'clock: 4), Mi. onthe 0.2 pate eens 
Gay “Oly sii Ase ¢ I9...., in the office of the 

Company oe sik cF a iiete, tes Sie faieteets Ue Ailes wed cid gM orate 
for the (purpose: Of) oo ve: cae oe eee tee ee ee 


Oe 6m, O OGwiiciava0:.8.9)..0)'e (eer a0: @ 100) ave! 6/0 a le a0 8) 68-6 a 6 aie 0) 4) w) ale pees lmabma nee e ia 
OO 0: 418 bce) @.:0, 610) ee elie 0) 6 0:16: 16) 018) ie eee 6, © 6m) Che Sum @ bel ig w uel ena) se @: nile dsl es sia 
PRC ie LE OU Oe Og Oy Co Le Ya a OA Oe CC OAR ek cae emot) O.tery ch 


© 0, 6: 4\'0 6.07.0 e116 BMD) «Sim © 6 6 ee Oe e Ee 6. 6 tell eee ere) @e a 6) 4 e)/e 10 elem ve Tals! we ieliat ese aie 


and for the transaction of all such other business in connection 
therewith as may be necessary or desirable. 


DA gets Mabe academe are Owning 2.0 ¢as22..0.'2 Se shares 
“ “ 
Bor Harmalsgg aes Mime: ate mere jee 4 SAN AEROS Sapte: 
Dis «ple Scat Mame cea aeertctateren Ahi actuate Mit tt Srl cata 
B5 dv'g vioahe Bb Cts COCR EE Oe Paice tk a vial 
Ps pAhe Iasi pio tase Celt AeA, Ao RS ae aoe «“ 
ForRM 133 


Notice oF ADJOURNED ANNUAL MEETING OF STOCKHOLDERS 


BHe ec. 1 annual meeting of the stockholders of the 
SIMS PO Io ey bare he Company will be held at................0n 
Reel, asses Ue ieee p AQa yes Bb Fi 6 9 Ghemeetersic oO CLOCK ann eevee shee 


the purpose of electing seven directors of the company and for the 
transaction of such other business as may properly come before 
the meeting. 


The stock transfer books will be closed for the close of business 
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ON ............ peer Gita setae nce ay Of aia ional One eee 
and will be reopened at ...........0.0.. o’clock on the morning 
OM one cis See Boe eT Oe at 

Secretary 


_ Norte: Sometimes, especially in the case of large corporations, it is de- 
sirable to require stockholders to present tickets of admission to the meeting. 
In such cases, the notice of the meeting should indicate how and where 
such tickets of admission may be secured. A suitable form for a ticket of 
admission follows: 


Form 1334 
TICKET FOR ADMISSION TO STOCKHOLDERS’ MEETING 


“lho ch SS Bas Se ee nee ere A COMPANY 
Stockholders Annual Meeting, ............... Street, 
Chicago, Monday, February 2oth, 1928, at two o’clock 
VC ca NOMIC VET: siccade parece hia ae wha meaaeer ents ech 

Secretary 
Not Transferable 


FoRM 134 
AFFIDAVIT OF Martinc NotIcE ° 


BALCH cp: © wits hie (lad ocob stoke ees i 
Ss: 
REOUDDY COL es byes tue bee nae f 
PARTE RSL an oct Roo. 9/6 being duly sworn on oath, proposes and 
Saverthat ne: is the secretary Of the auc tec + creed eis isa whe onal 
Company, corporation’ of the’ State of 2.2.0... es eee soe ; that 
I ie ead ears Oe RAE ae May oles Piso ,19...., he caused 
to be mailed a notice of the annual meeting of said, the ........ 


BP fai yas Company, of which a true copy is hereunto attached 
entitled Exhibit A, properly enclosed in a sealed envelope, postage 
prepaid and duly addressed to each stockholder of said, the 
BOM eae anaes bavely sterace Company, at his post office address as per 
schedule of addresses hereunto attached entitled Exhibit B, de- 
positing same in the U. S. Post Office of.......... not less than 
days before the date named for said annual meeting. 


Ce 


ore eee eee 


Subscribed and sworn to before me this ..... day of ..... LORS: 


Notary Public 
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AFFIDAVIT OF PUBLISHING NOTICE 


SEBte OP nico PRC emo Gs aerate \ 
SS: 

County® Of 52 conc ste eee ere f 

DARPA SS es als go Ue ae being duly sworn on oath, proposes and 
says that he is the secretary of the ..........-2+.+-.+-+0-:> 
Company, corporation of the State of ...........-.+0-- ; that 
Olbsccadgee ee one GAyIO8 1 apeetes os vee ,19...., he caused 
notice of the annual meeting of said, the ............ Company, 
of which notice the attached Schedule A is a true copy, to be 
published in thes cause wicca (oes oe orae erate ac , a newspaper of general 
circulation ii veo eee ie ret , and that said notice was duly 
published in said newspaper on the .......... das ei, saan ; 
19.... (Here this form must be modified to meet local require- 


ments, thus if publication is required on two or more dates, that 
should be so indicated.) 


a abe 6) One 6 @. 6) © 6 eke wee. ele S) oes els) eo eenn 


Secretary 
Subscribed and sworn to before me this ..... dayat sade. elas 
: “Sl egolapeudiee ae 


It is customary at stockholders’ meetings called for the 
election of directors to appoint tellers, judges or inspectors of 
election whose duty it is to distribute and collect the ballots 
and to report on the result of the election. If there are any 
statutory requirements in the state in question, these should 
be followed; also any by-law regulations should be observed. 
Tellers may or may not be sworn, but failure to swear them 
does not affect the validity of the election. 
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TELLERS’ OATH AND REPORT 


VIG AMA ok ra mere beens 
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the undersigned duly appointed tellers of election of the........ 
Company do solemnly swear that we will faithfully and impartially 
perform the duties of tellers in the election to be held the........ 
GA Ole ares sak. oon , 19...., for directors. 


CCH eC ONCINC acy at iC ar nr ere Yar) 


TY 


CC 2 


(Form) 
“SAT OAS Gone eal pee aN 7 a aa OVOUDEY, Olin tis cic. wotengna te is 
‘ANG Sa ge can ee 
ONG Wei cage Nn i a 
the undersigned duly appointed tellers of election of the......... 


Company do solemnly swear that we did faithfully and impar- 
tially perform the duties of tellers in the election held the........ 
CBE AS 0) encase 19. for directors, and that we 
received the votes of the stockholders by ballot and canvassed the 
same and that the following persons received the number of votes 
set opposite their names: 


Names Votes 


eames Vetoes etic] Tel o) etrowelllelte! eliet si sie. (oseiB 6! ale. 06. | | sybreOMe oe fe 6 ie) sie Wel swe 08/8, eli 
CONC) COMCINC TNCs CNC eI MICU IC TINT Set TI YRC TN SNC ONC NC SINC TC TOC Yan YO” aa J Pee OCC Yan IC CY SOR YOR Dr Si Pet See SS) 


Maremelie) lay sivatcali(al's, oh 01-5, \siuel fwlie\Nel a/\(e)a-eT ta «00 ©. 0/16) (p) cop— ae Ve el Jails. ve es /e, (ey) ‘oi ol ne) 01 le (6) 10" 0 


Ce a 


Notary Public 


Since questions are sometimes raised concerning whether 
an officer has received notice of his election, and if so, 
whether he has accepted the results of the election, it is 
usually desirable to avoid any possible misunderstanding by 
requiring that written notification be given and that in return 
a written notification of acceptance be filed with the 
secretary. 

The following two forms are presented as being eee 
only and should be modified to suit the requirements of the 


particular situation: 
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ForM 137 


Notice or ELEcTION: ACCEPTANCE OF SAME 


(Form) 
(Date ait iss oti siee eee ae kO 
CLG Vianteos ss sin ki ateleys, eee are 
I hereby notify you that on the....... day ‘ob.2 fc. 1 BOR aoe 
at the annual meeting of the stockholders of the.............-. 


Company you were elected a member of the board of directors of 
said Company for a period of one year. 

In accordance with Section..... of Article..... of the By-Laws 
of said Company, I also hereby notify you that the next regular 
meeting of the board of directors of said company will be held on 
the. oor as tie ARV OL aie chase hins eS EO oan 5c bbamatelt cats OGIOEK, ic «01k 

Kindly file notice at once with this office to the effect that you 
accept the results of this election of yourself as a member of the 
board of directors. 

Yours sincerely, 


66 8, ee (a. 6 ee wim 66, & le 6, 16 ts) 0186 18) 0 8 


Secretary 
(Form) 
(Date) cca. Gokaus one mo 
CRO soe ok bara viens chica oes 
Secretary 
Oe ener op RICKS Company 


I hereby notify you of my acceptance of the office of director of 
Sta Waray attest cn Company in accordance with the election held 
by the stockholders of said Company on the........... day of 


Ay ate nie eae yu? tO 
I also acknowledge receipt of your notice of the first meeting 
of the board of directors of said company. 


Sincerely yours, 


@) 8) B® ee 6 eno rm (6 ie! BLS) enya ee me eae 


Preceding each meeting of stockholders, the secretary 
should prepare an alphabetical list of stockholders giving 
their name, residence and the number of shares of stock 
owned by each. As in New Jersey, such compilation may be 
required by statute, but whether so required or not, it should 
be prepared. 

The following form may be found satisfactory but, of 
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course, may be varied to fit the requirements where more 
than one kind of stock is outstanding. 


Form 138 


List OF STOCKHOLDERS 


(Form) 
List of stockholders as at the closing of the transfer books on 
PDE. tiie tedta tie ta sis CaynOtn.g ns wast: EEGs lt 


Name Residence Number of Shares 
Owned 


er 


In some instances it is found desirable to have printed 
forms of ballot prepared where directors or officers are to be 
elected. This simplifies the matter and makes the work of 
the tellers easier than would otherwise be the case. Natur- 
ally the form of the ballot must be varied to fit the require- 
ments. The following is suggestive: 
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ForM OF BALLOT 


In the election held at the......... meeting of the. 2.0.2.3... 
Company on-the..........: GAY OL 20 sean ore aisles IOTAL 
Office Name of Candidate Shares Voted 


aiatelbtetelslers exe erersceuel || eceTe (016.0 (0: 0) 606 616) NeN@ jefe 16 | | '0)/6' (0 1ah¥) \¢ (0 6 (9) 0.10) 0: 08 (81/6 


eoee reer eee eee eee eee eee teers 


(Signature of Voter) 
1 ACES ESTs ae er cee ae ee 


> 
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Form 140 
Proxy TO VoTE—LIMITED 


Know all Men by these Presents, That 1, 
of- Slop S00 nereby appoint 
of. 
fo be my sabstifate and proxy, for me and In my name and behalf, to attend the—-———__________meeting 


of the Stockholders of (he———— $$$ ————— Company 


oibehs L$ on the Ry 0F- A.D. 19——., 
and to vole, af said meeting, a3 fally as I might or could were I personally present. 


Witness my hand and seal this__._.. __day of. A. D. 19—— 
Signed and sealed in presence of 


a 


ForM I4I 
Proxy To VOTE—UNLIMITED 


Know all Men by these Presents, That I, 
of. 
do hereby appoint Of ee 
to be my Substitute and Proxy, with power of substitution, for me, 
and in my name and behalf, to vote at any election of the. 


and at any meeting of the Stockholders of said corporation as fully as I might or could were I 
personally present, 


In Witness Whereof, / have hereunto set my hand and seal, the_____t_.__day 


of. A. D,, 19. , at 


Form 142 
Proxy TO VoTE (ANOTHER Form) 


Rnow all Men by these Presents, That the undersigned Stockholder of the Genera Euectric Company 
does hereby constitute and appoint Oxtvea Ames, Gorpon Assorrt, Ropeat Treat Paine, 2d, and Henry W. Daruina 
and each of them, Attorneys, Agents and Proxies for the undersigned, with power of substitution for and in the 
name, place and stead of the undersigned to vote upon all stock of the undersigned in the GENERAL Evecrric 
Company, at the AnNuat Meerina of the Stockholders of said Company to be held at the Gompany's Office in 
Schenectady, N. Y., on Tuesday, May 11, 1926, and any and all adjournments thereof, with the poyers the undersigned 
would possess if then personally present; hereby revoking any proxy or proxies heretofore given. A majority of all, or 
any of said Attorneys, Agents and Proxies, who shall be present and shall act at the meeting (¢ if only one shall be 

resent is acts then that one) shall have and may exercise all of the powers of all of said Altorneys, Agents and 
roxies hereunder. 


Witness wry (our) Rand and seal (hie. en ie me seen cnen en eneenee PAY Of censservenerseececessenceesd 926 


Spiecnresgestone eseomarsiocae foeeaseoeoe 
(stockHOLDER) 
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Form 143 


Proxy TO VoTE (ANOTHER Form) 


AMERICAN STEEL FOUNDRIES 


Proxy for Twenty-Fourth Annual Meeting of March 24, 1927. 


know all Men by these Presents, That the undersigned holder of the Common Stock 
(common stockholder) in the American Steel Foundries does hereby constitute and appoint Cuarues MiLuEE 
und R. P. Lamonrt, and each of them, true and lawful attorneys, agents and proxies of the undersigned, with 
power of substitution, for and in the name, place and stead of the undersigned, to vote upon all shares of 
Common Stock held or owned by the undersigned, at the Twenty-Fourth Annual Meeting of the Stockholders of 
the American Steel Foundries, to be held at the office of the Corporation, at No. 15 Exchange Place, Jersey City, 
New Jersey, on Thursday, the twenty-fourth day of March, 1927, at twelve o’clock, noon, and at any.and all 
«jjournments thereof, for the consideration and vote upon the report of the President of the Corporation, and 
tle transaction of any and all other business that may come before the meeting, including the consideration and 
yok upon the approval and ratification of all accounts, contracts, acts, proceedings, elections, and appointments 
Ly he Board of Directors since the last annual meeting of the stockholders of the Corporation, the election of 
dire¢ors to succeed those whose terms then expire, and upon any and all matters that may properly come before 
tbe uvding, avordiug to the number of voles the undersigned would be entitled to vote if then persuually 
preseit, hereby revoking any proxy or proxies heretofore given to vote upon such common stock, and ratifying 
and ¢co\{rming all that said attorneys, agents or proxies may do by virtue hereof. 
lither one of said attorneys, agents and proxies who shall be present and act at the meeting shall have, 
and may exercise, all of the powers of all of said attorneys, agents and proxies hereunder, and he is instructed 
to vote if Javor of the approval and ratification of each and every of said accounts, contracts, acts, proceedings, 
elections ini appointments, and the approval of the report of the President of the Corporation. 


Wittes my hand and seal this. day of March, 1927. 


Satccicasscosserss (SEAD), 
Witness: 


Nuoer or SHAR's 
oF Common Stock 


Pieaza date and sign this ptry in the presence of o witness, and return ft promptly in the enclosed envelope to PF. B. Patterson. Seerstary of the Company: 
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IX 


THE BOARD OF DIRECTORS 


1. Liability of Directors 


Under the common law, if directors act in good fait and 
without negligence, they are not liable to creditors for paying 
dividends which diminish capital. If, however, they act 
fraudulently or with gross negligence they become personally 
liable to creditors. Now, however, the common lay rule has 
been superseded or modified by statute in practically every 
state. In some states it is enacted that if the difectors pay 
dividends when the corporation is insolvent or which render 
it insolvent, those assenting to such act are held jointly and 
severally liable to creditors, either for the amount of debt 
due at the time the dividend is declared, or for both these 
debts and such others as may be contracted while the direc- 
tors remain in office. In some states directors are held 
personally liable for any diminution of the corporation’s 
capital as the result of paying dividends. 

As to the courts, they generally hold ‘hat dividends may 
be paid only from profits. 

The provision of the New York Stock Corporation Law, 
Sec. 58, is as follows: 

“No stock corporation shall declare or pay any dividend 
which shall impair its capital or capi‘al stock, nor while its 
capital or capital stock is impaired, mr shall any such corpo- 
ration declare or pay any dividend or make any distribution 
of assets to any of its stockholders whether for a reduction 
of the number of its shares or of ts capital or capital stock, 
unless the value of its assets remiining after the payment of 
such dividend, or after such dstribution of assets, as the 
case may be, shall be at least eyual to the aggregate amount 


14 
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of its debts and liabilities including capital or capital stock, 
as the case may be.” 

In over one-half the states the law requires that dividends 
be not paid except from profits; and in many states it is 
further provided that such profits must arise from the com- 
pany’s business. In California dividends may be declared 
only from surplus profits arising from the business, unless 
the directors secure permission to the contrary from the 
commissioner of corporations. In Dominquez Land Corp. 
v. Daugherty, 45 Cal. App. Dec. 884, it was held that where 
the directors secure the commissioner’s permission they may 
declare dividends from any legitimate profits, whether arising 
from earnings or otherwise. 


2. Function and Organization of Board of Directors 


The board of directors is the managing body of the cor- 
poration. The directors are trustees or agents of the corpo- 
ration and as such must manage the affairs of the corporation 
for the benefit of the stockholders. They intervene between 
the stockholders and third persons and in doing so must 
always seek to advance and protect the interest of the 
stockholders. The dealings of the directors with the com- 
pany they represent are governed by the law of agency. 

As such, the stockholders do not possess power to enter 
into contracts with third persons which would bind the 
corporation; hence the necessity of agents to perform such 
duties. The stockholders possess the power to elect direc- 
tors; but having elected them they are practically powerless 
to act further, and must confide the management of the 
affairs of the corporation to the directors. 

Upon the organization of a corporation the board of 
directors is elected, usually in accordance with statutory 
provision. In the absence of statutory provision, the stock- 
holders may elect the directors when and as they wish. 
Within a reasonable time after election the board of directors 
assemble and organize, in order to conduct the affairs of 


the company. 


276 CORPORATE MANAGEMENT AND PROCEDURE 


A director should let it be known that he accepts his 
position. This he may do formally, by oral or written 
statement; or informally, by acting as a director. Some 
misunderstanding and difficulty might be avoided if at the 
time of election a written statement were secured from each 
director elected to the effect that he accepts. 

One of the first duties of the board of directors is to elect 
officers. Provision to this effect is usually found in the 
by-laws. 

As individuals, the directors are powerless to transact the 
business of the company. They can act only as a board. 
“The power invested in directors to control and manage the 
affairs of a corporation is not joint and several but joint 
only.” Hamlin v. Vinon Brass Co., 68 N. H. 292. The 
assent of the majority of the board when secured separately 
is not enough. The board must be duly assembled. The 
reason for this is that consultation and conference possess 
certain benefits not obtainable when each member gives his 
assent at a different time and place from the other members. 


3. Power of Board of Directors 


The following quotation from Cook, Corporations, Sec. 
712, states the principles upon which the power of the board 
of directors is based: 

“All contracts of a corporation are to be made by or under 
the direction of its board of directors. The board of direc- 
tors make corporate contracts by a regular vote of the 
board; or by authorizing an agent to make them; or by 
allowing an agent to assume and exercise that power; or by 
accepting a contract or its benefits after it has been made by 
an unauthorized agent. And in all cases the board of 
directors, and not the stockholders, nor the president, secre- 
tary, treasurer, or other agent, is the original and supreme 
power in corporations to make corporate contracts. The 
stockholders, indeed, have very few functions. The board 
of directors have the widest of powers. All of the various 
acts and contracts which a corporation may enter into are 
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entered into by and through the board of directors. The 
board of directors make or authorize the making of the 
notes, bills, mortgages, sales, deeds, liens, and contracts 
generally of the corporation. They appoint the agents, 
direct the business, and govern the policy and plans of the 
corporation. The directors elect the officers, and in this 
connection it may be added that ‘at common law there is no 
limit to the number of offices which may be held simultane- 
ously by the same person, provided that no one of them is 
incompatible with any other.’ They institute, prosecute, 
compromise, or appeal suits at law and in equity which the 
corporation brings or has brought against it. But there are 
limitations on their powers. If the board of directors attempt 
to do an act or make a contract which the corporate charter 
does not give the corporation the power to do or enter 
into, then any stockholder may enjoin that act or contract. 
Moreover, the directors can contract and act only as a 
board, duly notified and assembled. The members of the 
board cannot agree separately and outside of the meeting 
and thereby bind the corporation. Nor can a minority 
of the board meet and bind the board. A majority must be 
present, and then a majority of that majority binds the 
corporation. A single director has no power to contract for 
the corporation.” 

Courts rigidly enforce the requirement that directors must 
act as a board. An individual director, even though he 
owns a majority of the stock, cannot execute a binding con- 
tract on the corporation. Allemong v. Simmons, 124 Ind. 199. 

There is an exception to this rule where it appears that 
by long usage the directors have acted separately and in an 
individual capacity. Bank, etc., v. Rutland, etc., R. Co., 30 
Vt. 159. For other exceptions the reader is referred to 
Thompson, Corporations, Sec. 1174 (3rd ed.) 


4. Tenure of Office of Directors 


It is a customary statutory provision that the directors 
shall be elected annually and shall serve for a period of one 
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year, but variations from this time provision are found. As 
a rule the statutes require that the directors for the first year 
be named in the charter. Sometimes the tenure of office 
of directors is fixed by by-law instead of by statute. It is a 
customary statutory provision that directors shall hold office 
until their successors are elected; so that if directors are not 
elected at the regular time those in office hold over, with the 
same powers and liabilities as before the close of the term for 
which they were elected, until their successors are chosen. 
The same thing happens when for any reason the election 
held to choose successors is held invalid. 

A director cannot be compelled to hold over, however; 
neither can one who does not accept office when regularly 
elected a director for one year, and who has no knowledge of 
such election, be regarded as holding over, since in reality 
he is never a director. Bramblet v. Commonwealth Land, 
6c, C0, 20 By. LTT 76, 

Directors possess no implied power to fill vacancies in 
their own board; but this power may be conferred upon them 
by statute, the appointment or election holding until the 
next regular election of directors. This power is lost, how- 
ever, if the number of directors is reduced below that 
required to maké a quorum. 

As to removal of directors, the power is not well defined, 
but stockholders are sometimes empowered by statute to 
remove directors for cause. As a rule, directors cannot be 
removed arbitrarily. In any event, the provisions of the 
state laws must be followed, as must also the charter and 
by-law requirements. Where officers hold office by contract, 
provision for their removal may be made therein for their 
removal; but as directors are elected, this does not apply 
to them. Nevertheless the power to remove directors may 
be reserved by by-law provision if such provision is not 
contrary to statutes or charter. State.v. Kupferle, 44 Mo. 
154. Persons entering the service of the company as officers 
of any kind are presumed to know the by-law provisions. 

In the absence of statutory or by-law provisions, the rule 
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is that directors or officers may be removed for cause. What 
constitutes sufficient cause depends on the facts in each case. 
It has been held, for example, that the failure of a director 
to attend meetings for four months is not sufficient cause for 
declaring the office vacant, where the by-laws provided that 
the board could remove a director or declare his office vacant 
and elect another in his place, if he should neglect attendance 
at meetings for along time. Halpin v. Mutual Brew. Co., 20 
App. Div. 583. 

The tenure of office of directors is sometimes ended 
through the occurrence of an event which disqualifies them. 
Thus if the statute requires that the directors be stock- 
holders, a director’s term of office automatically ends when 
he disposes of his stock. 

Directors may resign at any time and in any manner that 
they see fit. An oral resignation is sufficient, although it is 
always preferable to put it in writing. Long continued 
absence from meetings may be construed as a resignation. It 
is possible that statutory, charter, or by-law provisions might 
require a director to continue in office for a specified time, 
but otherwise he may resign whenever he chooses. A statu- 
tory or by-law requirement that directors shall hold office 
for one year does not prevent their resignation sooner. Briggs 
v. Spaulding, 141 U. S. 132. There may, however, be 
exceptional instances where directors could not resign, as, for 
example, to purposely shift responsibility. 

A resignation is effective upon being tendered; no accept- 
ance thereof is necessary. 

Sometimes it is provided by statute, charter or by-law that 
a directorship may be vacated upon the acceptance by the. 
occupant of some other office in the company. 

For acts done by a corporation after the date of his 
resignation no director can be held in any way responsible. 


5. De Facto Directors 


A de facto director, in the words of Lord Ellenborough, is 
“one who has the reputation of being the officer he assumes 
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to be, and yet is not a good officer in point of law.” Rex 
v. Bedford Level, 6 East 356. An element necessary to make 
a director a de facto officer is that he openly exercise the 
functions of a director. A regular election is presumed, even 
though no written proof thereof exists. De facto directors 
may bind the corporation in the same sense as may de jure 
directors. It has been stated that de facto directors must 
either have had the semblance of an election or must have 
exercised the functions of directors for a sufficiently long 
time to justify the presumption that they were elected. 
Mahoney Min. Co. v. Anglo-Californian Bank, 104 U. S. 
192. There are, however, cases which indicate that the color 
of an election is not necessary, but merely the exercise of 
the functions of a director. Litchfield Iron Co. v. Bennett, 7 
Cows (N27Y) ©2324. 

An illustration of an irregular election such as would 
constitute sufficient ground to create a de facto director is 
where a director is elected by some method contrary to the 
provisions of the charter, but where he has acted as if 
properly elected and for a sufficiently long time to create a 
presumption that he was properly elected. Similarly, one 
ineligible to the office of director, if elected and held out to 
the public as a director, would be regarded as a de facto 
director; and especially where the corporation attempts to 
impeach his acts when the interest of a third party is 
involved. But for a detailed consideration of ineligibility 
the reader is referred to Thompson, Corporations (3rd ed.) 
Sec. 1221. 

This does not mean that any person claiming to hold the 
position of director will be supported in his contentions. If, 
for example, after years of inactivity, a board of directors 
were to meet and attempt to act as de facto directors, their 
acts would not be upheld as the official acts of the corpo- 
ration. 

De facto directors are subject to the same personal liabili- 
ties as are de jure directors, since they cannot plead that 
they are not de jure directors. 
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6. Directors’ Meetings 


Directors’ meetings are either regular or special, and, in 
general, the principles which govern stockholders’ meetings 
also govern directors’ meetings. Regulations governing 
directors’ meetings are usually found in the by-laws. These 
frequently provide that the regular meetings shall be held 
at a fixed time and place. 

There is some doubt as to whether notice of directors’ 
meetings must be given with the same strictness as notice of 
stockholders’ meetings. The rule is that notice of all special 
meetings of directors must be given, but in general, the 
requirements are not so strict as in case of stockholders’ 
meetings. Cook, Corporations (8th ed.) Sec. 713. Notice 
of regular meetings is usually contained in the by-laws. Ad- 
journment is sufficient notice of adjourned meetings. Only 
notice of special meetings must be formally given, the time 
and place being stated. Where the by-laws fail to specify 
the time and place of regular meetings the directors should 
be given special notice of all such meetings; in some states 
such notice is made obligatory by statute. If the by-laws 
specify the day of the regular meeting but not the hour, 
special notice must be given of the hour. However, where 
all the directors appear at the meeting, failure to give notice 
is not material. 


7. First Directors’ Meeting 


At the time and place determined upon the directors 
report for their first meeting. As a rule this is held imme- 
diately after the first stockholders’ meeting and at the same 
place. The directors proceed to elect officers in accordance 
with the provisions of the by-laws, having due regard to all 
specifications therein concerning tenure of office. This is the 
usual procedure, although in some instances the officers are 
elected by the stockholders. The power of the directors with 
reference to the adoption of by-laws varies in different states. 
In Illinois they are given this power exclusively. In Ohio 
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they are empowered to adopt by-laws for their own govern- 
ment, which they may change at pleasure. 


8. Adjourned Meetings 


Express provision is frequently found in the by-laws to 
the effect that where fewer directors are present than are 
necessary to constitute a quorum, those present may adjourn 
to any future day preceding the date of the next regular 
meeting. The only notice required of an adjourned meeting 
is the record on the minutes of adjournment, statement being 
made therein of the day, hour and place of such adjournment. 

Sometimes meetings are adjourned subject to the call of 
the president. In such case notice must be given of the 
adjourned meeting; but it is not necessary to state the nature 
of the business to be transacted, since the adjourned meeting 
is merely a continuation of the original meeting, and can 
transact only such business as might have been transacted 
at the original meeting. 

It is important that the hour as well as the day of an 
adjourned meeting be specified in the motion to adjourn. 
Failure to do so constitutes the adjourned meeting a special 
meeting and notice to all directors becomes necessary. 


g. Place of Meeting 


It is presumed that the meetings of directors will be held 
at the general office of the corporation, but this is not neces- 
sary unless so specified in the statutes, charter, or by-laws..: 
Unless there is provision to the contrary directors may meet 
anywhere in the state of incorporation. Corbett v. Wood- 
ward, 5 Sawy. (U. S.) 403. If the by-laws specify that 
regular meetings shall be held at a certain place, but nothing 
is said therein as to special meetings, these latter may be 
held elsewhere in the state. Ashley Wire Co. v. Ill. Steel 
Co., 164 Ill. 140. . 

As stated, it is a general rule that directors’ meetings 
should be held within the state of incorporation. However, 
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in the absence of provision to the contrary, directors’ meet- 
ings may be held outside the state of incorporation. Even 
though the by-laws require regular meetings to be held 
within the state of incorporation, special meetings may be 
held in another state. Not infrequently the charter provides 
for this situation by stating that directors’ meetings may be 
held anywhere in the United States. In some states is found 
statutory provision to the same effect. The rule has been 
stated in Aspinwall v. Ohio, etc., R. R. Co., 20 Ind. 492, thus: 

The directors,"in the absence of special regulations, may hold 
meetings out of the state for the performance of any acts which 
they may do as the agents of the corporation. But, unless ex- 
pressly authorized, they cannot meet outside of the state and 
perform -corporate acts, such as enacting by-laws, making assess- 
ments on unpaid subscriptions, or electing or appointing officers 
of the corporation. 

Corporations and stockholders will be estopped from 
denying the validity of acts performed at directors’ meetings 
held outside the state of incorporation. 


10. Special Meetings of Directors 


Provision relative to the manner of holding special meet- 
ings may be found in statutes, charter, or by-laws; if so, strict 
compliance therewith is necessary if the acts of the meeting 
are to be valid. 

Notice must be given of all special meetings, each director 
being informed of the time, place and purpose of the meet- 
ing. The reason for this requirement is that the company 
deserves the services of each director, and no director should 
be deprived of his right to attend and participate in the 
discussion of a meeting. The only exceptions to the rule are 
when: 

1. There exists express provision to the contrary in the charter 


or by-laws. 
2. There exists an established usage to the contrary. 


3. It is impossible to give the notice. 
In all other cases failure to give proper notice to each 
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director will render invalid all acts performed at the meeting, 
regardless of the vote in their favor, unless all the directors 
are present and participate in the proceedings. Doernbecher 
v. Columbia City Lumber Co., 21 Ore. 573. 


11. Notice of Special Meetings 


As to what should be contained in the notice of a special 
meeting, and what effect the statement of the particular 
business of a special meeting has on the power of the meeting 
to transact other business, the rule laid down by the New 
York court of appeals in Jn re Argus Co., 138 N. Y. 557, is 
that any business whatever may be transacted at a special 
meeting called by a general notice; but where the notice 
specifies the business to be done, no extraordinary business 
outside of such specified business may be transacted. Mer- 
cantile Library Hall Co. v. Pittsburgh Library Assn., 173 
ParSt230,; 

Ordinarily, notice of special meetings must be sent to all 
directors; but there may be exceptions, as, for example, 
where a director is out of the state and cannot be reached, 
and an emergency exists demanding immediate action. The 
rule is stated thus by the supreme court of Arkansas: 
“Where notice is practicable it must be given; it can be 
dispensed with, when impracticable, only to meet an 
emergency; and the act done must appear reasonably 
necessary to the welfare of the corporation.” Bank of Little 
Rock v. McCarthy, 55 Ark. 473. Also, notice may be 
dispensed with when all directors are present and participate 
in the meeting. Custom or usage may also make notification 
of special meetings unnecessary. 

The transactions performed at a special meeting which 
may be held void for lack of adequate notice to all directors 
may be ratified at a subsequent meeting of directors duly 
called. This is true even though at such subsequent meet- 
ing all the members are not present. All irregularities in 
meetings of the board of directors may be ratified by the 
stockholders, and failure on their part to disaffirm such pro- 
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ceedings will be regarded as a ratification. Ashley Wire 
Co. v. Ill. Steel Co., 164 Ill. 140. 

Where one meeting ratifies the acts of another meeting, the 
meeting so ratifying must be a legal one. 

An illustration of how custom or usage may make the 
usual notification unnecessary is where directors habitually 
give the assent to contracts separately instead of in meeting 
assembled. 


12. Service of Notice 


All provisions of the statutes, charter, or by-laws relative 
to service of notice must be observed. Where such provisions 
are absent, usage controls, and in general, any form of notifi- 
cation which gives to the directors the necessary information 
relative to the proposed meeting is sufficient. State v. Smith, 
22 Minn. 218. When all directors attend no question can 
be raised as to the sufficiency of the notice. 

The common law rule is that notice must be by actual 
personal service, sufficient time being allowed to give direc- 
tors a fair chance to attend the meeting. This rule applies 
in the absence of any specific provision on the subject in the 
law, charter, or by-laws. A written notice is then insuffi- 
cient, if simply left at the residence or place of business of 
the director. 

However, service of notice by mail, in the absence of any 
specified method, is regarded as sufficient, if the notice is 
deposited in sufficient time to enable the director to travel 
to the place of meeting by the customary manner of con- 
veyance. Covert v. Rogers, 38 Mich. 363. 

The burden of proof of the inadequacy of the call is on 
those who attempt to deny the regularity of a meeting. 


13. Quorum 


The rule is that, in case of a definite body, such as a board 
of directors, a majority of the entire board must be present 
in order to transact business. This rule may be modified by 
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statutory, charter, or by-law provision, or even by usage. 

A director, unlike a stockholder, cannot be present by 
proxy, because he is selected on the score of personal qualifi- 
cations. His proxy would be excluded in determining 
whether a quorum is present in the absence of any express 
provision permitting it. The same is true of stockholders, 
but whereas it is almost universally prescribed by statute 
that stockholders may vote by proxy, such provision would 
be unusual in case of directors. 

With a quorum duly assembled, a majority thereof may 
transact business, in the absence of express provision to the 
contrary. In the election of officers, a plurality elects in 
the absence of express provision to the contrary. Booker 
v. Young, 12 Gratt (Va.) 303. : 

In order that the above rules may be applied the meeting 
must be duly assembled, by notice where notice is necessary. 
Where the assembly is accidental or where the required notice 
was not given, action by the majority of those present would 
not bind the corporation. 

By statutory, charter, or by-law provision a quorum may 
be made to consist of less than a majority. 

The refusal of members of the board to vote does not 
affect the quorum, so long as the number refusing to vote 
does not exceed one half of those present. 

Sometimes a director is personally interested in a measure 
to be voted upon by the board. Such interest disqualifies 
him from voting and he should preferably withdraw from 
the meeting during the discussion of the measure and while 
the vote thereon is being taken. He cannot be counted as a 
member of the quorum when such measure is under consid- 
eration. An illustration of such a measure would be the 
consideration of an increase in the salary of a director who 
also holds some salaried position in the company. Should a 
member vote on a measure in which he is personally inter- 
ested the act would be invalid, providing his presence is 
necessary to constitute a quorum or his vote is necessary to 
carry the measure. Some courts hold that such acts are not 
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void per se, but are avoidable upon complaint of the stock- 
holders. Parsons v. Tacoma Smelting, etc., Co., 25 Wash. 
429. Also, in some states, it is held that the vote of an 
interested director vitiates the act whether or not his vote 
was necessary to its passage. Ashley v. Kinnan, 2 N. Y. 
S. 574. 

If certain persons are ex officio members of the board their 
presence is counted the same as that of other members in 
ascertaining whether a quorum is present. 

If less than a quorum attempt to transact business their 
acts are void and cannot be ratified at a later meeting of 
directors or stockholders. Price v. Grand Rapids, etc., R. 
Co., 18 Ind. 58. One-half the directors do not constitute a 
quorum where the rule holds that a majority is necessary to 
constitute a quorum. Leary v. Interstate Nat. Bank, 63, 
S.W. 149. Sometimes, however, under certain circumstances 
acts passed at meetings at which a quorum is not present are 
said to be voidable by the corporation, hence may be ratified 
at a later meeting of directors duly called and legally con- 
stituted. In re Phosphate of Lime Co., 28 Law T. (N:S.) 
932. It is clear that the acts of a minority cannot be ratified: 

1. Where the act should have been transacted by the ratifying 


body in the first place. 
2. Where the act is not merely voidable, but absolutely void. 


14. Limitations on Powers of Directors 


Except in so far as the powers of the directors are ex- 
pressly limited, they are supreme in the management of the 
corporation. The stockholders possess no power to restrict 
or control them. In the making of contracts their power 
is absolute, as long as they act within the powers expressly 
or impliedly granted them by the state. They also possess 
full power to act in the management of the ordinary affairs 
of the company. Chase v. Tuttle, 55 Conn. 455. The offi- 
cers of the corporation possess no powers to make contracts 
binding upon the corporation except as authorized to do so 
by the directors. Neither will the courts interfere in the 
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management of a corporation unless it is clear that the 
directors are guilty of fraud or have committed a breach of 
good faith toward the stockholders. Hunter v. Roberts, 
etc., Co., 83 Mich. 63. 

Yet there may exist certain limitations on the powers of 
directors in the laws of the state, the decisions of courts, and 
the charter and by-laws of the company. The power vested 
in the directors is determined by the charter and by-laws in 
accordance with the laws of the state, and such power cannot 
be exceeded. 

In all states, except Illinois, the stockholders possess the 
power to enact by-laws stating and limiting the powers of 
the directors. This power is inherent in the stockholders but 
is usually conferred by statute. The directors cannot exceed 
the powers defined for them by the stockholders in the 
by-laws. 

Nevertheless, when acting within their powers, the direc- 
tors possess absolute authority. The contracts made by the 
directors cannot be annulled by the stockholders, nor are 
the directors under any obligation to consult with the stock- 
holders regarding the business affairs of the corporation. 

The relative status of the stockholders and directors has 
been expressed as follows: “The power of a corporation 
formed under the corporation act of this state, as to its 
relation with third persons, is vested in and exercised by the 
directors. The power of the shareholders is limited to a 
few matters concerning its internal affairs; namely, the elec- 
tion of directors, the increasing of the capital stock, the 
adding to the powers and purposes of the corporation, and 
the authorizing its dissolution.” Oregonion R. Co. v. Oregon 
R. & Nev. Co.23 Fed: 232. 

The directors possess no power to repudiate acts of stock- 
holders and in certain instances they can act only with the 
assent of the stockholders. Such assent may be required by 
statute or charter provision, and thus certain powers which 
in the absence of such provision would be wielded exclusively 
by the directors can be exercised by them only in cooperation 
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with the stockholders. Thus directors may be prohibited 
from mortgaging the corporate property without the assent 
of the stockholders. Whether such a requirement occurs 
in the statute or in the charter, the failure of the stockholders 
to assent would render the mortgage invalid. Rochester 
Savings Bk. v. Averell, 96 N. Y. 467. 

Neither can directors make any fundamental changes for 
which there exists no authority in the charter. Thus they 
cannot vote to increase or decrease the authorized capital 
stock of the company, and this rule has been applied where 
the charter vested all the power of the corporation in the 
board of directors. Guill v. Balis, 72 Mo. 424. They cannot 
change the charter nor apply to the legislature for an in- 
crease of corporate powers. State v. Adams, 44 Mo. 570. 
At common law the directors cannot dispose of all of the cor- 
porate property without the consent of the stockholders. 
The directors cannot alter or amend the charter. Only the 
stockholders possess this power, although they may ratify 
the unauthorized acceptance of an amendment by the direc- 
tors. Verner v. Atchison, etc., R. Co., 28 Fed. 581. An 
exception to the rule occurs where the amendment makes no 
fundamental change in the corporation but applies merely 
to the furtherance of existing powers, so that there is nothing 
in the grant demanding action on the part of the stockholders. 
Eastern R. Co. v. Boston, etc., R. Co., 111 Mass. 125. 

Unless expressly authorized to do so, directors possess no 
power to dissolve the corporation; neither can they dispose 
of all of the property of the corporation without the consent 
of the stockholders, unless necessary to do so to pay the 
debts of the corporation. On the same principle it has been 
held that directors cannot dispose of such part of the corpo- 
rate property as would virtually end its business. The 
exception to such cases is where the sale of the corporate 
property is necessary to the payment of the corporate debts. 
There may be exceptions also where the situation is so 
desperate as to preclude the possibility of continuing in busi- 
ness or where the sale is necessary to prevent a total loss. 
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Directors cannot release parties from the terms of legiti- 
mate contracts with the corporation. They are trustees of 
the corporate property for benefit of stockholders, and can- 
not give it away to the detriment of the purposes for which 
the corporation was established. Bedford R. Co. v. Bowser, 
Asay St. 29: 


15. Delegation of Powers 


It is now generally held that the board of directors may 
delegate to agents of their own appointment the performance 
of any and all acts which they themselves are empowered 
to perform. Clark & Marshall, Corporations, Sec. 732. It 
is not necessary that they be granted this authority by 
statute. Moreover, those to whom the power is delegated 
may employ such assistants as may be necessary to conduct 
the business thus delegated. Formal action of the board is 
not necessary to confer such authority. It may delegate 
authority to mortgage corporate property, and it is cus- 
tomary to authorize some officer to execute the necessary 
instruments. If such power is delegated to a committee the 
committee may in turn delegate the power to a subagent. 

There are certain limitations on the power of the board of 
directors to delegate their authority, however. Where the 
matter is one involving the exercise of discretion and judg- 
ment the authority of the directors cannot be delegated unless 
there exists express authority or custom to that effect. 
Brewster v. Hobart, 15 Pick. (Mass.) 302. Even as to this 
rule there are limitations, since officers to whom powers are 
delegated must sometimes exercise judgment and directors 
cannot insure their fidelity and honesty. If they use care 
and judgment in the selection of officers they cannot be held 
responsible for losses resulting from errors and pulse 
acts committed by such officers. 

There is no exception to the rule that purely hinteeeen 
duties may be delegated. An illustration is the power to 
transfer and assign notes, or to raise money by discounting 
notes. Where a matter involves discretion and the directors 
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have decided upon the line of action to be taken they may 
delegate to a committee or agent selected from their own 
number the ministerial acts necessary to carry the plan into 
execution. In such a case the court said: ‘The directors 
delegated no discretionary power. They determined upon 
the mortgage and made the president and treasurer simply 
the agents to execute formally that which they themselves 
had voted to do.” Saltmarsh v. Spaulding, 147 Mass. 224. 

What discretionary powers cannot be delegated by the 
board of directors must be determined from the provisions of 
the statutes, charter, by-laws, resolutions of stockholders 
and from usage. 

Powers expressly granted to the corporation or, what is 
equivalent, to the board of directors, cannot be delegated. 
Thus if the by-laws empower the directors to sell the corpo- 
rate property, they cannot delegate this power. Where, as 
is usual, directors are expressly empowered to declare divi- 
dends stich power cannot be delegated. 


16. Directors’ Committees 


The charter or by-laws may grant to directors the power 
to appoint agents and from this may be inferred their power 
to appoint committees. Sometimes, however, the power to 
appoint committees is conferred expressly. 

A distinction should be drawn between committees 
appointed to make reports which may be accepted or 
rejected by the board and executive committees which are 
empowered to bind the corporation by contract. 

The power of an executive committee to execute contracts 
depends, of course, (1) upon the authority of the directors 
to delegate such powers and (2) upon the express wording 
of the resolution of the board of directors creating the 
committee and authorizing it to act. 

The authority of committees varies in accordance with 
the provisions of the resolutions creating them and persons 
dealing with them must take notice of their powers. Alton 
Grain Co. v. Norton, 105 Ill. App. 385. In any event the 
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committee cannot exercise powers which the directors them- 
selves do not possess. Frequently it will be found that the 
acts of the committee must be submitted to the board of 
directors for approval. As a rule, committees cannot 
inaugurate radical departures in business policies. 

As to meetings of committees, quorum, notice, etc., the 
same rules apply as apply to meetings of the board of direc- 
tors which appoints the committees. Notice is required the 
same as in case of special meetings of directors unless fixed 
rules have been adopted stating the time for regular com- 
mittee meetings. 

Acts performed beyond the delegated powers of the com- 
mittee are ultra vires and not binding on the company. They 
may, however, be ratified by the stockholders either expressly 
or by acquiescence, as by accepting the benefits of such 
unauthorized acts. 


17. Fiduciary Powers of Directors 


The directors occupy a fiduciary relationship to the corpo- 
ration and to the stockholders, being intrusted with the man- 
agement of the corporate affairs for the benefit of the 
stockholders. The trust is towards the stockholders as a 
group, not to any individual stockholder. Directors are not 
trustees in a technical sense, but the functions which they 
perform are fiduciary in character and they are not allowed 
to make a profit by virtue of their position. ‘Practically, 
the directors are trustees, and the stockholders are the cestuis 
que trust.” Pearson v. Concord, R. Corp., 62 N. H. 537. 

Directors cannot make use of the information they possess 
to advance their own interests at the expense of the stock- 
holders, as, for example, manipulating the price of the com- 
pany’s stock. They are acting in the interest of the 
stockholders, not their own interest, and they are even 
prohibited from subjecting themselves to temptations which 
might incline them to serve their own interests rather than 
those of the stockholders. It follows that contracts in which 
a director has a personal interest are subject to close scrutiny 
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and that they will not be sustained if there is any question 
as to his good faith. 

As to creditors of the corporation, the directors are under 
certain obligations, but not as fiduciaries; and there are 
certain acts for the consequences of which directors are liable 
to the creditors. The assets of a corporation may be 
regarded as a fund to which creditors may look for protec- 
tion, and the directors will not be permitted to so dispose of 
it as to deprive creditors of their rights relative thereto. 
Although, as a rule, directors are not trustees of the creditors, 
there may arise situations where they become such, as for 
example, where a company has become insolvent and the 
stockholders’ interest in the assets has been largely or alto- 
gether dissipated. Olney v. Conn. Land Co., 16 R.I. 597. 

As to the power of a director to contract with his corpora- 
tion, such a contract is binding only when ratified by a 
majority of the directors acting wholly free of the influence 
of the contracting director and when the terms of the con- 
tract are fair and equitable. Crocker v. Cumberland Win., 
etc., Co., 31 S. Dak. 137. This does not mean that directors 
are prohibited from making profits out of their dealings with 
the company, but that they are prohibited from making 
secret profits therefrom. They are under obligation to make 
full disclosure of all circumstances attending their dealings 
with the company which might benefit them in some special 
way. It is out of this situation that there has arisen a body 
of rules which apply to directors when they deal with their 
corporation. 

Some of the more important of these are: 


1. Directors cannot vote on measures in which they have a 
personal interest. 

2. Directors must not use corporate funds for the payment of 
private debt. 

3. Directors cannot exercise any power against the interest of 
the corporation, its stockholders or creditors. 

4. Directors cannot secure a preference over other creditors 
in the liquidation of corporate indebtedness. 
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5. Directors cannot be parties to contracts between the cor- 
poration and third persons. 

6. A majority of the quorum of the directors cannot contract 
with the corporation in matters in which they are all 
interested. 

Some courts go so far as to maintain that all contracts 
between directors and their corporation are voidable per se 
and that a director can have no dealings with his company, 
but the more usual view in this country is that such contracts 
are not void but voidable at the option of the corporation 
or of the stockholders, provided the action to disaffirm the 
contract is taken within a reasonable time; and to avoid 
them some injury must be shown. Copsey v. Sacramento 
Bk., 133 Cal. 659. In general, such contracts may be set 
aside on slight grounds and are subjected to the closest 
scrutiny and the burden is always upon the directors to show 
that the transaction is fair. Davis v. Davis Co., 63 N. J. 
Eq. 572. Directors must not make a profit out of the trust 
imposed upon them and they must account for all secret 
profits. 

Directors may loan money to the corporation and may 
take security for the same; but here, too, the transaction is 
severely scrutinized and must be performed in utmost good 
faith. Hallam vy. Indianola Hotel Co., 56 lowa 178. 


18. Negligence of Directors 


In general, directors are bound to carry on the affairs of 
the company with diligence and good faith, and to observe 
the requirements of statutes, charter and by-laws. Directors 
are liable for damages resulting from their unauthorized or 
negligent acts for the reason that an agent is liable to his 
principal for damages resulting from his negligence or viola- 
tion of authority. What constitutes negligence or violation 
of authority must be decided upon the facts in each case. As 
to the degree of care required, the rule is the same as for the 
agents of natural persons who receive remuneration for their 
services. Directors are held liable for ordinary negligence, 
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and are expected to exercise such care and judgment as would 
be exercised by a man in looking after his own business. 

Some courts have held, however, that where directors 
serve without compensation they are not held to the same 
strict accountability as are agents who receive adequate 
compensation for services rendered; but that they are merely 
expected to use the diligence and act with the prudence men 
ordinarily are expected to employ who do services gratui- 
tously. Dunn v. Kyle, 14 Bush (Ky.) 134. 

Still another line of decisions is to the effect that directors 
are trustees occupying a fiduciary relationship, and that in 
accepting the position of director they impliedly undertake to 
employ as much diligence and care as the situation demands, 
and to give the company the full benefit of their ability and 
services. Lack of compensation in no way absolves them 
from using the care and diligence that a man would employ 
in his own business. This is probably the correct explanation 
of the duties and obligations of directors, being supported by 
a long line of cases. 

So long as directors act with the proper degree of care and 
diligence there are no limitations on their exercise of judg- 
ment and discretion. This is because the stockholders are 
assumed to use care in selecting men of experience and good 
judgment to fill the position of directors. Neither can direc- 
tors be held liable for honest mistakes of judgment; conse- 
quently they cannot be held liable for resulting losses. In 
Spering’s Appeal, 71 Pa. St. 11, the court said: “Yet they 
are not liable for mistakes of judgment, even though they 
may be so gross as to appear to us absurd and ridiculous, 
provided they are honest and provided they are fairly within 
the scope of the powers and discretion confided to the 
managing body.” Directors are not held liable for honest 
mistakes of law, although failure to secure competent legal 
advice may render them guilty if they are doubtful as to the 
correct course to pursue. 

As to the acts of subordinate officers, directors cannot 
relinquish their general supervision, and if such subordinate 
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officials are permitted or encouraged to commit fraud or 
other wrongful acts through the withdrawal of such super- 
vision, the directors will be held liable. However, so long as 
such subordinate officers act within the discretion ordinarily 
permitted to such officers, the directors cannot be held liable 
for their misdeeds so long as the directors continue to exercise 
reasonable care in the supervision of the affairs of the com- 
pany. Wheeler v. Aiken Loan, etc:, Bk., 75 Fed. 781. 

As to ultra vires acts of directors, the rule is that they are 
held personally responsible to the company for losses result- 
ing from acts clearly beyond their powers. This is true 
even though they act in entire good faith, the rule exonerating 
directors for liability resulting from mistakes of judgment 
applying only so long as they act within the scope of their 
powers. Just what are the limitations of the powers of the 
directors must be determined by the statutory, charter and 
by-law provisions. There is, however, an exception to this 
rule where the mistake of the directors occurs notwithstand- 
ing the fact that they act in good faith and after exercising 
proper care. Hodges v. New Eng. Screw Co., 1 R. I. 312. 


1g. Liability of Directors to Creditors and Others 


As to creditors and other third parties directors possess 
certain liabilities. In general, they are not liable personally 
for corporate debts, except for such as they take it upon 
themselves to create before the corporation is organized. 
Chicago Coated Board Co. v. Bear, 166 Ill. App. 258. Direc- 
tors may bind themselves to be personally responsible for 
corporate debts, however, and where they incur an indebted- 
ness beyond a certain amount, frequently the amount of the 
capital, they may be made liable by statutory provision. 

Mismanagement of the corporation affairs does not render 
directors liable to creditors unless such liability is expressly 
fixed by the statutes or charter; but in some courts directors 
have been held liable for gross mismanagement in the 
absence of express provision to that effect. Directors are 
held liable for fraudulent acts, however, or for such acts of 
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malfeasance as conducting the company’s affairs for their 
own personal benefit. Warren v. Para Rubber Co., 166 
Mass 97. 

Directors sometimes authorize the issuance of prospectuses 
in connection with the sale of corporate securities or for 
other purposes, the object being to induce the public to 
purchase stocks or bonds, or otherwise become financially 
interested in the concern. The public depends on this infor- 
mation contained in making commitments. For all misrepre- 
sentations in prospectuses and circulars of this kind as well 
as for omission of matter which might affect the decisions 
of interested parties, directors are held liable. Hubbard v. 
Weare, 79 Iowa 678. To hold directors liable for such mis- 
representations it is not necessary to show that they knew 
such statements to be false; but to sustain an action for fraud 
brought against the directors it must be shown that they knew 
or had reason to believe that the statements were false, and 
that plaintiff relied thereon to his loss. Cole v. Cassidy, 
138 Mass. 437. Following are listed some decisions in 
which directors were held responsible for fraudulent 
misrepresentation. They may be regarded as typifying cases 
involving the liability of directors. 


1. Directors held personally liable for issuing bonds falsely 
reciting that they were first mortgage bonds. Bk. of 
Atchison Co. v. Byers, 139 Mo. 627. 

2. Directors held personally liable for inducing a stockholder 
to loan money to the corporation by means of false repre- 
sentation, fraudulently made. Kinkler v. Junica, 84 
TeX 3 10, 

3. Directors of a loan association held personally liable for 
publishing a false statement as to the condition of the 
company, thereby inducing a person to invest. Squiers v. 
Thompson, 172 N. Y. 652. 

4. Directors held personally liable to a purchaser of stock 
relying on the report of the condition of the bank signed 
by the directors, where it was proven that the report was 
false and the stock of no value. It was held unnecessary 
to prove that the directors signing knew the statement to 
be untrue. Prewitt v. Trimble, 92 Ky. 176. 
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20. Statutory Liability of Directors 


Many provisions are found in the statutes of the various 
states making directors liable in one way or another. A 
common type of such provision is that prohibiting the direc- 
tors from incurring debts in excess of the capital or solvent 
stock of the company. Another requirement sometimes 
found is to the effect that the company shall not engage in 
business until a certain amount of the capital stock is fully 
paid up. Still other provisions are to the effect that upon 
failure to file certain specified reports the directors shall 
become liable as to certain debts of the company. For 
detailed consideration of such statutes the reader is referred 
to legal treatises. It may be noted here that liability under 
such statutes attaches only to such directors as hold office at 
the time of default or at the time of occurrence of the pro- 
hibited acts and who consent, in concurrence with others, to 
the illegal act. Subsequent directors become liable only if 
they expressly or impliedly ratify the prohibited act. 

Frequently such statutes make the directors jointly and 
severally liable, in which case action may be brought against 
any one or more of the directors. In other instances the 
wording of the statute leaves in doubt the question as to 
what parties action must be brought against. Where the 
liability is joint and several the personal liability of each 
director is unlimited, except by the amount of the debts fall- 
ing within the terms of the statute. 

The statutes of many states impose penalties upon direc- 
tors for failure to make and publish or file reports at stated 
periods, the most common penalty being the imposition of 
personal liability for debts of the company. 

Where the statutes create a personal liability on the part 
of the directors for debts incurred in excess of the capital 
stock, certain questions arise as to just what this limitation 
amounts to. Thus if the total authorized capital stock, or 
the amount subscribed or the amount paid in, or even some 
other amount, may be inferred in the absence of a clear 
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wording of the statute. In general, by capital stock, as 
referred to in such statutes, is meant that which has been 
subscribed and fully or in part paid in. The reason for 
including stock not yet fully paid up is that the subscribers 
are liable thereon for its full amount, so that the full amount 
of the stock subscribed and either fully or partly paid up 
may be regarded as a fund for the protection of creditors. 

Some questions may also arise as to what obligations of 
the company must be included in determining whether the 
debt limit set by statute has been exceeded. Thompson, 
Corporations, 3rd ed., Sec. 1455, says that “the extent of 
such indebtedness can not be limited or determined on the 
principle of mutual credit, but is fixed and settled by the full 
amount of the debt due in its popular and ordinary legal 
sense.” 

As to those directors who dissent from the action of the 
main body in incurring debts in excess of the limit set by 
Statute, the laws of some states make no provision, while 
those of other states provide that dissenting directors may 
be absolved from all liability by causing their dissent to be 
entered at large on the minutes of the directors’ meeting. 
Still other states permit the dissenting directors to exonerate 
themselves by recording their vote on the minutes, or by 
notifying some higher authority, or by filing a protest with 
the corporation’s secretary. 


21. Directors’ Resolutions 


Resolutions of the board of directors are distinguished 
from by-laws in being of a less permanent character and 
having to do usually with the detailed execution of business 
affairs rather than with the general plan of organization and 
methods of procedure. In this respect, too, directors’ reso- 
lutions are distinguished from stockholders’ resolutions, 
which latter partake more of the nature of by-laws because 
they deal with matters of fundamental importance and 
greater permanence. In practice, however, the distinction 
between by-laws and resolutions has never been drawn with 
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any degree of precision, so that what may be found pro- 
vided for in one instance in the resolutions of stockholders 
may in another instance be taken care of in the by-laws. 

Since the powers of stockholders are confined to a rela- 
tively few acts, the resolutions of the directors are much more 
numerous than those of the stockholders. To the directors 
falls the task of management and of making all corporate 
contracts. These two functions, management and contract- 
ing, indicate in a general way the two great groups into which 
directors’ resolutions fall, viz., those which are concerned 
with the internal affairs of the corporation and those which 
concern third parties. 

Resolutions of both directors and stockholders are ordi- 
narily passed upon by a formal vote of a quorum of the 
members. They may be either oral or written, but usage 
today requires almost invariably that they be written. The 
rule is that they need not be in writing unless there are 
statutory or charter provisions to that effect. Fletcher, 
Corporations, p. 4043. The written form of resolutions is 
sometimes avoided in case of small concerns where the few 
individuals interested are able to transact business by con- 
versation rather than by formal parliamentary procedure. 
Where such is the custom the members cannot be required to 
prove that all measures have been adopted by formal votes. 
On the other hand, the failure to adopt formal methods of 
procedure will not be permitted to result injuriously to the 
rights of third parties. For example, a company cannot 
avoid a contract on the ground that no record was made of 
its adoption. There are so many reasons in favor of a 
written record of all resolutions that every corporation may 
profitably adopt the plan of carefully reducing all its reso- 
lutions to writing and of protecting them against any possi- 
bility of destruction. 


22. Legal Nature of Resolutions 


In general, stockholders’ and directors’ resolutions are of 
two types: (1) those concerned with the internal. manage- 
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ment of the company and (2) those which are communicated 
to outside parties to be acted upon and which therefore 
become unilateral contracts when so communicated and 
accepted. Until so communicated they are offers; after being 
communicated and accepted they are enforceable contracts. 
’ In some instances the mere record of a resolution on the 
minute book is sufficient to make a binding contract to the 
benefits of which outsiders are entitled. Hazard v. Hope 
Land Co., 96 Atl. 602. 


23. Directors’ Resolutions Illustrated 


It is impossible here to present more than a few of the 
almost limitless variety of directors’ resolutions. As to 
form, however, these few illustrations will fairly well suffice; 
while as to subject matter, the exigencies of the occasion 
must always be the prime consideration. 

The simplest form of resolution begins with the introduc- 
tory expression “Resolved, that” following which is stated 
the resolution. Thus a resolution authorizing the secretary 
to secure the necessary account books and other books of 
record would read somewhat as follows: 

Resolved, that the secretary of this company be and is hereby 
authorized to purchase all books of account and record necessary 
and proper for the purposes of the company. 

Another resolution concerned with the internal manage- 
ment of the company is one filling a vacant office of the 
corporation, as follows: 


Resolved, that Mr. Ernest M. Atkins be and is hereby ap- 
pointed to fill the position of second vice president of the com- 
pany, made vacant by the death of Elliot R. Jones, until the next 
regular meeting of the corporation. 

Resolved, further, that his salary be fixed at $500 per month 
for the period during which he holds office. 

Sometimes it is necessary or desirable to state in the reso- 
lution the reasons therefor. It is customary to do this by 
introducing them with a “Whereas,” and, following the 
statement of reason, bringing in the resolution. Suppose, 
for example, that the president of the company has entered 
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into certain contracts which action he desires to have ratified 
by the board of directors: 


Whereas, the President has entered into a contract with the 
Acme Motor Company for the construction of twenty motor 
trucks for the use of this company, and 

Whereas, it is customary for the board of directors to pass upon 
all contracts of the company involving an expenditure in excess 
of $1,000, 

Resolved, that the said action of the President in making said 
contract be and is hereby in all respects ratified, confirmed and 
approved. 


The preceding resolutions are of the internal regulatory 
type. The following two are of the type which involve third 
parties and which, upon being communicated to such third 
parties become contracts. The following resolution author- 
izes the sale of a plant to a third party: 


Resolved, that this Board of Directors hereby approve of the 
sale of Plant number 7, located at Pittsburgh, Pennsylvania, to 
the Atlas Motor Company, as embodied in the agreement which 
has been prepared, and 

Resolved, further, that we hereby authorize the sale of said 
Plant number 7 by the President of this Company, under the seal 
of this Company. 


The following resolution authorizes the execution of a 
mortgage as security on a loan of money. 


Whereas, it has become necessary to raise funds for the con- 
struction of a new plant and to equip same in order that the 
company may be enabled to carry on more profitably its increased 
business, and 

Whereas, the condition of the money market is favorable to the 
flotation of loans secured by mortgage on real property, therefore 

Resolved, that the President be.and is hereby authorized to 
execute a mortgage on any and all of the real property of this 
company, to the John P. Lawrence Trust Company, as trustee, 
for the protection, security and payment of a loan of $1,000,000, 
which said trust company agrees to make to this company. 

Resolved, that the terms of the mortgage, copy of which is 
herewith attached and made a part of these resolutions, are hereby 
agreed upon as satisfactory to this board. 


In all cases where mortgages or other contracts are passed 
upon it is desirable to have them expressly accepted and 
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embodied in the resolution. The reason for this is that there 
can then be no question as to whether all the terms thereof 
are covered in the resolution of acceptance. 


ForM 144 


WAIVER OF NOTICE AND CONSENT TO MEETING 


We, the undersigned directors of the................0.000% 
Company, a corporation organized under the laws of the State - 
Olnee ie Gets ay: , do hereby severally waive notice of the 
time, place, and object of the special meeting of the Board of 
Directors of said Company. We also hereby consent that this 
icetme shall De Held Als tas eo) s srie ko cck kts OWEhes.wiaets ote 
LENS iy re SA a, SPR UR GLO tdbntts hot orclock, iio M., 
and that all such business may be transacted thereat as may 
legally come before the meeting. 


eLees oho te ous) 0 Gris s: pi plte«,'s)_p Tees (e'-s, v/ole. 01.5" \0, 0 6 felema vee. 14 ile 
cee eee eee ee eee eee eee eee eee eee eesrereres 


Sie seile) » tens. els. 6) e's) eo) sia ’w re! (ss 1e)\ 0,0! wis! )e) \v; 6: wo piasil we] fenteliieh eine 
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NorTIcE OF SPECIAL MEETING OF DIRECTORS 


You are hereby notified that in accordance with the authority 
invested-in me’ by, the By-laws of the. ....... 6 0f..Ss oe ase 
Company, I hereby call a special meeting of the Board of Di- 
OCLON GOL ere) oe thse Sie wie hile ty cn she Company, to be held at 
OMe tone a ivaslt GAY OF Saas airigen ies i a 
BO yt OU gs new shares o’clock, ....M. The purpose of said meeting 
shall be to consider and pass upon a proposed contract submitted 
PARIS DN oer dort k ig tw tse wade and for the transaction of any 
other business which may legally be brought before the meeting. 


ee 


President 
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Form 146 


Notice oF REGULAR MEETING OF DIRECTORS 


SECRETARY’S OFFICE 


AMERICAN STEEL FOUNDRIES 
410 NO. MICHIGAN AVE., CHICAGO, ILL. 


Dear Sir: 


You are hereby notified that, in accordance with the 
by-laws of this corporation, a regular meeting of the 
Board of Directors will be held at the office of the com- 
pany, Cortlandt Building, No. 30 Church Street, New 
York City, at eleven o’clock in the forenoon on Thursday. 


Yours truly 
No. 


Secretary. 


P. S—lIf you will kindly detach and mail promptly in the en- 
closed stamped envelope the lower part of this sheet, indicating 
upon it whether you expect to attend the above meeting, it will 
greatly oblige 

Yours truly, 


Mr. F. E. Patterson, 
Secretary, Chicago, IIl. 


Dear Sir: 


I expect to attend the meeting specified in 
the notice from which this card was detached. 


THE BOARD OF DIRECTORS 305 


ForM 147 


NOTICE OF THE First MEETING OF DIRECTORS 


Notice is hereby given that the first meeting of the Board of 
WOIFGCLOISCOl SL Rem Maes ck 2s sa caren Company, a corpo- 
ration organized under the laws of the State of................ 
will be held at the office of the Company, Number............ ; 
Mp Ree he tes Ae Se oye BELOCL lie (HOM YAGI a wri ei Reet es 
STOUT aah CAPs as Ome eee Patek. eee char o'clock, ...M., 
19..... The purpose of said first meeting of the Board of Di- 
rectors shall be to elect officers for the Company as well as to 
transact such other business as may be brought before the meeting. 


0) (eine Ee) te) 46) 9" Xe] 6\ Ne Je" 'e! (o\Me. <8: 0 (0/06: 0, 18: 0) (0,0, (62 /sihe) ‘a8, iB) ene) lel6l elie) “e176 
i 
Oo 0: ep elie (e' (6 fenol 6 [6 ve.6, ©, .8:1e 10 ef elisiue; viele. 6,0) [0 0.665 8 -@ 1s 4) 14116) |e 
©) i je, 0) fe, elena aq 6)'s| ie 6 6 (8:9, © <0) 8:°6 vei le, 0) 0, 6 \9) e fe /0\\ 4, ef 0, ie 6, (0) 6110-6 
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WaAIvER oF NOTICE oF First MEETING OF DIRECTORS 


We, the undersigned, being all the directors named in the charter 
OimeE Neate aiee seh nhs Bs) dues. ere Company, a corporation organized 
nace. tne laws Of the=State-Ol. . 4 5... a ie ele eee , do hereby 
waive notice of the time, place and purpose of the first meeting 
of the directors of said Company and do hereby fix the.......... 
GV Ol ee ear ey ee aks a as AalG Ate ae tae o’clock....M., as 
the time of said meeting, which shall be held at the office of the 
Company in the city of......... dies Mopete SAO ALC, Ob aiveter. ve-rckeetaovs 

MDALEC RE iar A iaces Sohn wale oe. ese BLO eee 


Sele: fe; eis) 0) Te=leuleolelie ie) eatel ie) s! wie) (o\ o: @/1e/\0) (9) 10 0-6) 00 .¢) 6) 0 16) e)re» 
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RATIFICATION OF PROCEEDINGS BY DIRECTORS 


We, the undersigned, being all of the directors of The........ 
5 Glo, cea ae Company, do hereby ratify and approve all the 
proceedings which have occurred at this meeting as indicated in 
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the foregoing transactions and resolutions. To signify such rati- 
fications and approval of all such resolutions and transactions, 


we hereby sign our names and seals this............. day of 
bom ie epee PGE Ree Sari Hie IG. 
a Pe Urine yi, OS enter ame ays Aa irg (SEAL) 
Or gith ip ieee AL Ree i oe et ate oe de (SEAL) 
inwe hight, ge teresa aie wens bipke perharaeteante (SEAL) 
ForM 150 


DrrectTors’ RESOLUTION APPOINTING GENERAL MANAGER 


Resolved. tial Olio cance apes ane oh 5 4c Of a2 tee ea ee : 
be and is hereby appointed General Manager of................ 
Company, in accordance with the terms of an agreement which 
it is proposed shall be made between the.............--.++.-- 
Company as party of the first part and the said Mr............. 
as party of the second part, and that the president of the........ 
SN ae een Company is hereby authorized to execute said 
agreement accordingly. 


, 
ForM I51 . 
Directors’ RESOLUTION APPOINTING AUDITOR 


INé@soléed, that VIS. Sa0ay aca a ete ORs.:' ones Ue ees 


be and is hereby appointed auditor of the..............:3.... 
Company ‘for a-period of ...4<4..0..4019.5 © Ss years, and that his 


remunerationsshall heb. ne . creer eerie oe 


ForM 152 
Drrectors’ RESOLUTION REMOVING AUDITOR 


Resolped, that" MrAns ote OP 4 ec Waa eee 
be removed from the office of auditor of................0..6- 
Company. 
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RESOLUTION AUTHORIZING EXECUTION OF CONTRACT 


Resolved, that’ the: president ofc. onsen ewan Company 
be and is hereby authorized to execute a contract in the name 
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ancient behall Of thes 2u4!08. 6 ey asec ek oes Company with Mr. 
ou HES HC COR aRE ea cs ok ee ORR eee efor the 
(here state objects of contract and refer to detailed specifications 
thereof which should be on file in the office of the company ) 
price and upon the terms of payment stated in the written propo- 
Sitroisubmitted. by Saidiec2 os saiai../6ced esgic OE an sha aia 
“jl LOC CRRA nel eR AV ROLe creas wink Alert Te aay EOT.. 


Form 154 
Directors’ RESOLUTION AUTHORIZING LOAN 


Resolved, that the president (or president and treasurer as the 
case may be, or referring to such other officers as may be required 
by the by-laws) be and is hereby instructed and authorized to 
borrow for the purposes of this Company the sum of............ 
Dollars, and that he is hereby instructed and authorized to duly 
execute and deliver to the person or persons extending such loan 


TEAS Aaa eas eA ieee YS Dollars, bonds of this Company to 
Pe AIMOUN PMOL saet ss a's ' cvs « moored + 6, s0ejed Dollars par value, 
PIANO NOU tis aiccaie a bil cose sratags-o xe eivs , 19..., and redeemable at 
NINO e ALCL hie ova e.c uses ware ele taco 8 iLOte, ateiO2 ang 


accrued interest upon 60 days’ notice, with interest at.......... 
per cent per annum, payable semi-annually. 


In the case of large corporations, it is customary to appoint 
two external agents known respectively as transfer agent ‘and 
registrar. Provision for the appointment of such agents by 
the Board of Directors should be made in the by-laws. 
Usually trust companies are appointed to these positions. As 
transfer agent the trust company supervises the transfers 
of stock and keeps adequate record of all stockholders. 
Some officer of the trust company acting as registrar counter- 
signs the new certificates issued thus preventing any possi- 
bility of over-issue. The following form of resolution may be 
adapted to appointment of either or both these agents: 


FORM 155 
Directors’ RESOLUTION APPOINTING REGISTRAR 


Weesolucdatiat ANCs 682 oc sete ood ene ce es Company be and 
is hereby appointed transfer agent for the shares of the capital 
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stock of this company. Resolved, further, that the secretary of 
this company be and is hereby authorized and instructed to 


execute and ‘deliver’ to\saidi)5 0c qctettee ee ene neraga eee Trust 
Company a certificate of the seal of this company authorizing 
SEIT O haben ters ar CRERORC REA Be tick 6.5, ci Trust Company to act as transfer 


agent for the capital stock of this company. 


In case of the appointment of a registrar the resolution 
should direct the secretary to state in his certificate to the 
trust company or to the registrar the total authorized capital 
stock of the company, the amount outstanding and the names 
of the officers of the company who will sign the stock certifi- 
cates. Transfer agents have certain liabilities and responsi- 
bilities in connection with the transfer or refusal to transfer 
stock. They must have samples of and be familiar with the 
signatures of the stockholders, and for this reason they 
should keep files showing such signatures. The reader is 
directed to the explanation of stock transfers found in 
another part of this volume. 
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SECRETARY’S CERTIFICATE TO REGISTRAR 


I hereby certify that at a meeting of the Board of Directors 
Gee Ge ec ee es, Company: held aty 25.0. 0. sete 
OG theta, ssl daynol: S10. ea cea ee ae , 19.+.+5,a Feso- 
oe was passed as follows: (Here insert exact copy of resolu- 
tion. 

The, authorized :capital stock ofthe... seach lon en ie eee 
Company ste ata ee sales shares divided into 
shares of preferred stock without par value and.............. 
shares of common stock without par value. Of these authorized 


ISSUES ears cer ane se ae shares of the preferred stock without 
par-value cand’ <s225 5 sa.ct, see shares of the common stock 
without par value are at this date outstanding. 

Signed and sealed on behalf of the................ Company 
under the authority of foregoing resolution this........... day 
OF Sauhaeeeacs Seater tee 5: EO ssereet 
tee an ae a 


Secretary 
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DrrectTors’ RESOLUTION ACCEPTING PROPERTY 


Resolved, that this corporation accept the offer of............ 
to sell to this corporation all property including good will and 
other intangible assets of the business carried on under the name 
Sic Ce eae res Beye ass a eae ers as ss , and furthermore, 

Resolved, that the Board of Directors of this corporation hereby 
declare that the value of said business is Fifty Thousand Dollars 
($50,000.00) and that the acquisition of same will be advan- 
tageous to this corporation; therefore 

Resolved, that the proposed agreement for the sale of said 
property presented and read at this meeting be and is hereby 
approved and that the president of this corporation be and is 
hereby authorized and directed to execute said agreement on 
behalf of this corporation, to affix the corporate seal thereto, and 
to issue full paid and non-assessable stock of this Company in 
satisfaction thereof to the amount of Fifty Thousand Dollars 
($50,000.00) as specified in said agreement. 


Form 158 


DrrectTors’ CERTIFICATE OF APPRAISAL 


WAR CL EDS ee ws. Or ems a oi Ol sees ees re ee has in 
wiliimg Made an Offer. to The. wos. cee seal ee ee Company, 
a corporation organized under the laws of the State of.......... 
ems CUM On SAIC hai hen ai Bus tas thay vee shee) o's Company the property 
described in “Exhibit A” hereto attached and also to sell to said 
ods ORG AGS cee oe ee ere Company the good will and other 
EIIEANQIDIC = ASSES (OU tO ie oo. 2 6s oo mo sctieve «oes firm, a concern 
engaged in the business of manufacturing with plants located at 


Company, do hereby certify that we have made a careful valu- 
ation of said property and other intangible assets described in 
“Exhibit A” and have found same to be of a fair value of........ 
MOR ans ane db ok eerie a> Dol arsatd sat o. ts Soe) s 


io) (#1 8ire) le) K@)]e! 10016) eco) 6 6) 61.456) (6 © 0 © 0) ®) © 6 918) ei) 0) 4 6) els © ie © 0,6) © 
Sd) \e 08, 1620.67.06) 06 6 16) 0.1/6 6) 6 (6116/16)\0 0! 0) 0) ote 6) /e 14 yee & ae 10 16 see 
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ForM 159 
AFFIDAVIT OF CHANGE IN NUMBER OF DIRECTORS 
(Missour!1) 
State of Missouri, i) 
SS. 
Cont GLe ii hay ae eee f 
Pyrat caruis MRE eA ele aloe here ORE (president or secretary) of the 


ip tcitie ata ieets Mane lateioey Ria , a corporation duly incorporated under 
the laws of the state of "Missouri, being duly sworn, upon his 
oath states that at a meeting of the stockholders of said corpora- 
tion, duly called and held on the........ day. OF Sachs istotr are esos 
19...., the number of directors of said corporation was, by a 
vote of its stockholders cast as its by-laws direct, changed from 
Sage do biagikheas note Mpc Ob adelante nwo ab dose 
eS tees a ing BA eee (President or Secretary). 
Subscribed and sworn to before me this.............. day of 
mene bt ic ethatery Ga » EQ. cee MY CEP CxpIresinn, 2. '« <omee eey 


COCALIGN 1, Stee atin etiate «cre coe enna eee , Notary Public. 


Instructions—Must be recorded in the office of the recorder of 
deeds of the county in which the corporation is located, and a 
certified copy thereof filed in the office of the secretary of state. 
Will not take effect until affidavit is filed in the office of the 
secretary of state. State’s fees for certified copy will be $1.90. 
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OFFICER’S TENDER OF RESIGNATION 


Date iti co get tnialitseenn hanes eee 19 
To the Board of Directors 
a Pree PEEP TS RS CN Company 
Sirs: 
I. hereby tender’ my resignation’ as. .....6.. Jessa se ae of the 


sie pe halw ar alo oneenORR Company, the same to take effect at once 
(or at such other time as the party wishes his resignation to be- 
come effective). 


Yours sincerely, 


owl er @ (euler ee. fe: fe) (pi fey Clas, ) fohin ss) fe..ehcer aivenn Neteeute: \enihni alps ater Riieite 


x 


BY-LAWS 


1. Power to Make By-Laws 


The power to make by-laws is one of five powers said to 
be “necessarily and inseparably incident to every corpora- 
tion.” By-laws are sometimes known as “private statutes.” 
1 Kyd, Corp., 69. As a rule the power to enact by-laws is 
expressly provided for in the statutes as well as in the 
charter, but this is not necessary; for if not so expressly 
granted it is implied, subject to the general qualification that 
such by-laws must be neither unreasonable nor unlawful, nor 
such as to impair the rights of stockholders or of third 
persons. Clark and Marshall, Private Corp., Art. 637. 
Neither can by-laws, to be effective, be in any respect 
contrary to the provisions of the charter. The power of 
stockholders to regulate the corporation by enactment of 
by-laws has been somewhat abridged through the inclusion 
in the statutes themselves of provisions which were formerly 
regarded as fit subject matter for by-law legislation. Among 
these are details governing the manner of holding annual 
meetings, use of proxies, stock transfers, what constitutes a 
quorum for certain purposes, and so on. Of course by-laws 
may reaffirm these provisions, but they cannot be in any 
respect contrary to them. 

Neither can a corporation pass by-laws which are con- 
trary to public policy, or which impair the right of a person 
to sue in the courts. By-laws cannot be in restraint of 
trade, nor can they alienate property. 

A by-law, to be reasonable, must be general, affecting all 
stockholders alike. Thus a by-law declaring forfeited the 
stock of one stockholder only for non-payment of assess- 
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ments is unenforceable; to be enforceable it must affect all 
stockholders alike. Neither can by-laws grant exemption 
privileges to certain stockholders while withholding the same 
from others. 

The method of adopting by-laws is sometimes prescribed 
by statute. If so, such provisions must be closely followed. 
Thus in Nebraska the statute after specifying the making 
of by-laws, not inconsistent with any existing law, for the 
management of the corporation’s affairs, provides that a 
copy of the by-laws, with the names of all the officers 
of the corporation appended thereto, must be posted in some 
conspicuous place, at the places of doing business, subject 
to public inspection. Comp. Stat. Neb., 1922, Sec. 459, 
469. 

In the absence of contrary provision in the statutes or 
charter, the power to enact by-laws rests exclusively with 
the stockholders. Passage of adequate by-law regulations by 
the stockholders constitutes their most powerful weapon of 
control in the affairs of the corporation. Nevertheless the 
power to make the by-laws may be conferred upon the 
directors by action of the stockholders, by charter provision, 
or by statute. By common law no such right attaches to 
the directors. In New York directors may enact by-laws 
not inconsistent with those enacted by the stockholders. In 
Illinois, Kentucky and the District of Columbia directors are 
given the exclusive power of enactment, alteration and repeal 
of by-laws. 

In practice the directors oftentimes exercise great power 
over the creation of by-laws because they have power to pass 
such resolutions as are not in conflict with by-laws passed 
by the stockholders, or with the charter or statutes. In 
effect, if not in name, such resolutions are sometimes the 
equivalent of by-laws, remaining in effect until repealed or 
altered by vote of the stockholders. In some states it is 
required that the first by-laws be adopted by the directors. 
These are then subject to repeal, revision or enlargement 
by the stockholders. 
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2. Power to Alter or Repeal By-Laws 


The power to alter or repeal by-laws is inherent in the 
same body which makes them, in the absence of statutory 
provision to the contrary. Although it is customary to re- 
affirm this right of alteration or repeal in the charter or 
by-laws, in the absence of specific provisions to the contrary 
this is unnecessary. In so far as directors are empowered 
to make by-laws, they may also amend or repeal them in the 
absence of specific provision to the contrary, but they cannot 
amend or repeal by-laws which have been passed upon by 
the stockholders. 

The general tests of validity for alteration of by-laws are 
the same as for original by-laws. 

As a general rule a corporation may repeal or alter its 
by-laws by the same majority vote as that by which it 
adopted them. If a by-law is passed which is inconsistent 
with one already passed the latter is impliedly repealed. 

Sometimes, however, vested rights arise which would be 
interfered with were a by-law to be repealed or modified. 
In such cases the by-law takes on the characteristics of an 
actual contract between the corporation and the interested 
parties, and it can be repealed or modified only with due 
consideration of the effect which such action may have on 
vested rights of such interested parties. Thus if a by-law is 
passed and under reliance thereon third parties make certain 
contracts with the corporation, such by-laws may be re- 
garded as an essential part of such contracts and cannot be 
repealed to the injury of the third parties. Kent v. Quick- 
silver Mining Co., 78 N. Y. 159. 

In addition, restrictions on the power to alter or repeal 
may be found in the charter or statute, but such restrictions 
are unusual. In their absence the vote for alteration or 
amendment is the same as for the enactment of by-laws in 
the first instance. Where restrictions are placed upon the 
power to alter or amend, not effective in the case of the 
enactment of by-laws in the first instance, such restrictions 
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are probably not enforceable unless consented to by all the 
stockholders, or are made a charter provision, or have become 
so involved in contracts and vested rights that their repeal 
in the manner of repeal of by-laws is no longer possible. 


3. Method of Alteration or Repeal of By-Laws 


Whether required or not, written notice should be given all 
members of the proposal to alter or repeal by-laws. If the 
meeting is a special one called to consider such alteration or 
repeal, full details should be given of the things proposed to 
be voted on. Formalities as to such notification may be 
prescribed by statute, charter, or by-laws. In any case 
such requirements should be complied with. In addition to 
alterations or repeal of by-laws by direct vote, the same 
result may be accomplished by: 


1. Enactment of a new by-law changing or in effect repealing 
an earlier one. 


2. Failure of corporation to act in accordance with a by-law 
may result in its repeal, if such failure is acquiesced in by 
the stockholders. Such acquiescence by the stockholders may 
be inferred in disregard of a by-law by officers or directors 
if continued so long as to make it evident that they do not 
intend to make a protest against it. 


3. Non-user, i. e., failure to comply with the requirements of 
a by-law for a sufficiently long time to make it evident that 
non-compliance has become the custom. Here again the 
acquiescence of the stockholders must be shown. 


4. Purpose of By-Laws 


Essentially, by-laws are intended for the internal regula- 
tion of corporations. Hence they contain detailed provisions 
relative to organization as well as to the administration of 
the routine affairs of the corporation, including usually a 
statement of the duties of the various officers and sometimes 
going so far as to include a restatement of certain charter or 
statutory provisions or both, with a view to bringing them 
more directly to the attention of all interested parties. 
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“The office of by-laws is to prescribe rules for the gov- 
ernment of the corporation, and to regulate the conduct and 
define the duties of the members towards the corporation and 
between themselves.” Clark and Marshall, Private Corp., 
Sec. 639. 

The purpose of by-laws can never be to give the corpora- 
tion additional powers, for powers cannot be so granted in 
excess of the powers granted to the corporation by the 
charter; neither can it be to diminish the powers of the 
corporation. Nevertheless, by-laws may be enacted which 
prohibit officers from performing acts which are within the 
powers conferred and the officers are governed accordingly; 
but such powers, so far as the corporation is concerned, are 
not ultra vires. 

It has been held that where, by the provisions of the 
charter or of a general statute relating to corporations, the 
corporation is empowered to make by-laws relating to 
specified purposes, it cannot make by-laws for other objects 
than those enumerated. Ireland v. Globe Milling & Reduc- 
tion Co., 19 R. I. 180. 

By-laws enacted to explain the status of stockholders in 
their relation to the corporation cannot impair the obligation 
of contracts between the corporation and its stockholders or 
deprive stockholders of vested rights. Neither can a stock- 
holder be deprived of his vested rights under a contract 
with a third person. For example, a corporation which is 
not expressly authorized to issue preferred stock cannot do 
so if a holder of common stock objects. Kent v. Quicksilver 
Mining Co., 78 N. Y. 159. 


5. Tests of Validity of By-Laws 


To determine the validity of any particular by-law the 
following tests should be applied. 

(1) Reasonableness. By-laws must not be contrary to 
public policy. It is a rule of law, however, that where by 
one construction a by-law is in conflict with the law it will 
not be held invalid if by another construction it can be 
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sustained. Kahn v. Bank of St. Joseph, 70 Mo. 262. Ifa 
by-law is to be proven unreasonable in its operation upon 
stockholders, objection to it must be brought by a stock- 
holder, not by a third party. Am. Live Stk. Exch. Com. Co. 
v. Chi. Live Stk. Exch., 143 Ill. 210. 

As noted elsewhere, by-laws to be reasonable must be 
general. 

(2) Legality. By-laws must not be contrary to the law of 
the state of incorporation. As to the common law, by-laws 
need not be in conformity thereto, so long as they are rea- 
sonable and not contrary to the statutes of the state. Com. 
v. Detwiller, 131 Pa. St. 614. 

(3) Consistency with Charter. By-laws must be con- 
sistent with the corporation charter, otherwise they are 
void. If the charter vests the management of the corpora- 
tion’s business in the board of directors, a by-law vesting it 
in an executive committee is void. Tempel v. Dodge, 89 
TLex..68. 

In no case can a by-law expand upon the granted and 
implied powers of the corporation; neither can it detract 
from them. 

(4) Vested Rights of Stockholders. By-laws which 
impair vested rights of stockholders are void. The con- 
tracts already existing between corporation and _stock- 
holders cannot be disturbed. Thus a by-law impairing a 
stockholder’s right to vote at corporate meetings would 
deprive him of vested rights, hence would be void. This 
would not be the case, however, if at the time he became 
a stockholder the company expressly reserved the power to 
subsequently pass by-laws affecting his status as a stock- 
holder. Thus under a life insurance contract issued by a 
mutual company expressly providing that such contract 
should be subject to any by-laws passed thereafter, it was 
held that the party insured was bound by a subsequent 
by-law which provided that policies of suicides should be 
forfeited. Supreme Commandery, K.G. R. v. Ainsworth, 71 
Ala. 436. 


Te 
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(5) Manner of Adoption. To be valid by-laws must be 
enacted in the manner prescribed in the statutes or in the 
charter of the corporation. Where full power to enact 
by-laws is vested in the stockholders, they may be adopted 
by a majority vote of the stockholders. If, however, a larger 
vote is required by statute or by the charter such requirement 
must be followed. The charter might, in the absence of 
statutory provision to the contrary, vest the power to enact 
by-laws in the president and the board of directors. At a 
meeting at which by-laws are to be voted upon a majority 
constitutes 4 quorum in the absence of contrary statutory or 
charter provision, and a majority vote of those present is 
sufficient in the absence of contrary provision. 

By-laws must be adopted at a meeting called and con- 
ducted in accordance with the requirements of statutes and 
charter. Such adoption need not be under seal or in writing 
unless so required by statute or charter. Insufficient notice 
of a special meeting at which by-laws are to be voted on will 
invalidate by-laws passed thereat. Mutual Fire Ins. Co. v. 
Farquhar, 86 Ind. 668. As a rule by-laws may be passed 
at a general meeting without previous notice, but there are 
exceptions to this rule as in Pennsylvania, where notice has 
been held to be necessary. Bagley v. Reno, etc., Co., 201 
Pa. St. 78. Such notice may be required by statute, charter, 
or by-laws, and in any event due written notice should be 
given regardless of such requirements. 

It goes without saying that statutory and charter require- 
ments relative to enactment of by-laws must be followed. 
Some states require that by-laws must be passed a certain 
length of time before the day appointed for election of 
directors—in Missouri, for example, 60 days before. The 
majority vote necessary to enact by-laws may be prescribed 
by statute or charter. 

By-laws which have been used and regarded as such over 
a term of years are to be considered as valid even though 
there were irregularities in the method of their adoption. It 
is not even necessary that they be adopted in written form 
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or by a formal vote. Germania Iron Mining Co. v. King, 94 
Wis. 439. 


6. Validity of Particular By-Laws 


(1) By-Laws Void in Part. A by-law may be valid as to 
one part and invalid as to another part, providing the part 
which is valid is capable of enforcement without enforcing 
the objectionable part. A by-law of a mutual insurance 
company contained an invalid provision affecting the juris- 
diction of courts in actions for losses, and a valid provision 
respecting the time within which actions must be brought. 
The first provision was held invalid, the second was given 
effect. Amesbury v. Bowditch Mut. Fire Ins. Co., 6 Gray 
(Mass.) 596. 

If, however, for purposes of enforcement, such division 
between valid and invalid parts cannot be made, the by-law 
will be held void in its entirety. State v. Curtis, 9 Nev. 325. 

(2) By-Laws Regulating Activities of Officers and Stock- 
holders. It being the function of by-laws to regulate the 
conduct and define the duties of officers and other members of 
the corporation, by-laws enacted for that purpose are, in 
general, valid. They must, of course, be reasonable, and not 
run contrary to statutes or charter. Among the things to be 
so regulated are: 


(a) Time and place of holding stockholders’ and directors’ 


meetings, and the manner in which such meetings may be 
called. 


(6) Manner of voting at stockholders’ meetings, provided 
again that the requirements of law and charter are met. 
A stockholder’s right to vote by virtue of his contract 
with the corporation must not be infringed. By such 
by-laws stockholders may be privileged to vote by proxy; 
also stockholders may be empowered to cast one vote 
for each share of stock owned, instead of being granted 
but one vote as is the rule under the common law. 

(c) The qualifications of directors may be prescribed, as well 
as those of other officers of the corporation; also the 
duration of their official terms and the time and manner 
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of electing or appointing them, as well as the manner of 
their removal. Their powers "and duties may be pre- 
scribed. Bond may be required of certain officers for 
the faithful performance of duties. The time and man- 
ner of holding directors’ meetings may be prescribed, as 
well as the number of directors necessary to constitute 
a quorum. 


(3) By-Laws Regulating Stock Transfers. The transfer 
of stock from stockholder to stockholder may be regulated 
by by-law. The transfer of stock cannot be prohibited, how- 
ever, unless expressly authorized; neither can stock transfers 
be unreasonably restricted. 

(4) By-Laws in Restraint of Trade. A by-law in re- 
straint of trade is invalid unless expressly authorized by the 
_ charter or by statute. 

(5) Forfeiture of Shares for Nonpayment of Assessments. 
Unless authorized by statute or charter, by-laws cannot be 
enacted providing for the sale or forfeiture of shares because 
of the nonpayment of assessments thereon. 

(6) Liens on Stockholders’ Shares. It is generally held 
that a corporation may by by-law create liens on stock- 
holders’ shares for nonpayment of debts due the corporation. 
Such liens are good as against purchasers of shares who have 
notice of such by-laws. 

(7) Issuance of Preferred Stock. A by-law cannot be 
made by a majority of common stockholders authorizing the 
issuance of preferred stock, if any common stockholder 
dissents, since this would impair his contract as a common 
stockholder. If there exists statutory authority for the 
issuance of preferred stock such a by-law would be valid, or 
it would be valid if assented to by all of the common 
stockholders. 

(8) Stock Assessments. In the absence of statutory or 
charter authority, by-laws cannot be enacted compelling 
a dissenting stockholder to pay assessments upon his stock 
additional to those which he contracted to pay when he 
purchased it. 

(9) Increase of Capital Stock. ‘This can be accomplished 
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by by-law enactment only when the corporation is specifi- 
cally authorized to do so by statute. 

(10) Inspection of Corporation Books. By-laws making 
reasonable regulations for the inspection of the corporate 
records are in order, but they must not prohibit such in- 
spection or impose unreasonable restraints. 


7. Void By-Laws as Effective Contracts 


By-laws which are void as such because not enacted 
according to specific requirements, or for other reason, may 
nevertheless become valid contracts as between consenting 
parties. As said in Blue Mt. Assn. v. Barrowe, 71 N. H. 69, 
“a void by-law may become a valid contract.” In such cases 
the point at issue is no longer the validity of the by-law as 
such, but whether the stockholders who did assent to it 
have, by their later actions, assented to its provisions and are 
therefore estopped from denying its validity as a contract. 
Weiland v. Hogan, 177 Mich. 626, 631. 
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By-Laws oF AMERICAN STEEL FOUNDRIES 
AS AMENDED JULY 7, 1927 


ARTICLE I 
STOCKHOLDERS 


Src. 1. Annual Meeting. A meeting of the Stockholders of 
the Company shall be held annually at the principal office of the 
Company, in the State of New Jersey, at the hour of 12 o’clock 
noon, on the first Thursday following the third Monday in March 
in each year after 1911, if not a legal holiday; and if a legal holi- 
day then on the next succeeding Thursday not a legal holiday, 
for the purpose of electing Directors and for the transaction of 
such other business as may be brought before the meeting. 

Sec. 2. Special Meetings. Special meetings of the stockholders 
may be called by the Board of Directors. Such special meetings 
shall be held at the principal office of the Company in the same 
manner as the annual meeting. 

SEC. 3. Notice. Notice of the annual and of any special meet- 


—a. 
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ings of the stockholders shall be given by the Secretary in one 
of the following methods: 

(a) By publishing notice thereof once a week for four calendar 
weeks next preceding the meeting in at least one newspaper in 
each of the following places: Jersey City, New Jersey; New York, 
New York, and Chicago, Illinois, or 

(6) By mailing notice in a postage prepaid envelope addressed 
to each stockholder at the address left by him with the Secretary 
of the Company, or at his last known address, at least ten days 
previous to the time fixed for such meeting. A failure to publish 
or mail notice of the annual meeting or any irregularity therein 
shall not invalidate the proceedings of that meeting. All or any 
of the stockholders may waive notice of any meeting. Meetings 
of the stockholders may be held at any time and for any purpose, 
without notice, when all of the stockholders are present in person 
or by proxy. 

SEC. 4. Quorum. At all meetings of the stockholders the 
holders of a majority of all the shares of the capital stock of the 
Company entitled to vote, present in person or by proxy, shall 
constitute a quorum of the stockholders for all purposes, unless 
the representation of a larger number shall be required by law, and, 
in that case, the representation of the number so required, shall 
constitute a quorum. In the absence of a quorum, the stock- 
holders present or represented at the time and place at which a 
meeting shall have been called, may adjourn from time to time 
until a quorum shall be present, and at such adjourned meeting 
any business may be transacted which might have been acted © 
upon at the meeting as originally called. 

Sec. 5. Organization. The Chairman of the Board of Di- 
rectors and in his absence the President of the Company shall 
call meetings of the stockholders to order and shall act as chair- 
man of such meetings. The Board of Directors may appoint any 
stockholder to act as chairman of any meeting in the absence of 
the Chairman or President. The Secretary of the Company shall 
act as Secretary at all meetings of the stockholders, and, if he 
be absent, the presiding officer may appoint a Secretary for such 
meeting. 

Sec. 6. Voting. At all meetings of the stockholders, each 
stockholder entitled to vote shall be entitled to vote in person or 
by proxy appointed by an instrument in writing, subscribed by 
such stockholder or by his duly authorized attorney, and deliv- 
ered to the inspectors at the meeting; and he shall have one vote 
for each share of stock standing registered in his name. At each 
meeting of the stockholders a full, true and complete list, in 
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alphabetical order, of all the stockholders entitled to vote at such 
meeting, and indicating the number of shares held by each, certi- 
fied by the Secretary or by the Treasurer, shall be furnished. 
Only the persons in whose names shares of stock stand on the 
books of the Company twenty days before the date of any meet- 
ing of the stockholders, as evidenced by the list of stockholders so 
furnished, shall be entitled to vote in person or by proxy on the 
shares so standing in their names. 

Sec. 7. Inspectors. At each meeting of the stockholders the 
polls shall be opened and closed; the proxies and ballots shall be - 
received and taken in charge, and all questions touching the 
qualification of voters and the validity of proxies, and the accept- 
ance or rejection of votes shall be decided by three inspectors. 
Such inspectors shall be appointed by the Board of Directors 
before or at the meeting, or, if no such appointment shall have 
been made, then by the presiding officer. If, for any reason, any of 
the inspectors previously appointed shall fail to attend or refuse 
or be unable to serve, inspectors in place thereof shall be ap- 
pointed in like manner. 


ARTICLE II 
BOARD OF DIRECTORS 

Sec. 1. Number, Classification and Term of Office. The busi- 
ness and property of the Company shall be managed and controlled 
by its Board of Directors. The Board of Directors shall consist 
‘of twelve members; but the number of Directors may be altered 
from time to time by the alteration of these by-laws. 

As provided in the certificate of incorporation, the Directors 
shall be classified in respect of the time for which they shall 
severally hold office, by dividing them in three classes, each con- 
sisting of one-third of the whole number of the Board. The Di- 
rectors of the first-class shall be elected for a term of one year; the 
Directors of the second-class for a term of two years, and the 
Directors of the third-class for a term of three years. At each 
annual election, the successors to the Directors of the class whose 
term shall expire in that year, shall be elected to hold office for 
the term of three years, so that the term of office of one class of 
Directors shall expire in each year. 

In case of any increase in the number of Directors, the addi- 
tional Directors shall be elected by the Directors then in office, 
or by the stockholders, at an annual or special meeting, and 
one-third of such additional Directors shall be elected for the 
unexpired portion of the term of one year, one-third for the unex- 
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pired portion of the term of two years, and one-third thereof 
for the unexpired portion of the term of three years, so that each 
class of Directors shall be increased equally. 

Each Director shall serve for the term for which he shall have 
been elected, and until his successor shall have been duly chosen. 

SEC. 2. Vacancies. In case of any vacancy in the Directors 
of any class through death, resignation, disqualification or other 
cause, the remaining Directors, by affirmative vote of a majority 
thereof, may elect a successor to hold office for the unexpired 
portion of the term of the Director whose place shall be vacant, 
and until the election of his successor. 

SEc. 3. Place of Meeting. The Directors may hold their meet- 
ings, and may have an office, and keep the books of the Company 
(except as otherwise may be provided for by law) in such place 
or places in the State of New Jersey, or outside the State of New 
Jersey, as the Board from time to time may determine. 

SEC. 4. Annual Meetings. Annual meetings of the Board of 
Directors shall be held without notice at the office of the Company 
in the City of New York, at half past two o’clock in the afternoon 
of the same day on which the stockholders’ annual meetings are 
held. 

Sec. 5. Regular Meetings. Regular meetings of the Board of 
Directors shall be held monthly on the first Thursday of each 
month in each year, if not a legal holiday, and if a legal holiday, 
then on the next succeeding Thursday not a legal holiday, at 
eleven o’clock in the forenoon, in the City of New York, unless 
otherwise specially ordered in advance by vote of the Board of 
Directors as to any particular meeting. 

Sec. 6. Special Meetings. Special meetings of the Board of 
Directors shall be held whenever called by the President or by 
one-third of the Directors for the time being in office. 

Sec. 7. Notice of Meetings. Notice of each regular or special 
meeting of the Board shall be given by the Secretary to each 
member of the Board by posting the same in a postage prepaid 
envelope, addressed to each member of the Board of Directors at 
his residence or place of business, at least two days before the 
meeting. The notice of a special meeting shall state the objects 
of the meeting and the business of the meeting shall be confined 
to the objects stated. All or any of the Directors may waive 
notice of any meeting, regular or special. Meetings of the Board 
may be held at any time and for any purpose, without notice, 
when all of the members of the Board are present. 

Sec. 8. Quorum. Six Directors at a regular or special meeting 
shall constitute a quorum for the transaction of business; but a 
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less number may adjourn the meeting from time to time until a 
quorum shall be present. 

SEc. 9. Contracts. Inasmuch as the Directors of this Company 
are interested in other business pursuits and are likely to be 
connected with other corporations with which this Company, from 
time to time, must have business dealings, no contract or other 
transaction between this Company and any other corporation 
shall be affected by the fact that the Directors of this Company 
are interested in, or are directors or officers of, such other cor- 
poration, if, at the meeting of the board or committee making, 
authorizing or confirming such contract or transaction, there shall 
be present a quorum of directors not so interested; and any 
director individually may be a party to, or may be interested in, 
any contract or transaction of this Company, provided that such 
contract or transaction shall be approved or be ratified by the 
affirmative vote of at least a majority of the directors not so 
interested. 

The Board of Directors may submit any contract or act for | 
approval or ratification at any annual meeting of the stockholders, 
or at any meeting of the stockholders called for the purpose of 
considering any such act or contract, and any contract or act that 
shall be approved or be ratified by the vote of the holders 
of a majority of the capital stock entitled to vote which is repre- 
sented in person or by proxy at such meeting (provided that a 
lawful quorum of stockholders shall be there represented in person 
or by proxy) shall be as valid and binding upon the corporation 
and upon all the stockholders as though it had been approved or 
ratified by every stockholder of the corporation. 

Sec. 10. Compensation. For his attendance at any meeting 
of the Board of Directors, every Director not otherwise in the 
pay of the Company shall receive for attendance at each meeting 
the sum of $50 and Directors not residing at the place of meeting 
shall be entitled to receive in addition all reasonable traveling 
and hotel expenses for attendance at such meeting. 


ARTICLE III 
OFFICERS 


SEc. 1. Appointment and Tenure. The officers of the Com- 
pany shall be a Chairman of the Board of Directors, a President, 
one or more Vice-Presidents, a Secretary, one or more Assistant 
Secretaries, a Treasurer, one or more Assistant Treasurers, and a 
Comptroller, all of whom shall be elected by the Board of Di- 
rectors. The powers and duties of the Secretary and Treasurer 
may be exercised and performed by the same person. 
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The Board of Directors may appoint such other officers as 
they shall deem necessary with such powers and duties as from 
time to timé may be prescribed by the Board. 

All officers and agents shall be subject to removal at any time 
by an affirmative vote of a majority of the Board. All officers, 
agents and employees, other than officers appointed by the Board, 
shall hold office at the discretion of the Board or of the officer 
appointing them. 

SEC. 2. The President. In the absence of the Chairman of the 
Board of Directors the President shall preside at all meetings of 
the stockholders and of the Board of Directors. Subject to the 
Board of Directors he shall have general charge and supervision 
of the business of the company and its several officers. He shall 
also have power to appoint all necessary officers and employees of 
the Company, except those selected by the Board of Directors, 
and may remove such officers or employees, except those selected 
by the Board of Directors, whenever he shall deem it necessary 
and may make new appointments to fill the vacancies. He shall 
have authority to countersign checks, drafts and orders for the 
payment of moneys executed by the Company in the usual course 
of its business. He shall have authority to suspend any of the 
officers or heads of departments until the Board of Directors shall 
be convened, and to dismiss any of the subordinate employees 
whenever he shall think fit and proper to do so. In the event of 
the death, disability or more than temporary absence of the Presi- 
dent, the Board of Directors may designate any person as acting 
President, who shall for the time be invested with all the powers 
and required to perform all the duties of the President. Such 
person shall be known as the Acting President of the Company. 

Sec. 3. Vice-Presidents. The Vice-Presidents may counter- 
sign certificates of stocks, checks, drafts and orders for the pay- 
ment of money, executed by the Company in the usual course of its 
business, and they shall be vested with such other powers and 
perform such other duties as may from time to time be prescribed 
by the Board of Directors or President. 

Sec. 4. The Treasurer. Subject to the control and supervision 
of the Board of Directors, and such executive officer as the Board 
of Directors may provide, the Treasurer shall have charge of the 
funds, receipts and disbursements of the Company. He shall see 
to the collection of all accounts, bills receivable and other demands 
owing to the Company. He shall be the custodian of all securities, 
notes and evidences of indebtedness belonging to the Company. 
He shall keep full and accurate books of account showing all the 
receipts and disbursements of the Company. He shall furnish to 
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the President, and Board of Directors, on demand, a detailed 
account of the receipts and expenditures of the corporation for 
any specified period, and his books and papers shall at all times 
be open and subject to the inspection and scrutiny of the President 
and Board of Directors or their appointees. He shall render to 
the President or Board of Directors, whenever required, a state- 
ment of all his transactions as Treasurer, and of the financial 
condition of the Company. 

He shall give to the Company a bond in such sum as the Board 
of Directors shall require, which bond shall be an undertaking 
of a surety company in such form and containing such provisions 
as shall be approved by the Board of Directors. The premiums 
of the surety company for furnishing such bond shall be paid by 
the Company. 

He may sign checks, drafts, and orders for the payment of 
money executed by the Company in the usual course of its busi- 
ness, and may endorse on behalf of the Company, checks, drafts 
and orders for the payment of money which it may receive in the 
usual course of its business. 

All checks, drafts and funds of the Company shall be deposited 
by the Treasurer from time to time in such banks, trust companies 
or depositaries as may from time to time be determined by the 
Board of Directors. 

Sec. 5. Assistant Treasurers. The Assistant Treasurers shall 
have power to sign checks, drafts and orders for the payment of 
money issued by the Company in the usual course of its business, 
and to endorse checks, drafts and orders for the payment of money 
which may be received by the Company in the usual course of its 
business. They shall perform such other duties as may from time 
to time be prescribed by the Board of Directors. 

In the absence or disability of the Treasurer, they shall be 
vested with all his powers and required to perform all his duties. 

They shall furnish to the Company a bond of a surety company 
in such amount as the Board of Directors may require, in all 
respects similar in form to that required of the Treasurer; and the 
premiums of the surety company for furnishing such bonds shall 
be paid by the Company. 

Sec. 6. Secretary. The Secretary shall record all the votes and 
proceedings of the Stockholders and Directors in a book kept for 
that purpose. He shall attend all meetings of the Stockholders 
and Directors. He shall keep in custody the seal of the Company, 
and when authorized by the Board of Directors, or when any 
instrument requiring the corporate seal to be attached shall have. 
first been signed by the President, or a Vice-President, duly author- 


BY-LAWS 327 


ized to sign the same, affix it to such instrument, which seal shall 
always be attested by his signature. He shall have charge of all 
the books and papers of the Company which properly belong to his 
office, and shall perform such other duties as pertain to his office, 
or as the Board of Directors may require. 

He shall keep the accounts of stock registered and transferred 
in such manner and form and under such regulations as the Board 
of Directors may prescribe. 

SEC. 7. Assistant Secretaries. The Assistant Secretaries shall, 
in the order of their appointment, be vested with all the powers 
and required to perform all the duties of the Secretary in the 
event of his absence or disability. They shall perform such other 
duties as shall be from time to time prescribed by the Board of 
Directors. 

SEC. 8. Comptroller. The Comptroller shall be the principal 
officer in charge of the accounts of the Company, and shall perform 
such duties as from time to time may be prescribed by the Board 
of Directors. 

Sec. 9. Chairman of the Board. The Chairman of the Board 
shall act in an advisory capacity to the President and other officers 
of the Company, and shall preside at the meetings of the Stock- 
holders and Directors and shall have such other powers as from 
time to time shall be conferred upon him by the Board of Di- 
rectors. 


ARTICLE IV 
CONDUCT OF BUSINESS 

Sec. 1. Contracts. No agreement or contract, other than a 
check or draft, involving the payment of money or the credit or 
liability of the Company, shall be made without the approval of 
the Board of Directors, except that the President or a Vice-Presi- 
dent discharging his duties, may, in the ordinary course of the 
business of the Company, make contracts or obligations not in- 
volving a liability in excess of $50,000. 

All contracts, deeds and other instruments that require the 
corporate seal of the Company to be affixed shall be signed by 
the President or Vice-President and by the Secretary or an Assist- 
ant Secretary. 

Sec. 2. Checks and Drafts. All checks, drafts and other ne- 
gotiable instruments which shall be issued by the Company shall 
be signed by the Treasurer or an Assistant Treasurer, and counter- 
signed by the President or a Vice-President, or by such other 
officer or officers as the Board of Directors may designate; Pro- 
vided, however, that checks, drafts or other negotiable instruments 
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shall not be both signed and countersigned by the same person. 

Sec. 3. Voting upon Stocks. Unless otherwise ordered by the 
Board of Directors, the President shall have full power and 
authority in behalf of the Company to attend and to act and to 
vote at any meetings of stockholders of any corporation in which 
the Company may hold stock, and at any such meeting shall 
possess and may exercise any and all the rights and powers inci- 
dent to the ownership of such stock and which, as the owner 
thereof, the Company might have possessed and exercised if pres- 
ent. The Board of Directors, by resolution from time to time, 
may confer like powers upon any other person or persons. 


ARTICLE V 
CAPITAL STOCK 


Src. 1. Certificates of Shares. The certificates for shares of 
the capital stock of the Company shall be in such form, not in- 
consistent with the certificates of incorporation, as shall be ap- 
proved by the Board of Directors. The certificates shall be signed 
by the President or a Vice-President, and also by the Treasurer 
or an Assistant Treasurer, and shall not be valid unless so signed, 
but where such certificates are signed by a Transfer Agent and a 
Registrar, the signatures of any such President or Vice-President 
and Treasurer or Assistant Treasurer may be facsimiles. All 
certificates shall be consecutively numbered and the name of the 
person owning the shares represented thereby, with the number of 
such shares and the date of the issue, shall be entered on the 
Company’s books. 

All certificates surrendered to the Company shall be cancelled, 
and no new certificates shall be issued until the former certificate 
for the same number of shares of the same class shall have been 
surrendered and cancelled. 

Sec. 2. Transfers of Shares. Shares of the capital stock of the 
Company shall be transferred on the books of the Company by 
the holder thereof in person, or by his attorney, upon surrender 
and cancellation of certificates for a like number of shares. 

Sec. 3. Regulations. The Board of Directors shall have power 
and authority to make all rules and regulations as it may deem 
expedient concerning the issue, transfer and registration of cer- 
tificates for shares of the capital stock of the Company. 

The Board of Directors may appoint a Transfer Agent and a 
Registrar of Transfers, and may require all stock certificates to 
bear the signature of such Transfer Agent and Registrar of 
Transfers. 


SEc. 4. Closing of Transfer Books. The stock transfer books 
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may, in the discretion of the Board of Directors, be closed for the 
meetings of the stockholders, and for the payment of dividends, 
during such period as from time to time may be fixed by the 
Board of Directors, and during such period no stock shall be 
transferable. 


ARTICLE VI 
DIVIDENDS AND WORKING CAPITAL 

Sec. 1. The fiscal year of this Company shall begin on the 
first day of January and end on the last day of December in each 
year, except that the period from August 1st, 1910 to December 
31st, 1911 inclusive shall be considered and treated as a fiscal 
year. 

Sec. 2. The Board of Directors may declare dividends from 
the surplus or net profit of the Company. The dates for the 
declaration of dividends upon the stock of the Company shall be 
the days fixed by these by-laws for the regular meetings of the 
Board of Directors in the months of January, February, March, 
April, May, June, July, August, September, October, November 
and December in éach year, on which days the Board of Directors 
in its discretion shall declare what, if any, dividends shall be 
declared. 

Sec. 3. The dividends when so declared shall be payable as 
and when the Board of Directors may from time to time fix and 
determine. 

Sec. 4. The Directors shall not be required in January in each 
year, after reserving over and above its capital stock paid in, as a 
working capital for said corporation, such sum, if any, as shall 
have been fixed by the stockholders, to declare a dividend among 
its stockholders of the whole of its accumulated profits exceeding 
the amount so reserved, and to pay the same to such stockholders 
on demand; but the Board of Directors may fix a sum which may 
be set aside or reserved, over and above the Company’s capital 
paid in, as a working capital for the Company, and from time to 
time they may increase, diminish and vary the same in their 
absolute judgment and discretion. 


ARTICLE VII 
CORPORATE SEAL 
Sec. 1. The Company’s corporate seal is, and until otherwise 
ordered by the Board of Directors shall be, an impression upon 
paper or wax, bearing the words: “American Steel Foundries, 
Corporate Seal, N. J., 1902.” 
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ARTICLE VIII 
AMENDMENTS TO BY-LAWS 


Src. 1._ These by-laws may be altered, amended or repealed at 
any meeting, regular or special, by the affirmative vote of a 
majority of the whole Board of Directors; or by the affirmative 
vote of a quorum of the Board if such proposed amendment, 
alteration or repeal shall have been specified in the notice calling 
the meeting; and by the stockholders at any annual meeting or 
at any special meeting if notice of such proposed alteration, amend- 
ment or repeal shall have been included in the notice of the meeting. 


Form 162 


By-Laws OF THE GENERAL ELECTRIC COMPANY 


ARTICLE I 


The principal place of business of this Company shall be at the 
City of Schenectady, in the County of Schenectady, State of New 
York. There shall also be an office or place of business in the 
City of New York, and in such other places, in the State of New 
York, as the Board of Directors may determine. 


ARTICLE II 
OFFICERS 


The officers of this Company shall consist of a President and 
two or more Vice-Presidents, a Secretary and Assistant Secretaries, 
a Treasurer and Assistant Treasurers, and such other officers as 
the Board of Directors may from time to time determine. No 
officer except the President need be a member of the Board of 
Directors. 

The Directors may at any meeting duly called elect from their 
own number a Chairman of the Board, whose duties shall be 
determined by the Board. 

In case of the absence or disability of the President, or if his . 
office shall at any time become vacant, the Chairman of the 
Board, or one of the Vice-Presidents, may be vested with authority 
by the Board to have and exercise all the powers of the President 
during such absence or disability, or until the vacancy in the 
office of the President shall be filled. 

The Vice-Presidents shall exercise such powers and perform 
such duties as the Board of Directors may from time to time direct, 
or as may be temporarily assigned to them by the President. 
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ARTICLE III 
DIRECTORS AND COMMITTEES 

The stock, property and affairs of this Company shall be man- 
aged by a Board of Directors consisting of twenty members. The 
Directors shall be elected annually, at a meeting of the stock- 
holders, to be held on the second Tuesday in May of each year, in 
the City of Schenectady, or in such other place in the State of 
New York as the Board of Directors may seasonably appoint. 
The Board of Directors may appoint committees, standing or 
special, from time to time, from among their number, or other- 
wise, and confer powers on such committees and revoke such 
powers and terminate the existence of such committees at pleasure. 
Nine members of the Board shall constitute a quorum for the 
transaction of business. 


ARTICLE IV 
EXECUTIVE COMMITTEE 

SECTION 1. The Board of Directors may appoint an Executive 
Committee of three or more Directors to be chosen by the Board, 
who shall serve during the pleasure of the Board. Vacancies in 
such Executive Committee shall be filled by the Board of Directors. 

SECTION 2. The Executive Committee shall have and exercise, 
subject to the control of the Board of Directors, all powers of the 
Board requisite for the conduct, management and development of 
the Company’s business as the same may from time to time be 
delegated, either generally or specially, by the Board of Directors. 
It may fill vacancies among the officers of the Company. Three 
members of the Executive Committee shall be a quorum for the 
transaction of business, and the Committee shall at all times act 
by a vote of a majority of those present at a meeting at which 
there is a quorum. The Executive Committee may hold its 
meetings at any place which it may find convenient. 


ARTICLE V 
PRESIDENT 

The President shall be chosen by the Directors from their own 
number, for the first year, and at their first meeting after their 
election in each year. 

In the absence of the Chairman of the Board he may preside 
at all meetings of the Directors, and he may call any meeting of 
_the Board of Directors. He may at his discretion attend any 
meeting of the Executive Committee, or any other committee of 
the Board, whether or not a member of such committee. 
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All certificates of stock and all contracts and obligations of the 
Company shall be signed by him, except as the Board of Directors 
or the By-laws of the:Company shall, from time to time, authorize 
and direct other officers permitted by law so to do, to sign such 
certificates of stock, contracts or obligations. 

He shall have general management, subject to the control of 
the Board of Directors, of the business of the Company, including 
the appointment of all officers and employees of the Company, for 
whose election or appointment no other provision is made in these 
By-laws; and shall have the power, at any time, to discharge or 
remove any officer or employee of the Company, subject to the 
action thereon of the Board of Directors, and shall perform all 
other duties appertaining to his office. 


ARTICLE VI 
SECRETARY AND ASSISTANT SECRETARIES 


The Secretary shall be elected by the Board of Directors, at 
or after organization, and at their first meeting after their election 
in each year. He shall record the minutes of the meeting of the 
stockholders of the Company in proper books to be kept for that 
purpose, and shall have the custody and care of the seal, records, 
minutes and stock-books of the Company. He shall attend to 
the giving and serving of all notices of the Company, and keep, or 
cause to be kept, a suitable record of the addresses of stockholders 
and do such other things as may, from time to time, be directed 
by the Board of Directors. 

The Board of Directors may also appoint an Assistant Secre- 
tary, who shall perform such duties as may be assigned to him by 
the Board of Directors, and who shall, in case of the absence or 
disability of the Secretary, possess all his powers. 


ARTICLE VII 
TREASURER AND ASSISTANT TREASURERS 
The Treasurer shall be elected by the Board of Directors at or 
after organization, and at their first meeting after their election 
in each year. He shall be responsible for the care, safe keeping 
and custody of all the funds and securities of the Company, and 
he shall perform such duties, in his office, as may be imposed upon 
him by the Board of Directors, and in such manner as they may 
direct from time to time. He shall give bond for the faithful 


discharge of his duty in such sum and with such sureties as the. 


Directors may determine. 
The Board of Directors may also appoint Assistant Treasurers, 
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Board may seem advisable. Notice of such meeting shall be given 
to the stockholders in the manner hereinbefore provided at least 
ten days before the day of the meeting. 


ARTICLE XII 
EXAMINATION OF BOOKS 
The Board of Directors may, by resolution, make regulations 
respecting the examination of the books of the Company by 
stockholders. 


ARTICLE XIII 
MEETINGS OF DIRECTORS 

SECTION 1. Special meetings of the Directors may be held at 
any time by order of the Chairman of the Board of Directors, or 
in the absence of the Chairman, by order of the President, or upon 
the written direction of two of the Directors. 

SECTION 2. Written notice of all meetings shall be mailed to 
each Director at his residence or place of business at least two 
days before the meeting, but the said two days’ notice in writing 
may be waived by the written consent of all the Directors, or in the 
case of any Director, by his particular written consent. Such 
meetings may be held at any authorized place designated by the 
Board of Directors, from time to time. The Board of Directors 
may, by resolution, fix the time or times when regular meetings 
of the Board shall be held. 

SEcTION 3. The Board of Directors may prescribe an order of 
business for its own meetings, or the meetings of the stockholders. 


ARTICLE XIV 
REMOVAL OF OFFICERS AND EMPLOYEES 

SEcTION 1. Any officer or employee of the Company may be 
at any time removed by the affirmative vote of at least a majority 
of the Board of Directors. In case of such removal the officer so 
removed shall forthwith deliver all the property of the Company 
in his possession, or under his control, to some person to be 
designated by the Board. Nothing herein contained shall limit 
the power of any officer to discharge any subordinate. 

SECTION 2. The Board may at any time, in the transaction 
of business, temporarily delegate any of the duties of the Vice- 
Presidents, Secretary, Assistant Secretary, Treasurer, Assistant 
Treasurers or Comptroller, or either of them respectively, to any 
other officer or person selected by it. 
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SECTION 4. Prior to each annual election of a Board of Direc- 
tors by the stockholders, three Inspectors of Election shall be 
appointed by the Board of Directors of the Company, or by the 
stockholders at the meeting in case such Inspectors shall not have 
been appointed or shall fail to be present. The Secretary of the ~ 
Company shall furnish the Inspectors with the list of stockholders, 
prepared by him in accordance with the requirements of Section 1 
of this article, and a duplicate of this list, also to be prepared by 
him, shall be subject to the inspection of any stockholder who 
may be present at such election, during the whole time the meeting 
is in progress. The polls for the reception of votes shall remain 
open at least one hour. The inspectors shall receive the votes, 
shall canvass them immediately after the polls are closed, and 
shall thereupon declare the result and certify the same in writing 
to the Secretary of the Company. 


ARTICLE XI 
STOCK AND TRANSFER 


SECTION 1. Certificates of stock, signed by the President or 
a Vice-President and the Secretary or Treasurer, shall be issued 
to the stockholders. 

SECTION 2. The stock shall be transferable only upon the books 
of the Company, by the holder thereof, in person, or by properly 
authenticated power of attorney. 

SEcTION 3. The Board of Directors or Executive Committee 
may appoint suitable agents in the City of New York, and also in 
the City of Boston, to facilitate transfers by stockholders under 
such regulations as the Board may from time to time prescribe. 
The transfer books may be closed by the Board for such period 
as may be deemed advisable for dividend or other purposes. 

SecTION 4. The Board of Directors or Executive Committee 
may appoint a Bank or Trust Company in the City of New York 
or Boston, or both, to act as registrar of transfers of stock until 
otherwise ordered by the Board of Directors. After the appoint- 
ment of any such registrar of transfers no certificate thereafter 
issued for stock shall be binding upon the Company, or have any 
validity, unless counter-signed by such registrar of transfers, or by 
the successor of such registrar appointed by the Board of Directors. 

SECTION 5. The Board of Directors may make such other and 
further regulations, with reference to the stock and its transfer, as 
to them may seem advisable from time to time. 

SEcTION 6. The Board of Directors may call a meeting or 
meetings of stockholders for the purpose of authorizing an increase 
of the stock of this Company, at such time or times as to the 
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Board may seem advisable. Notice of such meeting shall be given 
to the stockholders in the manner hereinbefore provided at least 
ten days before the day of the meeting. 


ARTICLE XII 
EXAMINATION OF BOOKS 
The Board of Directors may, by resolution, make regulations 


respecting the examination of the books of the Company by 
stockholders. 


ARTICLE XIII 
MEETINGS OF DIRECTORS 

SECTION 1. Special meetings of the Directors may be held at 
any time by order of the Chairman of the Board of Directors, or 
in the absence of the Chairman, by order of the President, or upon 
the written direction of two of the Directors. 

SECTION 2. Written notice of all meetings shall be mailed to 
each Director at his residence or place of business at least two 
days before the meeting, but the said two days’ notice in writing 
may be waived by the written consent of all the Directors, or in the 
case of any Director, by his particular written consent. Such 
meetings may be held at any authorized place designated by the 
Board of Directors, from time to time. The Board of Directors 
may, by resolution, fix the time or times when regular meetings 
of the Board shall be held. 

SECTION 3. The Board of Directors may prescribe an order of 
business for its own meetings, or the meetings of the stockholders. 


ARTICLE XIV 
REMOVAL OF OFFICERS AND EMPLOYEES 


SEction 1. Any officer or employee of the Company may be 
at any time removed by the affirmative vote of at least a majority 
of the Board of Directors. In case of such removal the officer so 
removed shall forthwith deliver all the property of the Company 
in his possession, or under his control, to some person to be 
designated by the Board. Nothing herein contained shall limit 
the power of any officer to discharge any subordinate. 

SECTION 2. The Board may at any time, in the transaction 
of business, temporarily delegate any of the duties of the Vice- 
Presidents, Secretary, Assistant Secretary, Treasurer, Assistant 
Treasurers or Comptroller, or either of them respectively, to any 
other officer or person selected by it. 
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ARTICLE XV 
GENERAL POWERS 


In respect to things not herein specially provided for, the 
Board of Directors may exercise the powers conferred on them by 
the Act incorporating this Company. 


ARTICLE XVI 
AMENDMENT OF BY-LAWS 


These By-laws may be altered, amended or repealed, at any 
time, in the manner provided in the Charter of this Company. 


THE HANDBOOK OF 
CORPORATE MANAGEMENT AND PROCEDURE 


PARD, LL 


FINANCE 


XI 


RULES GOVERNING CORPORATE FINANCING 
SOURCES OF INVESTED CAPITAL 


CAPITAL invested in a business may be derived from any 
or all of the following sources: 

1. Sale of capital stock 

2. Retained earnings 

3. Short-term loans, including accounts payable 

4. Long-term loans, usually in form of funded debts 


The amount derived from each of these sources should be 
set out on the liability side of the balance sheet. In a given 
business various factors determine the amounts of capital 
derived from the various sources, but the characteristics are 
not as obvious as are those usually found on the asset side 
of the balance sheet. The amount obtainable through current 
borrowings is determined by the amount and condition of 
the current assets. Funds secured from sale of stocks and 
bonds supply the requisite working capital and additions to 
plant. 

The manner in which capital is to be invested is deter- 
mined partly by the sources from which it is secured. Nev- 
ertheless in case of industries having similar investments in 
assets funds are frequently derived from the various sources 
in quite different proportions. This is because of variations 
in financial policy. 

By capitalization is meant the equity or division of owner- 
ship in assets. When there are no liabilities the equity of the 
stockholders equals the amount of all assets. When there 
are liabilities the equity is divided between creditors and 
stockholders. Capitalization should indicate the interest of 
each class of owners and creditors. 
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1. Financial Responsibility of Management 


Financial responsibility of management is two-fold: 


1. For securing required funds 
2. For investing such funds economically 


If excessive capital is invested in given assets the competi- 
tive status of the business is weakened. Competition 
governs investing of funds as well as merchandising. Ineffi- 
cient investing of funds reduces net earnings by increasing 
overhead costs. 

Careless investment of funds in capital assets is dangerous 
because liquidation of the investment without great loss is 
difficult. If capital assets are financed by sale of stock or 
bonds, the return on stockholders’ investments is decreased 
if the investment is not really needed. 


2. Sources of Funds 


The investing of funds requires consideration of: 


1. Sources of the funds 

2. Division of funds as between current and capital assets 
3. Treatment of funds invested in capital assets 

4. Treatment of funds invested in current assets 


One source of funds is the sale of capital stock. “Capital 
Stock” has reference to the amount subscribed and paid in, 
or contracted to be paid in, by a corporation’s stockholders, 
in money, property, labor or services either at the time of 
organization or afterwards, with which in addition to funds 
derived from other sources, the corporation carries on 
operations. 

The amount of funds to be secured from sale of capital 
stock and bonds respectively, depends on the financial plan 
adopted. This plan must be suited to the character of the 
enterprise. Usually a banker assumes responsibility for the 
plan and works out its details. In promoting an enterprise, 
four considerations are involved in the kind and relative 
amounts of securities to be issued: 
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. Value of tangible assets 

. Amount and regularity of future earnings 
. Market for the securities 

. Considerations of control and management 


BW Nn 


The following general principles should be observed: 

1. Bonds should be issued only to the extent warranted by 
assured future profits of lean years. 

2. Preferred stocks should be issued only to an amount which, 
over a period of years, will leave a considerable margin of 
profits over preferred dividend requirements. 

3. Common stock only should be issued if future profits are 
uncertain. 

With these principles in mind, proceed in conformity with 

the nature and peculiarities of the enterprise. 

In case of manufacturing enterprises there is a traditional 
disinclination to create funded debts; hence dependence is 
placed mainly on stocks. 

In case of specialties and other speculative industries, only 
common stock should be issued. 

Preferred stock is justifiable only if a reasonably sound 
estimate of earnings is possible; but it may be regarded as 
a fair working rule not to allow the preferred stock dividend 
to exceed one-third of the prospective earnings. In any case 
it should be less than the net profits of lean years. 

In case of public utilities prospective earnings are also the 
chief consideration, but they may usually be predicted with 
greater accuracy; moreover, there is likely to be a closer 
relationship between investment and earning power. 

- The most conservative method of financing additions is by 
means of retained earnings, because no new obligation is 
incurred to offset resulting increased earning power. 

Banks loan to a corporation only if satisfied that certain 
conditions, which they attach to such loans, will be met. 
Since the purpose of banking makes it essential that the 
funds of banks be kept liquid, bankers ordinarily do not lend 
money which will not be repaid in a relatively short time. 
Hence money secured through bank loans cannot be used to 


finance capital assets. 
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As a rule, bonded debt should be kept down so that 
average net earnings over a period of years amount to at 
least twice the greatest annual interest cost. Variations from 
this rule may be made in accordance with the character of 
the enterprise and the degree of prosperity which it enjoys. 


3. Division of Funds Between Current and Capital Assets 


The purchase of current assets should be financed partly 
through current borrowings. The purchase of capital assets 
should be financed through issuance of stocks or bonds, or 
through retained earnings. 

To create a suitable working capital ratio, however, part 
of current assets must be financed through stock and bond 
issues, or through accumulated earnings. 

Responsibility for investments in capital assets should be 
borne by both the chief financial officer and by those who 
use the assets. These latter persons are best fitted to exercise 
judgment in expending such funds. 

Under this plan of handing down responsibility persons 
supervising the various activities are given opportunity to 
test their skill in managing capital assets, and so are required 
to view their somewhat circumscribed activities from the 
point of view of ultimate profits. They cannot remain 
careless as to their own activities, hoping that the resulting 
losses will be overcome by the generally favorable results 
of the business. 

Responsibility becomes a departmental affair. Each de- 
partment is required to act as a self-sufficing unit, thus 
showing either a favorable or an unfavorable result on net 
earnings. 


4. Treatment of Funds Invested in Capital Assets 


Conditions affecting the investment of funds in capital 
assets change continually. New inventions render old equip- 
ment obsolete, resulting in an additional item of cost of 
uncertain amount, namely, cost of scrapping capital assets 
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not worn out. Industries may be revolutionized by new 
inventions to such a degree as to make impossible the 
profitable operation of old plant. 

Internal conditions remaining the same, external condi- 
tions may grow more or less favorable with the result that 
a business which in itself is in a stationary condition be- 
comes relatively weaker or stronger than its competitors. 

External conditions remaining the same, internal condi- 
tions may grow more or less favorable, with the result that 
its position as regards competitors is favorably or unfavor- 
ably affected. 

In practice both sets of conditions change constantly, so 
that all concerns are either improving or declining. 

Change is essential to progress, but involves costs, among 
which those pertinent to the investment in capital assets are 
perhaps heaviest. Since the tendency of invention is to 
lessen the cost of doing a given amount of work, every estab- 
lished concern must be prepared to meet competition of 
newcomers using more up-to-date plant and equipment and 
having a smaller total investment in capital assets. 

This disadvantage is offset somewhat by the advantage 
which old businesses possess as going concerns with estab- 
lished customer lists, goodwill, etc. But unless old concerns 
take the required steps to protect themselves against the 
bad effects of accumulating investments in capital assets they 
place themselves at a disadvantage as regards competitors. 

Increased costs resulting from excessive investments in 
antiquated plant and equipment are cumulative in effect, 
because the resulting disadvantageous position of the enter- 
prise makes it impossible to secure new funds except at 
increased interest costs. 


5. Financial Structure of Business 


By the financial structure of a business is meant the rela- 
tionships existing among the various forms of its invested 
capital. Of the total invested capital, a certain percentage 
is in form of receivables, a certain percentage in the form of 
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inventories, a certain percentage in capital assets (plant and 
equipment), and so on. Moreover, the relative amounts 
thus invested change as time passes, so that the financial 
structure changes also. 

During the World War the relative amounts invested in 
inventories increased greatly; this change was followed by 
a relative increase in the investment in plant when building 
programs were carried out to meet the increased demand for 
manufacturing facilities. 

Naturally, the amount invested in current assets is more 
readily altered than is the amount invested in capital assets. 

The financial world experiences periods of expansion and 
so-called prosperity, followed by periods of deflation and 
greater or less degrees of unemployment. During periods of 
expansion prices rise, sales increase, and the capital invested 
in inventories and accounts receivable tends to increase. 
When deflation sets in the capital invested in inventories 
and receivables should decrease, so that the ratio of capital 
thus invested to sales may remain more or less constant. If 
such contraction does not occur in proportion to the drop in 
sales, it is said that the turnover of accounts receivable and 
inventories is decreased. This situation existed in many 
businesses in 1920 and 1921, but few being able to maintain 
normal ratios of investments in inventories and receivables 
to sale, i. e., normal turnovers of these assets. 

In case of investments in plant and equipment expansion 
is a yet more serious matter. In periods of growth when 
additional space is required for increased activities it is not 
usually difficult to secure funds with which to construct 
extensions to plant and to buy additional equipment; but 
when capital has been thus congealed it is practically impos- 
sible to reduce the amount thus invested when deflation sets 
in. Thus the increased expense burden inherent in an 
investment in capital assets is permanent. Consequently the 
ratio of the investment in capital assets to volume of business 
done becomes less favorable. This is expressed technically 
as a decreased turnover on capital assets. The following 
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table shows the trend in investments in current assets and 
fixed property, during war and post-war years, in 188 rep- 
resentative companies in various industries. 


ANALYSIS OF CHARACTER OF ASSETS OF 188 REPRESENTATIVE 
COMPANIES IN VARIOUS INDUSTRIES * 
(All sums stated in millions of dollars) 
———————————— ———E————————E——————————— 


Total Total Fixed Total 
Current Property All Other Capital 
Year Assets Investment Assets Employed 


Amount! % |Amount} % |Amount}] % |Amount| % 


RUPE As dx: Seriosas sisndivs/ thay ne $2,410 | 28.7 | $4,851 | 57.8 | $1,133 | 13.5 | $8,304 | 100.0 
C8 Oe i 2,800 | 31.7 4,916 | 55.6 T,118 | 12.7 8,834 | 100.0 
TOW! Aerayveo Gk oes 3,626 | 36.2 5,184 } 51.8 I,215 | 12.0 | 10,025 | 100.0 
POWs aie wists theres 4,931 | 41.2 5,633 | 47.1 1,403 | 11.7 | 11,967 | 100.0 
43.5 | 5,955 | 44.7 | 1,565 | 11.8 | 13,315 | I00.0 
43-7 6,239 | 45.0 I,57I | 11.3 | 13,864 ] 100.0 
43.7 6,765 | 41.1 1,682 | 11.2 | 15,005 | 100,0 
37.5 7,008 | 490.5 1,808 | 12.8 | 14,112 | 100.0 
NeiV in aman snaugors $2,886 $2,157 $ 675 $5,718 
Per cent of increase. . .|120.0% 44.4% 50.5% 68.3% 


*From J. H. Bliss: Financial and Operating Ratios in Management, p. 165. 
tDecrease in current assets in 1921 from 1920 amounts to $1,262,000,000, or 19.2%. 


The above considerations show the importance of normal 
relationships among the divisions of invested capital in a 
business. If these relationships become abnormal because 
of bad judgment exercised in making the investments or 
because of altered business conditions, loss results both to 
the business and to society, because capital is being employed 
inefficiently. 

_What constitutes normal relationships in a given business 
depends on the nature of the business. Some industries 
require heavy investments in capital assets, others in current 
assets. The following table shows the relative amounts in- 
vested in current, fixed and other assets in various industries 
as shown by their published reports for 1921.* 

The percentage of total investment tied up in fixed assets 
varies from as low as 13 % for one type of business to as high 
as 75% or 80% in other types. These wide variations are 
not accidental but are the direct result of the nature of the 
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CHARACTER OF INVESTMENTS IN VARIOUS INDUSTRIES * 


(All sums stated in millions of dollars) 
oO OO —llllllllllleeena=*=*=E=ESEE 


No. Total Total Fixed All Total 
of Current Property Other Capital 
Cos. Assets Investment Assets Employed 
Amount | % | Amount | % }|Amount| % | Amount % 
Boot & Shoe Mfg..... 5 $70.8]67.7 $13.6)/13.1 $20.1|/20.2 $104.5] 100.0 
Department Stores... 2 28.4/46.2 8.5|13.8 24.7|/40.0 61.6] 100.0 
Genl. Merchandising. a 97.4|65.5 20.1/13.5 31.2/21.0 148.7} 100.0 
Elect. Mach. Mfg..... 4 418.7|60.0 143 .8|20.6 134.4|19.4 696.9] 100.0 
Cotton Goods Mfg.... 8 111.8|56.0 59.0|29.5 29.1/I4.5 199.9] 100.0 
Slaught. & Meat-Pkg. 5 619.9|56.5 329.4|30.0 148.4]13.5 1,097.7] 100.0 
Agric. Impl. Mfg..... 5 260.6|62.7 127.3|30.6 27.6 7 415.5] 100.0 
Auto & Truck Mfg....} 11 357.0141.0 353.1|40.6 159.8|18.4 869.9] 100.0 
Fertilizer Mfg........ 3 134.8]47.6 121.4|42.8 27.2] 9.6 283.4] 100.0 
Rubber & Tire Mfg... 4 205 .8/30.3 231.6/44.3 86.2|16.4 523.6] 100.0 
Leather Mfg......... 2 72.9|50.0 65.2/44.7 7.8) 5.3 145.9] 100.0 
Railway Equip. Mfg..} 10 227.6|44.2 243.1|47.2 44.1| 8.6 514.8] 100.0 
Petroleum Oil Cos....| 10 685 .9135.5 935.3/48.4 309.9|16.1 I,931.1] 100.0 
Sugar Production... . 7 140. 2|31.6 230.6|52.0 73.1\16.4 443.9] 100.0 
Copper Mining & Mfg.| 13 209.4/24.2 572.3|66.4 81.8) 9.4 863.5] 100.0 
Chemical Products... 4 34.0/25.7 92.1|70.0 BS) 4-3 131.6] 100.0 
Tron & Steel Mfg.....] 11 829.3/24.3] 2,466.6|72.4 II2.9] 3.3 3,408.8] 100.0 
Bituminous Coal..... 5 49.5|13.7 283 .3178.4 28.6] 7.9 361.4! 100.0 
Totals® accu 228'$5 946.4137 .8'$7, 572.5148. 11$2, 220.3|14.1 ee 100.0 


* From J. H. Bliss: Financial and Operating Ratios in Management, p. 165. 


businesses. They may be regarded as the characteristics of 
invested capital in various lines of industry. It should not 
be assumed, however, that the percentages shown in the 
table represent normal relationships. To the extent that 
they do not the investment is out of adjustment and there 
is a resulting loss. Not only should normal relationships be 
established under given conditions but studies should be 
made constantly to see that with growth and changing con- 
ditions the various relationships may be kept as nearly 
normal as possible. Thus under certain conditions an in- 
crease in the percentage of capital invested in inventories or 
in accounts receivable may be normal and result in increased 
profits. 

In general, the test as to whether the investment in given 
forms of assets is normal is whether or not it is such as tends 
to result in the greatest net profit over a period of years. 


XII 


WORKING CAPITAL FINANCING 


1. The Problem of Current Financing 


Every concern must manage to have sufficient working 
capital to enable it to buy the materials it requires in its 
business, meet current expenses of operation, and extend 
credit to its customers in accordance with the customs of 
the business. The excess of current assets over current 
liabilities must, of course, be represented by funded debt 
or by the equity of the capital stock account, so that in a 
sense it might be said that working capital must be supplied 
either through sale of bonds or stock or through accumula- 
tion of surplus. In our use of the expression ‘working 
capital financing” we shall refer rather to the manner in 
which the total amount of current assets are kept in the 
condition that renders it always possible for a concern to 
meet its obligations without embarrassment. This is pri- 
marily a problem of cash rather than of working capital, 
but we shall employ the usual nomenclature because the 
problem of cash is closely bound up with that of current 
assets and working capital. 

To illustrate the problem involved, take the case of a 
company engaged in the manufacture of blankets which it 
sells to wholesalers. The sales are seasonal, the peak being 
reached in July and August, thus enabling distribution to 
be made for autumn and winter consumption. The billings 
to wholesalers are made on terms of 2% 10 days, 60 days 
extra, but by custom the 2% discount is allowed when the 
bill is paid, so that to offset this discount the list price is 
marked up 2%. Interest is charged if the bill is not paid 


in 70 days. 
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The company buys cotton and wool as its raw materials, 
cotton being paid for on presentation of sight draft with bill 
of lading attached, the wool on terms of 2% 10 days, net 30 
days, or 2% 10 days, net 60 days. The discount is always 
taken, so that in effect the terms of purchase are cash. The 
amount bought each month is about the same as for any 
other month and inventory fluctuations are not large. 

In this line of business financing current requirements is 
usually accomplished by factoring, explained elsewhere in 
this volume. But in case of an unusual decline in sales the 
factor might refuse to advance as much money as would be 
required to carry the inventories of raw materials, in which 
event it might be necessary to borrow at a bank. Bank 
loans are usually made for a limited period only, hence the 
borrower must be prepared to liquidate them when they fall 
due. An alternative plan would be to sell paper through 
brokers, or possibly combine the two methods. Various con- 
siderations arise, such as the rate of interest charged by 
banks and the amount which may be thus secured. When 
money is borrowed at a bank the bank requires that a deposit 
of possibly 20% of the line of credit be maintained. If 
paper is sold through a broker a rate of interest commen- 
surate with the risk involved plus a commission to the broker 
must be paid. 

Not infrequently the capital structure of a business is 
impaired through failure to adhere to certain fundamental 
principles of finance. Thus if the working capital position 
is impaired through use of working capital to construct 
plant, instead of securing the necessary funds by issuing 
stock or bonds, the management may find that it is unable 
to meet the requirements of current operations. 

The various methods of financing current requirements 
are discussed in the following pages. 


2. The Working Capital Position 


Every enterprise must protect its working capital position 
if it desires to avoid embarrassing shortages in cash. By 


~ ona 
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working capital is ordinarily understood the excess of current 
assets over current liabilities, although just what comprises 
current assets and current liabilities, is not always clear. 
However, for practical purposes it may be sufficient to regard 
as current all assets which will be converted into cash within 
a relatively short time in the usual course of events, as well 
as cash itself. By current liabilities is understood those 
which will be liquidated in a relatively short time out of 
funds derived from the operations of the business. In the 
consolidated balance sheet of the Hartman Corporation as 
at December 31, 1926, current assets are shown at $17,- 
731,778 and current liabilities at $5,035,872, thus making 
the working capital $12,695,906. The balance sheet of the 
American Smelting and Refining Company as at December 
31, 1927, gave current assets as $89,926,505 against current 
liabilities of $18,378,457, leaving a working capital of 
$71,548,048. The details were as follows: 


CuRRENT ASSETS: 


IVECLAIMSCOCKS yy anepeics, atsveueyoreiat enatevete we sliies soya $36,798,730 
IMaterialseand! suppliessmctrs strc:rsietvs i= cncls lous 7,088,055 
GaSe hans errs oi aie REN cistess chardtious 5,381,316 
Tiberbya bonds; sete. wv. \..cvre secva-seaeir ols alse —e omer 25,001,502 
GalBOANS au earn eoNeteea sed tSaG. eels oa as ‘5,000,000 
NOLES MAN ACCESS EC. terar creiel al o\nie: 9.4 ies iio) ¢ oe 10,656,902 

$89,926,505 

CurRENT LIABILITIES: 

Accounts and notes payable............... $11,578,035 
PACCHUCCMLAXCS PRIMES Slee iscle's gee eb bas ole 3,966,848 
Unclaimed sdividendse (eeiiac aviicias sch scien 64,242 
Wnelamied sincerest. some csiceahae co coos yciesievecole 555,955 
MividendsMpavable wearer se tjeressrec + 5)sescclons we 2,094,460 
ACCHUE Interest emares acieraleaeersitieios i.» = acsyait's 618,071 

18,378,457 

Wiorkineus capitallmmamy rica cteicis's dere «/svsiatn siarsuarsiecs sree liana $71,548,048 


This is an exceptionally strong position, the ratio of 
current assets to current liabilities being in the ratio of 


approximately 5 to 1. 
As at December 31, 1927, the current assets and liabilities 
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of Lehn and Fink, an old established drug products company, 
were as follows: 


CurrENT ASSETS: 


(OPS ae Aten Aen re ee eres Sots aid acct ee aOcays $297,665 
Accounts receiVabley eres saxevere serv stotetereney erst tate 484,521 
SUMGEY a GebtOrseh cee rcrenner-iteichelolaios terete aaetel 44,383 
ENVENCORIES) org «siete oo shchelalokel overonctrcleletetele ote oneiens 668,852 


CuRRENT LIABILITIES: 
Accounts payable 
anidaccrials:s cis wvatersta rete Sete c we s/atola crew lesa avs: Othe shenetons eters 308,049 


Working capitaliten. asa atcta stcccrole chic ens) een ere $1,187,372 


The ratio of current assets to current liabilities, or work- 
ing capital ratio, is approximately 4.8, also indicating a 
strong position. 

In contrast with these illustrations may be noted the status 
of Childs and Company, operating a chain of restaurants 
and cafeterias. As at December 31, 1927, its current liabili- 
ties were considerably in excess of its current assets, a situa- 
tion resulting from the rapid expansion of the company, its 
large investment in real estate, and expenditures for new 
plant. The working capital ratio was approximately .7, 
current assets being $2,601,254 and current liabilities 
$3,807,707. 

The working capital position of a company may be ap- 
parently favorable, when further investigation discloses that 
the status of the various groups comprising current assets 
is not what it should be. Thus as at December 31, 1927, 
the current assets of the Walworth Company totaled 
$12,535,809, against current liabilities of only $1,876,441, 
leaving a net working capital of $10,659,368. Cash 
amounted to only $805,058 however, the remainder of 
current assets consisting of inventories valued at $8,212,134 
and accounts, notes and drafts receivable carried at $3,- 
518,617. For this company this may not be a dangerous 
situation, but it indicates that a satisfactory working capital 
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ratio is not always proof that a company will be able to meet 
all obligations as they fall due. The situation of the 
Walworth Company may be contrasted with that of the 
International Shoe Company which as at December 31, 1927, 
possessed cash items equal to more than 2% times current 
payables at $6,243,000. 


3. Proper Amount of Working Capital 


There is no final answer to the question, how much work- 
ing capital should a concern have? Some businesses require 
relatively little working capital because their receipts are 
evenly spread throughout the year and they are not required 
to tie up large sums in inventories or accounts receivable 
at certain seasons of the year. Most utility companies fall 
in this group. For such companies enough working capital 
to meet one and a half months’ operating expenses is ade- 
quate. The amount of working capital must expand with 
the expansion in volume of business, and the greater the 
length of time consumed in manufacture the larger the 
amount of cash required, whereas the more rapid the turn- 
over of commodities and accounts receivable the less will 
be the amount of working capital required. 


4. Circulating Capital 


For certain purposes it may be desirable to have a term to 
designate that part of current assets which is constantly 
being changed from one form into another, the circle being 
cash to merchandise to accounts receivable, then back to 
cash. This is usually equivalent to gross current assets. 
This quantity, which ordinarily consists of the sum of cash, 
accounts receivable, and merchandise at a given time may 
be valuable in making certain computations of turnover. 
Thus we may compute the turnover of merchandise, of 
accounts receivable, or. of the entire amount of working 
capital. 

Turnover of circulating capital is best found by dividing 
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the amount of circulating capital into gross sales, whereas 
that of merchandise should be determined by dividing the 
average inventory into cost of goods sold. 

The close relationship between turnover and the required 
amount of working capital is evident, Speeding up turn- 
over of circulating capital usually means that less working 
capital is required to do a given amount of business. 

The conservation of circulating capital is of primary con- 
cern to every business. In the first place it must not be 
employed to purchase capital assets. Other ways of con- 
serving it are by taking all cash discounts, keeping down 
costs of production by scientific studies of methods of 
handling inventories of raw materials, efficient control of 
all labor costs by offering inducements to greater effort, and 
standardization of all methods as well as of output. The 
credit department can do much to conserve working capital 
by investigating all prospective customers with a view to 
eliminating undesirable accounts; also by employing up-to- 
date collection methods. Thoroughgoing analysis of all 
accounts receivable with a view to adequate treatment of 
bad and doubtful ones is essential. 

Much can be done by a company’s salesmen to determine 
the buying and paying capacity of customers. System, 
October, 1927, pages 538-539, enumerates the heads under 
which information relative to customers should be secured 
as follows: 

Accounting: These questions go into the kind of records that 
are kept, how the customer fixes prices and profits, the condition 
of stock, the rate of turnover, etc. 

Borrowing money: Which deals with the banking relations. 

Cash discount: The discounting habits of the customer. 

Cash sales: The safeguards thrown around cash sales. 


Buying: The tendency of the customer to buy according to 
his real needs. 

Collections: How the customer goes about collecting money. 

Extending credit to his customers: Whether he uses any 
method of checking up on the ability of his customers to pay. 

Dealer’s credit rating: ‘The interest of the customer in having 
a good mercantile rating. 


. eS eee 
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Delivery system: How he makes deliveries. 

Fixtures: Whether the fixtures are attractive or not. 

Insurance: The amount and kinds of insurance carried. 

Legal: What attention he gives to having his affairs conducted 
in a legal manner. 

Partners or officers: Whether there are differences between 
the partners, and, if so, what the differences are. 


5. Sources of Cash and Working Capital 


The sources of cash should not be confused with the 
sources of working capital. The purpose of an adequate 
working capital is to put a business in such condition that 
it may at any time possess or get possession of sufficient 
cash to meet current liabilities falling due. Since the com- 
pany must be always thus favorably situated it must always 
possess an adequate working capital, i.e., excess of current 
assets over current liabilities. It is evident that the excess 
of current assets over current liabilities on the balance sheet 
must be derived either from sale of securities or from sur- 
plus. This is proper since working capital should be just 
as fixed as capital assets are. 

Cash, on the other hand, may quite properly be a highly 
variable quantity, so long as the condition of the current 
assets is such that liquidation of portions thereof may be 
effected to an extent sufficient to afford the required amount 
of cash. 

It is evident that not all cash is to be used for payment 
of current liabilities. Thus that secured from sale of stock 
and bonds is ordinarily used for purchase of capital assets or 
some other form of capital financing. There is also per- 
missible a certain amount of interchange of means of 
financing. Thus money is sometimes borrowed from banks 
and used to purchase or construct capital assets, bonds 
being sold later to secure funds to repay the banks.’ 
Naturally, these percentages will vary according to circum- 
stances. 


1See Fraser, C. E., Problems in Finance, p. 226. 
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6. Commercial Paper 


Sometimes borrowing in the open market is resorted to 
to supplement bank loans, sometimes to avoid the necessity 
of bank loans, sometimes for the advertising value of open 
market flotations, and sometimes because it is regarded as a 
cheaper means of securing the necessary funds. Again, the 
open market flotation may be instrumental in improving a 
concern’s credit at its banks. Banks expect that all loans 
from a given concern will be liquidated not less than once 
or twice each year, and resort to the open market is likely 
to remove the strain on bank loans, rendering their liquida- 
tion easier and hence putting the banker in a more receptive 
mood for future financing. 


In order to float a loan on the open market a company will 
be required to present to the broker a balance sheet indicat- 
ing its financial standing. Probably the company will also be 
required to present a list of its receivables indicative of the 
liquid status of the current assets. The requirements for 
open market borrowing are usually more stringent than for 
borrowing at banks, and this fact may be instrumental in 
bettering the credit standing of a company which floats a 
loan on the open market. Commercial paper usually secures 
a wide distribution among banks and investors, thus aiding 
in the establishment of a favorable reputation if the com- 
pany continues to make prompt payments on each succeeding 
loan floated. 

If a company borrows at a bank it will be expected to 
keep on deposit perhaps 20% of the amount borrowed, 
which increases the cost of the loan. If it borrows on the 
open market it will pay the broker’s commission of perhaps 
Y of 1%. 

Sometimes a satisfactory arrangement is to borrow on the 
open market at the same time retaining suitable banking 
connections for emergency loans. The chief object of such 
banking connections is to enable the concern to liquidate 
its commercial paper in the event that a business depression 
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renders difficult the flotation of additional loans by this 
means. 

If it is decided to sell commercial paper the bids of several 
note brokers should be secured, to determine which one will 
offer the most satisfactory terms. 


7. Investigation by Note Broker 


Before a company engaged in the business of note broker- 
age will purchase a concern’s commercial paper it will make 
an investigation of its financial standing. Among the things 
to be considered are: 


1. Character of business 
_2. Personnel of management 
3. Financial standing 


The report of those assigned to investigate the affairs of 
a company with a view to ascertaining the desirability of its 
commercial paper from the point of view of a note broker 
is illustrated below: 


Tue DuNN AND Goop Propucts CoMPANY 


The predecessor of the Dunn and Good Products Company was 
Dunn and Good, Inc., organized in 1874 to supply drugs and 
chemicals to druggists and the medical profession. For the last 
twenty years it has distributed Dubeco and Novo products. In 
August, 1925, the present company was organized to acquire stocks 
of subsidiary companies manufacturing Dubeco, Novo and Hudson 
products, and in the latter part of 1926 the Dorothy Sweet cos- 
metics factory was acquired. 

The New York plant, which is located on a 6o-acre site, has a 
floor space of 15 acres. The company owns ro acres of building 
lots which it sells to employees for residential purposes. 

Executive offices are located in New York City. Branch sales 
offices are maintained in 25 cities in the United States, through 
which the bulk of the output is distributed direct to about 30,000 
retailers. The company enjoys a considerable volume of foreign 
trade. 

Capital stock consists of 285,000 common shares and 150,000 
management shares, all issued in connection with the acquisition 
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of subsidiaries, except 10,000 common shares, sold in 1927 at $35 
ashare. Since issuance, the common has received annual dividends 
of $3 a share and the management stock has received 30 cents a 
share. 

Management shares are convertible into common on a share for 
share basis in case net earnings on the common have been at the 
rate of not less than $6 a share and dividends at the rate of $3 a 
share have been paid in the two preceding years, or they may be 
called at $60 a share upon the request of holders of two-thirds of 
the common stock. There is still outstanding $875,000 of an issue 
of 2-year 6% notes issued in the amount of $1,250,000 on January 
1, 1927. The reduction in funded debt of the company was 
accomplished by the sale of the 10,000 shares mentioned above. 

Comparative balance sheets as at December 31, 1925, 1926, and 
1927 are shown below: 


ASSETS 
1927 1926 1925 
Plant (less depreciation and mort- 

PAPCS) Ge ea lowe MCA tahiti ke Gieiers $1,276,135 $1,144,037 $1,178,484 
merademmarks sete. .c-ciseiciseis sere ers 7,653,171 6,214,421 6,214,421 
Investments sheleka axa ton sgeiega apeietetet eis teers 277,439 305,036 214,362 
Capital stock Products Distribution 
a re A ; ate lohs oparegole cee -adeie tere abetenerse I I I 

CKOTECCAIGOATSCSH ciel eicceralals niGhs sls eis 102,829 80,86 292 
Current Liabilities— ‘ : as 3 

Cash 


Me teene ar en che ta aisveliare at aneNaera ener atte 297,065 231,436 512,127 


ORGS eccra.0 misscins« in gee elses yee) fae 193,599 
Accounts receivable’... 5..5.0c. 0.8 484,521 345,007 274,487 
Sundry debtors Bieia sina dale le taergheens 44,383 42,883 29,144 
INVENtOTiesi is ner ha sie cid eine 668,852 408,938 584,866 

Total current assets............ $1,405,421 $1,118,264 $1,504,223 


ehaie ehstar sensi (ere sehs are $10,804,996 $8,864,424 $9,250,753 


LIABILITIES 


Capital stock and surplus........... $9,271,506 $8,383,968 
Minority interest, Novo, Inc ge sears we 


Ravateye oe 29,688 27,690 26,047 

IRESET VCS UM aracuateth on cia suctie sete etiauL 319,753 203,273 1,257,274 

Goldpnotestes macaracis ac cee tnt 875,000 

Current Liabilities— OO) eh al! 
Accounts payable and accruals.... 308,049 


249,493 170,717 


Total current liabilities........ $ 308,049 $ 249,493 $ 170,717 
? 


Motal ytiabilitiestar. arn selewt $10,804,996 $8,864,424 $9,250,753 


Nets working capitalén sos .miscet. $ 1,187,372 $ 868,771 $1,423,506 


WORKING CAPITAL FINANCING 357 


During the last two years plant account has shown little change, 
while the intangible item, already disproportionate as compared 
with the item of fixed assets, has been increased almost $1,500,000 
in the last year. 

The working capital position is strong, the ratio of current 
assets to current liabilities being about five to one. As at December 
31, 1927, net current assets, or working capital, amounted to 
$1,187,372, or Over $300,000 in excess of that of a year previous, 
but about $250,000 below that of two years previous. The cash 
item of over $297,000 is nearly equal to the total current liabili- 
ties. The inventory account is about one-third higher than at 
December 31, 1926. 


Other exhibits than that shown in the above illustration 
may be required, such as, 


1. Comparative income account 

2. Interest and funded debt requirements 

3. Statement of borrowing record at banks 

4. Reconciliation of surplus account of parent and subsidiary 
companies 

. Statement of amounts of raw materials purchased, terms, 
and payments therefor. 


un 


Frequently the note broker will write to eight or ten con- 
cerns doing business with the company whose notes they 
are considering selling, also the banks at which it keeps 
deposits, as well as two or three independent banks located 
in the same city. 


ForM 163 


COMMERCIAL PAPER 


192 % 


NO. 


AFTER DATE WE PROMISE TO 


PAY TO THE ORDER OF —————— OUR SELVES 


DOLLARS 
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The form of commercial paper used may be the special 
form of the issuing company or it may be a form provided 
by the note broker. Form 163 shows a form of commercial 
paper provided by a Chicago note broker. Being payable 
to “ourselves” it is endorsed on the back by the issuing com- 
pany to make it negotiable. Such notes are made out in 
denominations ranging from $2,500 to $100,000 and with 
maturities ranging usually from three to nine months. These 
commercial notes bear no interest, so when the broker buys 
them he discounts them and remits to the issuing company 
for the face amount of the notes less the discount and his 
commission of 4%. The statement sent to the issuing 
company is illustrated in Form 163¢. The broker’s profit 
consists of his commission. He may make a profit also on 
the sale of the paper, but there is equal likelihood of his 
incurring a loss thereon. The price at which he can dispose 
of the paper to trust companies and savings and commercial 


ForM 163a 


CoMMERCIAL Paper, Etc. 


CHICAGO, fraed fp lisp 


HATHAWAY & CO. 


COMMERCIAL PAPER, 
INVESTMENT SECURITIES 
208 SOUTH LA SALLE STREET 


a 
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banks depends on the condition of the money market. 
Interest rates vary slightly from day to day. 

In order to sell to banks the latter must be given an oppor- 
tunity to investigate. In Chicago note brokers sell to banks 
giving them a ten-day option. At any time during this ten- 
day period the banks have the privilege of returning the 
paper to the broker. A broker located in Chicago will sell 
his paper throughout the country, large Chicago banks some- 
times acting as buying agents for banks located in smaller 
towns. When a Chicago broker sells to distant banks the 
option period may be extended to 15 or 20 days. 

The broker gives the interested banker a sheet marked 
“Confidential,” containing information similar to that pre- 
sented on page 355. This is sometimes accompanied by a 
statement made out on the blank shown in Form 164, giving 
information as to the borrowing company’s sales, profits, 
and dividends over a period of years, etc. Under “Endorse- 
ment” is entered the name of any endorser who may wish to 
lend his credit to the borrowing company by endorsing on 
the reverse side of the notes under the endorsement of the 
company. Under “Trade References” are listed names of 
companies with which the borrower does business and to 
which the bank which buys the paper may write for infor- 
mation regarding the credit standing of the issuing company. 

Rates on commercial paper are furnished daily by note 
brokers to the financial papers, this information being some- 
what as follows: 


MONEY MARKETS 
CHICAGO RATES 


Money rates are quoted to Chicago banks as follows: Com- 
mercial paper, 4 to 4%4 per cent; brokers’ collateral loans, 
44 per cent; customers’ over-the-counter loans, 434 to 5% 
per cent. 


This means that on the day this notice was published 
commercial paper could be bought to yield from 4% to 
4% %. Commercial paper is usually unsecured. 
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Note brokers usually limit their purchases of notes to 
concerns having a capitalization of not less than a given 
amount. Thus a note broker who deals in large issues is 
not likely to consider buying the notes of a company whose 
net worth is less than $300,000 or $500,000. In beginning 
to establish relationships with a prospective borrower the 


Form 164 


INFORMATION CONCERNING BORROWER 


Established 
Incorporated 
INFORMATION RE STATEMENT 
Year Ending Sales Profits Dividends 


eetese ae se ere) | ee See's ereis @ — | Tefie feleleje veo d0 > | en's e)ie'wiele! er euk Ime 


Snele te 6 eel S09 S| erée tee Beem | (je ee 8.0.0 Bpece @. | (Mle 4 os sre wan sae oe 


Contingent Liability: 

Bills and Accounts Receivable: 
Inventory: 

Insurance: 

Federal Taxes: 


Endorsement: 
Trade References: 


STATEMENT OF SURPLUS 
Surplus, 
Add: Profits 


Surplus, 


phan a pie ae ee 
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broker will refer to the information furnished by one of the 
large credit agencies such as Dun’s. After some preliminary 
correspondence he will ask for a financial statement, and later 
correspond with several banks and trade associates capable 
of furnishing the desired information. 

Note brokers follow the rule that a company’s total out- 
standing commercial paper plus its bank loans should at no 
time exceed its total line of credit at its banks. Thus if its 
line of bank credit amounts to $500,000 and it has bank 
loans outstanding amounting to $200,000 it should not sell 
commercial paper in excess of $300,000. 

Bank credit and commercial paper perform the same 
function, so far as corporate financing is concerned. They 
supplement each other, money market conditions usually 
determining which should be employed to provide funds for 
current financing under given conditions. By selling com- 
mercial paper a company may improve its bank credit, being 
thus enabled to liquidate the latter at proper intervals. 

Commercial paper of a widely and favorably known com- 
pany usually sells on a basis to yield from %4 % to 144 % less 
than that of companies not so well known but whose credit 
standing may be equally good. 

That financing through the issue and reissue of short-term 
notes is in some cases unwise policy was shown by the expe- 
rience of the National Cash Register Company. Working 
capital was employed to construct plant, hence the necessity 
followed of borrowing more money, which was done by 
placing short-term paper at high interest rates, and the 
necessity of making renewals became exceedingly embar- 
rassing. The difficulty was solved by issuing preferred stock 
and paying off the notes with the proceeds. The company 
did not discontinue the policy of borrowing on notes, but 
the betterment of its working capital position as a result of 
the sale of stock enabled it to buy back its notes before their 
due date, which it sometimes did, thus creating a good moral 
effect and placing it in such a favorable status as regards 
credit that it no longer suffered from shortages of money. 
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8. Bank’s Investigation of Commercial Paper 


Since a bank is given a ten-day option on the paper it buys 
it has time to make some investigation of the credit standing 
of the issuing company. Forms 165, 166, 167, 168, and 
169 are employed by the credit department of a large bank 
to make such investigation. 


ForM 165 


Dear Sirs: 

We are investigating the company mentioned above in con- 
nection with its commercial paper offerings and shall value 
your opinion as to the safety and desirability of its paper as 
a bank investment. 

We are communicating with the depository banks, but an 
expression from a disinterested source regarding the com- 
pany’s management and general standing in the community 
would be very helpful. 

It will be our pleasure to return the courtesy whenever we 
can be of service. 

Yours very truly, 


Used in checking commercial 

paper names. Manager, Credit Department 
Sent to banks not having an 

account from the company. 

Printed form. 


Form 166 


Dear Sirs: 

We-are revising our files On...25 0 tie eee ; 
in connection with the offerings of its commercial paper on 
the open market. It is our understanding that you enjoy a 
portion of the company’s business and, if consistent with your 
policy, we would appreciate having your opinion of its credit 
standing, financial responsibility, and management. We are 
particularly anxious to know the extent of credit accommoda- 
tion you allow the company, the basis of its borrowings, the 
amount under discount at the present time, and the manner in 
which the account has been conducted. 


a 
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Your assistance regarding the foregoing will be of great 
service to us and any information received will be used with 
the utmost discretion. We trust you will have no hesitancy in 
calling upon us whenever we can reciprocate your courtesy. 

Yours very truly, 


Used in checking commercial 
paper names. 

Sent to banks having 
account from company. 
Each letter specially typed. 
No carbon copy. 


Form 167 


Dear Sirs: 

We are investigating the company mentioned above in 
connection with its commercial paper offerings and shall value 
your opinion as to the safety and desirability of its paper as 
a bank investment. 

We are communicating with the depository banks, but an 
expression from a disinterested source regarding the com- 
pany’s management and general standing in the community 
would be very helpful. 

It will be our pleasure to return the courtesy whenever we 


can be of service. 
Yours very truly, 


Used in checking commercial 

paper names. Assistant Cashier 
Sent to banks not having an 

account from the company. 

Printed form. 


Form 168 


Dear Sirs: 
We are revising our file on the name mentioned above in 


connection with its commercial paper offerings on the open 
market and would appreciate as comprehensive an opinion as 
you may feel justified in giving us respecting your knowledge 
of and experience with the risk. 

We are particularly interested in knowing the highest credit 
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extended, whether sold on regular or special terms, and if 
payments are discounted, anticipated, prompt or slow. 

Any information you may give us will be treated discreetly 
and it will be a pleasure to reciprocate the courtesy whenever 
we can be of service to you. 

Yours very truly, 


Used in checking commercial 

paper names. Manager, Credit Department 
Sent to trade houses. 

Printed form. 


ForM 169 


Dear Sirs: 

We are making an investigation of...............eeeee0. 
in connection with its commercial paper offerings. 

It is our understanding that its product is sold through your 
organization and in view of your extensive business relations 
with it, we would value an opinion from you regarding your 
experience with the account and, if agreeable, a résumé of your 
financial arrangements with the company as to advances, etc. 

Any information you can consistently give us concerning 
the company’s standing in the industry, the character of its 
management, its product, and the efficiency and condition of 
its manufacturing facilities will be greatly appreciated. 

Assuring you of our readiness to reciprocate your courtesy, 
we are 

Yours very truly, 


Used in checking commercial 
paper names. 

Sent to selling agents 

of mills. 

Each letter specially typed. 
No carbon copy. 


g. Bank Loans 


Some concerns do business with one bank exclusively; 
others prefer to establish lines of credit at two or more 
banks, thinking that it is to their advantage to have more 
than one bank familiar with their affairs. Also, where a 
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company establishes relationships with several banks it 
creates a competition among them and is in a position to 
secure a loan upon the most satisfactory terms. 

Banks usually require that an average deposit be main- 
tained equivalent to a certain percentage of the amount 
loaned. Frequently this is fixed at 20%, but may be allowed 
to vary somewhat from this in either direction. Before a 
bank grants a loan it will satisfy itself that the financial con- 
dition of the concern and the integrity of the management 
justify it. It desires to be reasonably well assured that the 
company’s notes will be liquidated when they fall due so 
that they will not be marked “slow” by the bank examiner. 
Banks desire that borrowers liquidate their notes to it at least 
once a year, and possibly oftener. 

The bank is primarily interested in the working capital 
position of the borrowing company since it is to current 
assets that it must look for repayment of loans. If a concern 
is so unfavorably situated as to be unable to take its cash 
discounts it might not be able to liquidate loans made at the 
bank. Its working capital ratio may be so unfavorable as 
to discourage bankers from extending loans. The accounts 
receivable may be excessively large and a classification 
thereof may disclose that many are long overdue or un- 
collectible. In such cases what a company may require is 
not temporary loans but an increase in funds secured by 
sale of stock or bonds. 

Likewise, the net profit showing over a period of years 
must be satisfactory. Bankers are not likely to extend 
credit to a company whose surplus is decreasing as the result 
of operating net losses. 

Bankers frequently classify their customers according to 
certain more or less arbitrary rules. Thus in the group to 
which they are willing to extend the highest credit rating 
they may include those concerns which make an annual net 
profit of about 3 % on net sales and who maintain a working 
capital ratio of at least 2 to 1. To such concerns a bank 
might be willing to grant loans amounting to possibly twice 
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the amount invested in the business by the proprietor. In 
the second group the banker might include concerns whose 
management has had less experience and who have not shown 
the capacity to earn satisfactory profits in bad years. To 
such concerns he might conclude to loan sums not in excess 
of the amount of money invested by the proprietors. In the 
third class would be grouped the unsuccessful enterprises 
of the banker’s acquaintance. To these he strictly limits his 
loans, seeing to it that the total allowed by his own and 
other banks does not exceed possibly one-half the capital 
invested by the proprietors. All such classifications and 
rules are somewhat arbitrary, nevertheless they afford a 
start in the process of elimination of the unfit. 

If a concern possesses notes or trade acceptances of its 
customers it may discount these at a bank by endorsing 
them, thus making itself contingently liable thereon. 

It is a matter of fundamental importance for every corpo- 
ration to make and retain satisfactory banking connections. 
It can do this by first carefully selecting the bank or banks 
best suited to its purposes and then keeping them fully in- 
formed as to its progress and current financial standing. A 
business which enjoys satisfactory banking connections 
possesses many advantages from the point of view of credit 
and general standing in the business world. 

If a company has many widely distributed branches a pro- 
portionately large number of bank accounts may be required 
unless some centralized system of handling cash can be 
devised. 

It is as important that a business concern investigate a 
bank’s standing and usefulness for its particular purposes 
as it is that the bank investigate the status of the business 
concern before loaning it money. In selecting a bank the 
questions to be asked should be with reference to its loca- 
tion, size as compared to the line of credit that may be 
required, attitude of the officers and directors toward the 
enterprise in question, and equipment of the bank for any 
special services that may be demanded of it. The questions 


has been figured at cost or market 


ie Please state here whether inventory 
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the bank is likely to ask of the concern seeking connections 
with it will be concerned with the business ability of the 
men in charge, the earning power of the business, and its 
status as regards working capital. To make a satisfactory 
customer a concern must support a bank balance in keeping 
with its line of credit requirements. The past record of the 
enterprise as regards borrowings may be investigated. 

Most banks will require the applicant for a loan to fill out 
an application blank showing the company’s latest available 
balance sheet and income statement, a statement of surplus, 
and other information necessary or helpful in arriving at a 
suitable credit rating of the company. The form used for 
this purpose by the Continental National Bank and Trust 
Company of Chicago is shown in Form 170. 


ro. Banks and Small Borrowers 


Small borrowers are hesitant about seeking bank loans, 
regarding them as favors rather than strictly business 


I-23 (Corporation) 


ForM 170 
APPLICATION BLANK FOR LOAN 


TO CONTINENTAL NATIONAL BANK AND TRUST 
COMPANY 


Name! (Corporate styleiunder charter). 2.222. 2. -ss52-2--ssecos aeons es aeos seca ee eee eee 
[Business mers 9 nee eee ony te So ke rn eee, ota aaa a te ee erent 


OC ationmeats a ee ae Se eae : 
For the purpose of procuring credit from time to time from you, the undersigned hereby makes 


to you the following statement of the condition of the undersigned on the________-_ Peta day 
i , ate and the undersigned hereby agrees and guarantees that said statement 


Fill all blanks, writing ‘‘no”’ or “none” where necessary to complete information. 


ee ——————————— EE ET 


ASSETS Doilars Cts. LIABILITIES Dollars Cts. 
Cash on Hand and in Banks |--|----|----|---- Notes Payable for Mer- 
chandise= ene eee Lae eee eee 
eae ce joo a A ee Fete Pop Notes Payable to Banks___|]__]_-_.-|____}_--- 
Notes Rec. from Customers, Notes Payable for Paper 
not pledged -_-------------|--]----]---- Lee ee es aes aa a Poe Bee eee 
Acceptances of Customers, ccounts Payable for Mer- 
Be and co eae ets Glens 
eee Mamened  |2|ce. [cose Notes aad. Accounts Bay? 
ce Raw Material_|_-|---- able to Directors, Officers, 


Employees, etc—not en- 
GOLSErS save) sae eo eee =| eee 
(Continued on next. page) 


U.S. Securities__-.--------|--|----]---- be 
Listed Stocks and Books_---|--|----!----!---- | 
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Form 170 (Continued) 


Advances (on_______- jen el RS = a ell SS Notes and Accounts Pay- 

ee er oe. [Gee eae ee able:to endorsers. 25-2 fealooet lee oetsess 

Pee eens Sosa eS ae > eee Notes and Accounts Pay- 

UT awe Pere ok Senn os | oe tenon eas eee able:to Affiliations... 222 )-3)/22- alee |eaeS 

ea Ree as. AL A ee Money Deposited with this 

PR SEEN OS el ce ee Re |e ae [ees | renee Company 2 ese eee 

preter Css Se PO ya sel a Sees Reserve:for, Laxes_) 2-62 =| PE tales elses 

me eae ee oe ae aes ee ees Bonds or Mtgs. Maturing 

pee Bre ee ee OE lg ee eee Withinee2 months2s25. 03] 2 22 oteeeehasee 

REPORTS ry kentae wale es e| Meee oes ee Accrued Interest, Rent, 

ESOS 62 ee ate eae eee eee Pabor;|Salaries; etc; 3222 22|- =|2-"5ee eee 

SUB-TOTAL Ao) Sees Jee |S eee ee SUB-TOPAL Sooo eee 

Accts. Receivable from Cus- Liability on Accts. Receiv- 
tomers, Pledged or Dis- able Pledged or Discount- 

EGlinted it. 2a) es ee Ie eo eee ae Odes 3h aden ae peu eele ee Eee Eee 

Notes Receivable from Cus- Liability on Notes Receiv- 
tomers, Pledged or Dis- able Pledged or Discount- 
counted. seo. sis ee eh es SEE ee as ee ee eal eee Ba 

Acceptances Pledged or Dis- Liability on_ Acceptances 
counted.22 s-n oe eae ale .-.-|--+-|] Pledged or Discounted. ..]--|----|-=-= See 

Merchandise, Pledged -----}--|---- ----|----|] Notes or Accounts secured 

Securities, Pledged _.-.._-_|--|---- je Se a ibys Merchandises ete oa lealaeoel soe ae 

Oe se ee eee sie ----|----|] Notes. Payable—Secured ---|--]----|----|---- 

TOTAL CURRENT TOTAL CURRENT 
SETS) setae ES DEBR. o 2 as: so). Leese 

Notes and Accounts Receiv- Bonded Debt — Maturity, 
able from Officers, Direc- TOo at ee ae ele lee 
tors, Stockholders or Em- Mortgage Debt — Matur- 
ployeessc2 ee ee aoe sea alite Ss stl > FEYE Ose. eee Oe ent oo) en hee oes 
(Seepage '2)a2) ob ee SEE SS eae ee Other Funded Debt — Ma- 

Investments and Accts. Re- tunty,/ 19.22. ose Pelee Sorte) Sas 
ceivable—Afhliations_-_____]--|----]----]---- Se hoo al ee 
(See pagers) iL wae ceee AS ee eee TOTAL LIABILITIES.|--|----]---- ae 

Other Investments. (See Reserve for depreciation of 
ACCS) ee Se ee ees | ees | tad ia plant and equipment--__-|--|----]---- pes 

Prepaid Charges ___=_-. = -|_-|--=-|----|---- Other Reserves. - = 52.200 Ps|Ue|Sass|- eae 

Real Estate and Buildings. Capital (Preferred Stock) --}--|----|---- ae 
(See page’3)_ 7-5-2522] |2e=-|==--|2-—— Capital (Common Stock)__]--|----|---- tees 

Machinery, Bixturesete.e ota) ee se pees aaa sere ecco eee eee eee Party 

Good Will, Patents, Copy- Surplus and Undivided 
TIRH{S etch Susan sae a Bees Paes Bere Protite. soso ete ee | ees eee ee 

SOLAS. 22s ee |e eee ee ee TOTAL. seb |e eee eee (neal 


INCOME ACCOUNT 
Net Sales for period. ._-__..--$_-_--- 
Cost of Mdse. and Sales*______$_____- 


‘Prading Prohtec 000255 eee ; ee ee , eS 
Oihersicome: sao) = cee a eee $2.---. 

motallIncome:! ase. eos eee Sie 
Administrative exp., salaries, 

etc 


Fixed charges, including taxes $ 
Deduction for bad accounts___ $ 
Deduction for plant and equip- 
ment depreciation.___..____$___- 
Other deductions_.._._._____- $ 


Total Deductions 25.6, 35 ee ees $ 


Net Profits 
*If depreciation is included in cost of 
merchandise and sales, please state 
amount so included__________- 


SURPLUS ADJUSTMENT ACCOUNT 
Surplus as of last Statement__$______ 


Adjushinents# << 5422042 6 eee 
Adjusted Surplusicioc fee 2 S251 
NetiProhtse ooo A ee eee 

hotel ee toes Set See (ees ss 
Dividends paidau. se oaok ste ee $7 es 
Surplus as of this Statement_________ , ee 


*If adjustments involve important trans- 
actions, please give details below: 


NOTE: Please furnish in detail the information called for on following pages. Please sign state- 


ment officially on page three. 
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Form 170 (Continued) 


All the foregoing information and data shall be considered and taken as part of the foregoing statement: 
Is statement audited by a Certified Public Accountant? Ifso, by whom? 


CONTINGENT LIABILITY 


Accommodation paper or endorsements for others________-- eer 

Have you any | Foreign Credits including discounted drafts________________ SUS ee 
Contingent Liabilities< Guarantee of Dividends or accounts of subsidiaries________- Sosa 
for: Eitigationon ‘or threatened- = ii 3 beep ee Bew 
Guarantee of stocks, bonds or mortgages________._.-.____- 6 are 


Are all bad and doubtful assets excluded from above statement? 


GENERAL INFORMATION 
On statement date to what extent were you protected by any commitments or contracts regarding 
the purchase of material or merchandise for the current season?__._---_-_-______-__-----_---- 
In-;whose name‘ does your 'real/estate stand of record? _=:_ 2-2. 2-2-- 2-252-524-2282 eee 
Are any of your officers insured for benefit of Corporation? If so, give particulars_________---- 
Fire Insurance on Buildings and Plant $..__.._.-...On Merchandise $.....-Total $._-_-___- 


OPER TTIS UPA TIC e OTN tes MU eee Dei EP ee Pi LG EL anor UN NS Ve ILC ale Co ee as 
Give basis of statement, whether actual inventory, by whom taken and date, or if estimate, by 

whom maderandidate ss cise, wine it 2.220 Pe cee eames en 2 Pe eae oe eee 
Time and amount of your Maximum Indebtedness during the past year_______- Month 222$-55.2 
Time and amount of your Minimum Indebtedness during the past year_______- Month 
Are any of your officers connected in any way with other enterprises and do they endorse for others? 
tsomplease give iparticularsics= n= tour 4S sd 8 SS ey ee ere SL SS aye eee od 


Give the names of all Banks where accounts are kept, lines of credit given by each, and method of 
borrowing (against collateral, endorsements or other security): Method: 
$ . 


Do you at times borrow on collateral? : 
Other Banks, Bankers and Brokers handling notes, and other sources of credit: 
$ 


Lh Piaf ee ee SSE EE igs ND nrg ae ae ae i ae pee Tas ee a 
en en ee ee) ee eae ein. IS ar Oe ies teers Yo Lh oT ihe Selene eee 
State whether the proceeds of loans sopieg for are to be used: | 
(a) For permanent investments, that is, investments in lands, plants, machinery, improvements, 
Ortransactions olva similar natureae sesso eae iy ene yr a See ee eae 
peg eae Lehi ath: ine 6 iy a SE ca 2 EE a ie cae 
_(b) For agricultural, industrial or commercial purposes, in connection with the production and 
GISELIDULION OLICOIMINOGI IES ao a ental ei ENE oe Do ee seena 
Do your plans for the current year involve any material additions or improvement 
estate, plant or equipment? : 
If so, please state the nature, approximate cost and method of financing such changes- - -- - - ---- 


DUE FROM CONTROLLED OR ALLIED CONCERNS 
Ne ed Le id ER STD OC A TS 


Name of Concern Location For Advances | Terms | For Merchandise Terms 


(Continued on next page) 
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Form 170 (Continued) 
RECEIVABLES DUE FROM OFFICERS, STOCKHOLDERS OR EMPLOYEES 


Name Position | Amount |SinceWhen| Due How Secured Why Extended 


ENDORSERS OR GUARANTORS ON YOUR PAPER 


Name Responsibility aside from interest in this 
Company 


STOCKS, BONDS AND INVESTMENTS 
Give description and cash market value: 


LAND AND BUILDINGS 


Description and Location | Title in Whose Name? | Appraised Value | Book Value | Mortgages 
AS pe eee phe ar te eee! See Se halk py eee wee 
OFFICERS 
Name Position Number of Shares Held Address 
pa es a aan He RES: President= <2. = | oes S PNG: |e. ee Comm ee eee ae 
2 ee Pn en Vice President: |e ee 7 | ee ne 
pea E og Beet ne. te 2 Secretary .0o 60a afte enn s+ sot oot el Sie nanan 
Fai oe mes Sete US Treasurers ~ Ss See ee | Bee Es | ee 
DIRECTORS 


a 


Name in Full Number of Shares Held Address 
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Form 170 (Continued) 


The foregoing statements and details pertaining thereto, both printed and written, have been 
carefully read by the undersigned, and I hereby solemnly declare and certify that the same is a 
full and correct exhibit of our financial condition. 

Corporation Name 


Byes ee ae eae ak Ona 
: (Officer’s title must be given) 
Date Signed 19 
ECAC RO) Bema ies ate siete ee 
ss. 

COUNDVAORE tes ae ete 
Ree eee eae ee ee So ee ee being duly sworn, on oath deposes and says that he is the 
coy ae Ee of____.._._.______._____: that he knows the contents of the foregoing statement by 
him subscribed as such____________ , and that he subscribed the same on behalf of said_________- ' 


gad oe guid statement is true in substance and in fact to the best of the deponent’s knowledge 
an ief. 


Notary Public 


NAMES OF PRINCIPAL HOUSES EXTENDING YOU CREDIT 


MISCELLANEOUS INFORMATION 


matters. This is an unfortunate point of view and the man 
who takes it may in consequence suffer losses greatly in 
excess of the cost of such loans. Some small borrowers do 
not deserve bank credit, but many do not use it who do 
deserve it. One reason for this is that many small concerns 
are not in a position to furnish the statements which the 
bank demands. The wider application of correct accounting 
methods will help to remedy this. The attitude of some 
business men toward banks is explained as follows by E. 
E. Lincoln:* 


. . . Even among business men of considerable prominence, 
there is frequently evidence of an utter failure to understand 


1See Applied Business Finance, 3rd ed., p. 372. 
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the true functions of a commercial bank. Many apparently expect 
the bank to lend them money almost wholly upon the security of 
their fixed assets, or to furnish permanent capital. They object 
to the usual inquiries and investigations made by the banks, 
resent the customary deposit requirements, are reluctant to pay 
off their loans periodically, and in general fail to understand the 
need for close cooperation between the bank and the borrower, 
if business is to be successfully conducted. Many borrowers in 
times past have been particularly resentful to any suggestions 
which the bank might make regarding the conduct of their 
business. 


iz. Unsecured Bank Loans 


Most loans made by banks to business enterprises are un- 
secured, i.e., made by the acceptance by the bank of the 
borrower’s note which it discounts, crediting the borrower’s 
account for an amount represented by the face of the note 
less the discount. Such loans are usually for a specified 
time, and the bank expects the borrower to liquidate the 
debt at the maturity date of the note. As a rule such loans 
mature in from 60 days to four months. Sometimes, for 
additional safety, the bank may ask for the endorsement of 
some party willing to go security for the borrower. This 
creates “two name paper.” 


12. The Rate of Interest 


The rate of interest on bank loans depends primarily on 
the money market, but business conditions generally and 
the bank’s resources are factors. As a bank’s reserves are 
lowered it raises its discount rate to protect them. There 
are times when money is plentiful and banks are compelled 
to look for special avenues of investment. There are other 
times when funds are so scarce that banks cannot meet the 
demand for loans. Naturally, interest rates are higher at 
such times. Seasonal influences may be present, as for ex- 
ample when money is required in autumn to move the crops. 
Short-term loans usually carry a lower rate of interest than 
long-term loans, and call money is sometimes obtainable at 


Pe gegen 
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exceedingly low rates. The greater the risk involved in the 
loan the higher the interest rate the banker asks. Geo- 
graphical location of the borrower is a consideration. Rates 
in southern and western states are sometimes two per cent 
higher than in the eastern states. 


13. The Rediscount Privilege 


Under the Federal Reserve Act member banks are per- 
mitted to rediscount paper with any Federal Reserve Bank, 
securing in return Federal Reserve Notes, providing the 
paper is eligible for rediscount. The Federal Reserve notes 
are usually secured by rediscounted commercial paper up 
to the full value of the notes, plus a 40% gold reserve. The 
requirements for eligibility for rediscount are prescribed as 
follows by the Federal Reserve Board:+ 


1. The paper presented for rediscount must at the time have a 
maturity of not more than 90 days exclusive of days of grace. 
If drawn or issued for agricultural purposes, or based on live 
stock, six months’ maturity is allowed. 

2. The loan must have arisen out of actual commercial trans- 
actions; that is, the note, draft or bill of exchange must be issued 
or drawn for agricultural, industrial or commercial purposes and 
the proceeds must be used for such purposes. On this particular 
the regulations of the Federal Reserve Board are very specific, 
and the Board has defined the character of a note, draft or bill of 
exchange eligible for rediscount as follows: 

(a) It must be a note, draft or bill of exchange which has 
been issued or drawn, or the proceeds of which have been used, 
or are to be used in the first instance in producing, purchasing, 
carrying or marketing goods in one or more stages of the proc- 
esses of production, manufacture or distribution, or for the 
purpose of carrying or trading in bonds or notes of the United 
States. 

(6) It must not be a note, draft or bill of exchange the pro- 
ceeds of which have been used, or are to be used, for permanent 
or fixed investments of any kind such as land, buildings or 
machinery, or for any other capital purpose. 

(c) It must not be a note, draft or bill of exchange the pro- 
ceeds of which have been used, or are to be used, for investments 


1. E. Lincoln, Applied Business Finance (A. W. Shaw Company, Chicago) 
Pp. 417-418. 
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of a purely speculative character or for the purpose of lending 

to some other borrower. 

(d) It may be secured by the pledge of goods or collateral of 
any nature, including paper which is ineligible for rediscount, 
provided it (the note, draft or bill of exchange) is otherwise 
eligible. 

3. The aggregate of notes, drafts and bills bearing the endorse- 
ment of any one borrower and rediscounted by any one member 
bank shall at no time exceed more than 10 per cent of the unim- 
paired capital and surplus of such bank. This restriction, how- 
ever, does not apply to paper which is secured by government 
bonds nor does it apply to the discount of bills of exchange (ac- 
ceptances and the like), drawn in good faith against actually 
existing values. 

4. The paper presented for rediscount must be endorsed by a 
member bank, and the bank must also certify that a recent finan- 
cial statement of the borrower is on file with it. Ordinarily a 
copy of this statement would be presented with the paper brought 
for rediscount. When, however, a note discounted by a member 
bank for a depositor is secured by a warehouse, terminal or other 
receipt covering goods in storage, a statement of condition is 
unnecessary. Also if the aggregate obligations of the borrower 
rediscounted are less than $5,000 or less than ro per cent of the 
paid in capital of the member bank, a statement of condition is 
unnecessary. 

5. A promissory note for the purposes of the foregoing regu- 
lations is defined as an unconditional promise in writing signed 
by the maker to pay in the United States at a fixed or determi- 
nable future time a certain sum in dollars to order or to bearer. 


14. Trade Acceptances 


Trade acceptances have in recent years been used to a 
considerable extent to aid in current financing and have re- 
ceived the sanction of the Federal Reserve Board. A trade 
acceptance is a draft or bill of exchange drawn by the seller 
on the buyer, being unconditionally accepted by the latter 
in writing on the face of the instrument. The standard form 
of trade acceptance is shown in Form 171. A modified form 
used by a large bank is shown in Form 172. 

On the face of the acceptance is a statement to the effect 
that the obligation of the acceptor arises out of the pur- 
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ForM 171 


STANDARD ForM OF TRADE ACCEPTANCE 
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0 


FORM APPROVED BY THE 
AMERICAN ACCEPTANCE COUNCIL 
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ForM 172 


Mopiriep Form or TRADE ACCEPTANCE 


ey a. io TRADE ACCEPTANCE 
Pewee | FD Bo 


—— 
— 


CHICAGO, ILL... 192 


] ON aye ire ce 
AY TO THE ORDER OF OURSELVES 


Brie Fh PS porians 


chase of goods from the drawer. The acceptance is made 
payable by the acceptor or purchaser at such bank or trust 
company as he may elect, or at his place of business, but it 
is usually made payable at the customer’s own bank as a 
matter of convenience. The seller sends the instrument to 
the buyer who accepts it by writing his acceptance across 
its face and who then returns it to the seller, who holds it 
to maturity, discounts it at his bank, or sells it on the open 
market. If the bank which discounts the trade acceptance 
is a member of the Federal Reserve System it may redis- 


THE TRANSACTION WHICH GIVES RISE TO THIS INSTRUMENT 19 THE 
PURCHAGE OF GOODS BY THE ACCEPTOR FROM THE DRAWER 
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count it with the district Federal Reserve Bank, provided 
time elapsing to maturity does not exceed 90 days. N ational 
banks may discount customers’ trade acceptances to any 
extent they desire. 

The chief difference between the use of drafts and trade 
acceptances is that trade acceptances are issued at the time 
a sale is made whereas drafts are usually issued to bring 
slow-pay customers to terms. 

The trade acceptance represents an effort to get away 
from the open account system of accounts receivable with 
its infinite variety of terms of payment. It is pretty generally 
admitted that the open account system leads to certain 
abuses such as slow settlements, overbuying, cancellation 
of orders, and tying up of funds in open accounts receivable. 
It is maintained that the trade acceptance is at least a par- 
tial remedy for this situation, particularly for the evil of the 
open accounts receivable. It appears that the value of the 
trade acceptance as a means of securing cash has been ex- 
aggerated, since it is merely another means of using a 
concern’s available credit and not necessarily better, for 
example, than bank loans or sales of commercial paper. As 
stated by Lincoln,’ “the discounting of trade acceptances 
merely serves to cut down a borrower’s bank lines by a 
proportionate amount.” 


15. Uniform Trade Acceptances 


The following is from the report of the Ccmmittee on 
Acceptances of the Clearing House Section at the conven- 
tion of the American Bankers Association in 1927: 


The question as to the negotiability of trade acceptances bear- 
ing the notation: “The obligation of the acceptor hereof arises out 
of the purchase of goods by the acceptor from the drawer. The 
drawee may accept this bill, payable at any bank, banker or trust 
company, in the United States, which such drawee may designate,” 
was raised in the Supreme Court of the State of Texas, and in 
view of the decision rendered by said court, it was deemed advis- 


1 Applied Business Finance (A. W. Shaw Company, Chicago), 3rd ed., 
p. 468. 
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able to revise the form so that all doubt as to non-negotiability 
would be removed. 

The revised form, which bears the notation: “The transaction 
which gives rise to this instrument is the purchase of goods by 
the acceptor from the drawer. The drawee may accept this bill, 
payable at any bank, banker or trust company in the United States, 
which such drawee may designate,” has the approval of the 
Federal Reserve Board. 

The revised form is being rapidly adopted throughout the coun- 
try and can be obtained from the American Acceptance Council. 
Information as to the volume of business that is being done with 
trade acceptances is not available, but we believe, judging from 
the facts that have come to our attention, that substantial progress 
is being made with this valuable credit instrument. Wherever it 
has been given a full, fair trial, it has proven its merits. 

Admitting that the acceptance method of financing has gained 
a permanent foothold in America, that it has gone beyond the 
experimental stage, and that to have developed it to its present 
high state of efficiency in less than fifteen years is an unmatched 
accomplishment, we must not forget that we are favored all along 
by unusual conditions and that these conditions are now rapidly 
changing and may turn against us. Dollar credits are doing 
valuable service throughout the civilized world. Competition is 
growing keener, and to maintain the dollar in its present position 
and to expand its usefulness to commerce and industry here and 
abroad will call for the matching of talent with bankers on the 
other side who have a background of centuries of experience in 
the acceptance business. We believe every effort should there- 
fore be made to strengthen and further improve our facilities. A 
broad discount market is an indispensable part of our financial 
system, and a close study of the market should be made by bankers 
in the important centers throughout the country. The facilities 
of the market can be utilized by hundreds of banks that do not 
now avail themselves of them. 


16. Bank Acceptances 


A bank acceptance is a draft accepted by a bank. Fre- 
quently shipments of merchandise are made and the bill 
of lading with draft attached forwarded. By accepting the 
draft a bank located at the point of consignment secures 
possession of the goods. The bank’s credit renders such an 
instrument readily negotiable. The National Bank Act for- 
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bade national banks to accept drafts drawn against them, 
but with the inauguration of the Federal Reserve System 
these acceptances have come into wide vogue. A bank 
acceptance does not represent an actual transfer of goods 
as does the trade acceptance. It does indicate that the bank 
accepts drafts to the extent arranged for by some interested 
party. In this country bank acceptances are employed 
chiefly to finance imports and exports. 

To illustrate, assume that a Chicago merchant desires to 
import certain goods from Brazil. He arranges with his bank 
in Chicago to extend him a line of credit. The banker thus 
agrees to permit the exporter to draw a draft against it and 
to accept this draft when presented with certain supporting 
documents. 

The acceptance stamped on the face of the draft at time 
of acceptance is shown in Form 173. 


ForM 173 


ACCEPTANCE STAMPED ON FACE OF DRAFT 


ACCEPTED 


PAYABLE AT MATURITY IF DESIRED AT 


THE FIRST NATIONAL BANK 
OF THE CITY OF NEW YORK 


MARCH 9, 1929 


THE FIRST NATIONAL BANK 
OF CHICAGO 


Forms 174, 175, 176, and 177 are stamped on the draft 
in accordance with the requirements of the Federal Reserve 


Board, the particular one to be used depending on the 
conditions. 
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Form 174 


This acceptance arises out of a transaction 
Mvolvine importation Ofve..ch sees lee 


BROMINE. SES.) LORY arts eto 
ForM 175 

This acceptance arises out of a transaction 

involving exportation of -......0......- 

LOU 3 RAS ce ess A he LOS actus bP dete 
Form 176 


At time of acceptance, this bill was ac- 
companied by shipping documents evi- 


dencing the domestic shipment of...... 
EOTech tee tO See cee 
ForM 177 


This bill was secured at the time of ac- 
ceptance by independent warehouse, ter- 
minal or other similar receipt conveying 
security title torr. em. te stored in 
acceptor will remain secured throughout 
the life of the bill. 


By means of a commercial letter of credit, Form 178, the 
Chicago bank notifies the Brazilian exporter, or his bank, 
that an acceptance credit not in excess of a given sum has 
been opened by the importer. The exporter may now draw 
his draft which, accompanied by a bill of lading and other 
papers, he discounts with his banker in Brazil. The Brazil 
banker sends it to Chicago, where in due time it is accepted 
by the Chicago bank, which turns the bill of lading over to 
the Chicago importer after the latter pays the face of the 
draft or puts up collateral sufficient to guarantee payment 
at maturity. In some instances the bank may simply require 
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the importer to sign, a “trust receipt” (Form 179) whereby 
he is empowered to sell or otherwise dispose of the goods 
for the account of the bank. For a discussion of trust re- 
ceipts from the legal point of view, see Cornell Law Rev., 


Form 178 


COMMERCIAL LETTER OF CREDIT 


ILLINOIS MERCUANTS TRUST COMPANY 


COMMERCIAL LETTER OF CREDIT 
ORIGINAL 


Foz 


OW. 
Mtl 
yore? RTO eR eae oT OU 


CP NUOULLTIUOL oe OE EG EIR Pe a 


Ateahid pred to: 
THE FOLLOWING CONDITIONS MU6T BE COMPLIED WITH 
BILLS OF LADING TO CROER OF 


SHIPMENTS TO BE COMPLETED DRAFTS DRAWN AND ADVICE THEREOF 
SENT TO US BEFORE 


DRAFTS TO BE ACCOMPANIED BY ABSTRACT OF INVOICE. ONE OF EACH 
BILL OF LADING ISSUED AND A LETTER SIGNED BY THE NEGOTIATING BANK 
STATING THAT THE REMAINING BILLS OF LADING TOGETHER WITH CER- 
TIFIED INVOICES AND CONSULAR CERTIFICATES HAVE BEEN SENT TO 


DRAFTS TO BEAR THE WORDS DRAWN UNDER ILLINOIS MERCHANTS TRUST 
COMPANY COMMERCIAL LETTER OF CREDIT NO 

DATED 

INSURANCE 


ALL PAYMENTS UNDER THIS CREDIT MUST BE ENDORSED ON BACK HEREOF 


Wocferely atl Mhedraweryendonervandbonaftidehioldersif 
i deo enoandncppbinn oti he tonioplebools 


Y LLOINE), Yo 


ILLINOIS MERCHANTS TRUST CODIPANY 
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January, 1921. Before the acceptance matures the importer 
ee supply his bank with funds sufficient to pay the 
rait. 


Bankers’ acceptances are drawn for varying maturities 
from one month to one year, according to the requirements. 


Sometimes bank acceptances are employed to finance the 
carrying of staples in storage, in which case the collateral 
takes the form of a “warehouse receipt.” 


ForM 179 


Trust RECEIPT 


cHicaco,___March 9, _____19_28- 


RECEIVED IN TRUST FROM ILLINOIS MERCHANTS TRUST COMPANY 


Pill of lading and consular invoice covering shipment of 500 casks of olives steamer 


"“Cardonia" shipped Diego Gomez y Hermano, Seville 


AND THE UNDERSIGNED HEREBY UNDERTAKE TO HOLD SAID PROPERTY FOR THE ACCOUNT OF AND SUBJECT TO THE ORDER OF 
THE SAID COMPANY. FOR THE PURPOSE OF BEING SOLD, OR OTHERWISE DEALT WITH, AS THE SAID COMPANY MAY DIRECT, AND IF AND 
WHEN SAID PROPERTY IS SOLD, TO PAY THE PROCEEDS THEREOF TO SAID COMPANY. THE UNDERSIGNED HEREBY ACKNOWLEDGE 


THEMSELVES TO BE BAILEE OF SAID PROPERTY FOR SAID COMPANY. 


Investment securities are used less frequently as collateral 
to finance loans with bankers. The more usual forms of 
collateral are the warehouse receipt, bill of lading and trust 
receipt. For ordinary commercial purposes banks prefer 
unsecured loans, because requiring collateral is apt to reflect 
upon the borrower’s credit, hence upon the quality of the 
notes in the bank’s portfolio. | 

Form 180 is an application for a commercial letter of 
credit. 

Form 181 is a general commercial letter of credit 


agreement. 
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Form 180 


APPLICATION FOR COMMERCIAL LETTER OF CREDIT 


{ILLINOIS MERCHANTS TRUST COMPANY 


FOREIGN BANKING DEPARTMENT 


APPLICATION FOR COMMERCIAL LETTER OF CREDIT 


CHICAGO, 


UC NO. 


TO Bf OPENED BY MAIL OR CABL! 


IRREVOCABLE (COMPIRMED) 


AN AVOR OF 
DD 
RAFTS AT 
CO pe es a eS, 
A O10 
FOR IMYOICE COST OF. 
a 
AOC a a ee 
BILLS QF LADING TO ORDER OF. 
SHIPMENDS YO BE COMPLETED, DRAPTS DRAWN AND ADVICE THEREOF SENT TQ YOU BEFORE. 
DRAFTS TO BE ACCOMPANIED BY ABSTRACT OF INVOICE, ONE.OF EACH BILL OF LADING ISSUED AND A LETTER SIGNED BY THE NEGO. 
TIATING BANK STATING THAT THE REMAINING BILLS OF LADING TOGETHER WITH CERTIFIED INVOICES AND CONSULAR CERTIFI. 
(CA TAS TEA VEG RESO SENT ae 
SPECIAL DOCUMENTG), UPA YON sess 
: - - —, 


De ee a a ee ee 


TO BE PRN ED THROU CHS 


eae 
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Form 181 


GENERAL COMMERCIAL LETTER OF CREDIT 
AGREEMENT 


To Intino1s MERcHANTS Trust CoMPANy: 


In consideration of your issuing one or more Letters of Credit to us or 
eee credit to us (herein called “The Credit”), we hereby agree as 
ollows: 

As to drafts or acceptances under or purporting to be under the Credit, 
which are payable in United States Currency, we agree: (a) in the case of 
each sight draft, to reimburse you at your office, on demand, in United 
States gold coin, the amount paid on such drafts, or, if so demanded by 
you, to pay to you at your office in advance in such coins the amount 
required to pay such draft; and (b) in the case of each acceptance, to pay 
to you, at your office, in United States gold coin, the amount thereof, on 
demand but in any event not later than one business day prior to maturity, 
or, in case the acceptance is not payable at your office, then on demand but 
in any event in time to reach the place of payment in the course of the 
mails not later than one business day prior to maturity. 

As to drafts or acceptances under or purporting to be under the Credit, 
which are payable in currency other than United States currency, we agree: 
(a) in the case of each sight draft, to reimburse you, at your office, on 
demand, the equivalent of the amount paid, in United States gold coin at 
the rate of exchange then current in Chicago for cable transfers to the place 
of payment in the currency in which such draft is drawn; and (b) in the 
case of each acceptance, to furnish you, at your office, on demand, but in 
any event in time to reach the place of payment in the course of the mails 
not later than one business day prior to maturity with first class bankers’ 
demand bills of exchange to be approved by you for the amount of accept- 
ance, payable in the currency of the acceptance and bearing our endorsement, 
or, if you so request to pay to you, at your office, on demand, the equivalent 
of the acceptance in United States gold coin at the rate of exchange current 
in Chicago for cable transfers at time of transmission to the place of payment 
in the currency in which the acceptance is payable. 

We also agree to pay you, on demand such commission and interest as 
are provided for in the agreement or order for the particular credit and if 
no provision be therein made for such payments then a commission at the 
TALCTO Le awe: beans percents stares ceric %), on such part of the Credit as 
may be used, and, in any event, a minimum commission of............. per 
cent, of the amount of the Credit and interest at the rate of.............. 
per cent per annum; and we agree to pay to you on demand all charges and 
expenses paid or incurred by you in connection therewith. 

We hereby recognize and admit your ownership in and unqualified right 
to the possession and disposal of all property shipped under or pursuant to 
or in connection with the Credit or in any way relative thereto or to the 
drafts, drawn thereunder, whether or not released to us on trust or bailee 
receipt, and also in and to all shipping documents, warehouse receipts, policies 
or certificates of insurance and other documents accompanying or relative 
to drafts drawn under the credit, and in and to the proceeds of each and 
all of the foregoing, until such time as all the obligations and liabilities of 
us or any of us to you at any time existing under or with reference to the 
Credit or this agreement, or any other credit or any other obligation or 
liability to you, have been fully paid and discharged, all as security for such 
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obligations and liabilities; and that all or-any of such property and docu- 
ments, and the proceeds of any thereof, coming into the possession of you 
or any of your correspondents, may be held and disposed of by you as 
hereinafter provided; and the receipt by you, or any of your correspondents, 
at any time of other security, of whatsoever nature, including cash, shall not 
be deemed a waiver of any of your rights or powers herein mentioned. 

Except insofar as instructions have been heretofore given by us in writing 
expressly to the contrary, we agree that you and any of your correspondents 
may receive and accept as “Bills of lading” under the Credit, any documents 
issued or purporting to be issued by or on behalf of any carrier which 
acknowledge receipt of property for transportation, whatever the specific 
provisions of such documents, and that the date of each such document 
shall be deemed the date of shipment of the property mentioned therein; 
and that you may receive and accept as documents of insurance either 
insurance policies or insurance certificates. 

Except insofar as instructions have been heretofore given by us in writing 
expressly to the contrary, we agree that part shipments may be made under 
the Credit and you may honor the relative drafts; and that if the Credit 
specifies shipments in installments within stated periods, and the shipper 
fails to ship in any designated period, shipments of subsequent installments 
may nevertheless be made in their respective designated periods and you 
may honor the relative drafts. 


We agree that in the event of any extension of the maturity or time for 
presentation of drafts, acceptances or documents, or any other modification 
of the terms of the Credit, at the request of any of us, with or without 
modification to the others, or in the event of any increase in the amount of 
the Credit at our request, this agreement shall be binding upon us with 
regard to the Credit so increased or otherwise modified, to drafts, documents 
and property covered thereby, and to any action taken by you or any of 
your correspondents in accordance with such extension, increase or other 
modification. 


The users of the Credit shall be deemed our agents and we assume all 
risks of their acts and omissions. Neither you nor your correspondents shall 
be responsible: for the existence, character, quality, quantity, condition, 
packing, value, or delivery of the property purporting to be represented by 
documents; for any difference in character, quality, quantity, condition, or 
value of the property from that expressed in documents; for the validity, 
sufficiency, or genuineness of documents, even if such documents should in 
fact prove to be in any or all respects invalid, insufficient, fraudulent or 
forged; for the time, place, manner or order in which shipment is made; for 
partial or incomplete shipment, or failure or omission to ship any or all of 
the property referred to in the Credit; for the character, adequacy, validity, 
or genuineness of any insurance; for the solvency or responsibility of any 
insurer, or for any other risk connected with insurance; for any deviation 
from instructions, delay, default or fraud by the shipper or anyone else in 
connection with the property or the shipping thereof; for the solvency, 
responsibility or relationship to the property of any party issuing any docu- 
ments in connection with the property; for delay in arrival or failure to 
arrive of either the property or any of the documents relating thereto; 
for delay in giving or failure to give notice of arrival or any other notice; 
for any breach of contract between the shippers or venders and ourselves 
or any of us; for failure of any draft to bear any reference or adequate 
reference to the Credit, or failure of documents to accompany any draft at 
negotiation, or failure of any person to note the amount of any draft on the 


WORKING CAPITAL FINANCING 385 


reverse of the Credit or to surrender or take up the Credit or to send for- 
ward documents apart from drafts as required by the terms of the Credit, 
each of which provisions, if contained in the Credit itself, it is agreed may 
be waived by you; or for errors, omissions, interruptions or delays in trans- 
mission or delivery of any messages, by mail, cable, telegraph, wireless or 
otherwise, whether or not they be in cipher; nor shall you be responsible 
for any error, neglect, or default of any of your correspondents; and none 
of the above shall affect, impair, or prevent the vesting of any of your rights 
or powers hereunder. In furtherance and extension and not in limitation 
of the specific provisions hereinbefore set forth, we agree that any action 
taken by you or by any correspondent of yours under or in connection with 
the Credit or the relative drafts, documents or property, if taken in good 
faith, shall be binding on us and shall not put you or your correspondent 
under any resulting liability to us; and we make like agreement as to any 
inaction or omission, unless in breach of good faith. 


We agree to procure promptly any necessary import and export and other 
licenses for the import or export or shipping of the property and to comply 
with all foreign and domestic governmental regulations in regard to the 
shipment of the property or the financing thereof, and to furnish such 
certificates in that respect as you may at any time require, and to keep the 
property adequately covered by insurance satisfactory to you, in companies 
satisfactory to you, and to assign the policies or certificates of insurance to 
you, or to make the loss or adjustment, if any, payable to you, at your 
option; and to furnish you if demanded with evidence of acceptance by the 
insurers of such assignment. 

Each of us agrees at any time and from time to time, on demand, to 
deliver, convey, transfer, and assign to you, as security for any and all of 
his and/or our obligations and liabilities hereunder, and also for any and 
all other obligations and liabilities, absolute or contingent, due or to become 
due, which are now or may at any time hereafter be owing by him or us 
to you, additional security of a value and character satisfactory to you, or 
to make such payment as you may require. Each of us agrees that all 
property belonging to him, or us, or in which he or we may have an interest, 
of every name and nature whatsoever, now or at any time hereafter 
delivered, conveyed, transferred, assigned, or paid to you, or coming into 
your possession or into the possession of anyone for you in any manner 
whatsoever, whether expressly as security for any of the obligations or 
liabilities by him or us to you, or for safe-keeping or otherwise, and all 
items received for collection or transmission and the proceeds thereof 
whether or not such property is in whole or in part released to us on trust 
or bailee receipt are hereby made security for each and all such obligations 
and liabilities. Each of us agrees that upon his or our failure at any time 
to keep a margin of security with you satisfactory to you, or upon the 
making by him or us of any assignment for the benefit of creditors, or upon 
the filing of any voluntary or involuntary petition in bankruptcy by or 
against him or us, or upon the application for the appointment of a receiver 
of any of his or our property, or*upon any act of bankruptcy or state of 
insolvency of him or us, all of such obligations and liabilities shall become 
and be immediately due, and payable without demand or notice, notwith- 
standing any credit or time allowed to him or us, or any instrument 
evidencing any such obligations or liabilities or otherwise; and each of us, 
as to property in which he may have any interest, and all of us, as to 
property in which we may have any interest expressly authorize you in any 
such event, or upon his or our failure to pay any of such obligation or 


z 
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liability when it or they shall become or be made due, to sell immediately, 
without demand for payment, without advertisement and without notice to 
us or any of us, all of which are hereby expressly waived, any and all such 
securities and property, arrived or to arrive, at private sale or at public 
auction or at brokers’ board or otherwise, at your option, in such parcel or 
parcels and at such time or times and at such place or places and for such 
price or prices and upon such terms and conditions as you may deem proper 
and you are also given the right, power and authority, in your discretion, 
to collect or cause to be collected or otherwise to convert into money, all or 
any part of said securities and property; and you may, in your discretion, 
enforce the collection of said securities, with the additions thereto and 
substitutes therefor, by suit or otherwise, and may surrender, compromise, 
release, renew, extend or exchange any or all of said securities and property, 
and you may apply the net proceeds of such sale or sales, collection, exchange 
or conversion together with any balance of deposits and any sums credit 
by or due from you to him or us in general account or otherwise, to the 
payment of the costs, expenses and attorneys’ fees incurred in respect to 
said securities and property, and the sale, collection, exchange or conversion 
thereof, and to the payment of any and all of his and/or. our obligations 
or liabilities to you however arising and whether due or to become due. 
If any such sale be at brokers’ board or at public auction you may yourself 
be a purchaser at such sale, free from any right of redemption which we 
and each of us hereby expressly waive and release. You are, however, 
released from all obligation or liability to collect any of said securities or to 
bind or hold any maker or endorser thereof. 

You shall not be deemed to have waived any of your rights hereunder, 
unless you or your authorized agent shall have signed such waiver in writing. 
No such waiver, unless expressly as stated therein, shall be effective as to 
any transaction which occurs subsequent to the date of such waiver, nor 
as to any continuance of a breach after such waiver. 

_The word “property” as used in this agreement includes goods, merchan- 
dise, securities, funds, choses in action, and any and all other forms of 
property, whether real, personal or mixed and any right or interest therein. 

If this agreement is signed by one individual, the terms “we,” “our,” “us,” 
shall be read throughout as “I,” “the undersigned,” “my,” “me,” as the case 
may be. If this agreement is signed by two or more parties, it shall be the 
joint and several agreement of such parties. 

Very truly yours, 


CcOhO wes vee ce! bye. e/6: eels: avelmitnis 
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17. Work of Commercial Discount Houses 


w 
Sometimes the work of the finance company and of the 
commercial discount company are combined in one concern 
but since the functions of the two are distinct and are fre- 
quently performed by separate concerns they are treated 
separately in this volume. The commercial discount house 
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buys or discounts accounts receivable as well as notes and 
acceptances receivable of concerns which desire to realize 
cash in advance of the fixed or expected date of maturity of 
such accounts, notes and acceptances. The amount which 


Form 182 


ContTRAcCT Form Usep By CoMMERCIAL Discount HousE 


This Argreenrertt care into borweea 
of designated as first party, aad AMERICA CREDIT COMPANY, 


a Delaware corporation, its successors or assigns, designated as second party, 

(EERE Chet Bhereas, ee y is oe ce selling © eS party ee Accounts Receivable, Notes, Acceptances, Drafts, 
rigag n, hereinafter designated as “ ts", orting to evid iveri 
property usually dealt in By first party-or work and labor done by first os ee ig £2 praence meee and deliveries 


x ‘Therefor: 
(ofp, , in consideration of the premises, 
aod the mutual covenants hereinafter set forth, the 


First. 
face value thereof, less a 
if the 


vided, that no payments of any such remainder need be made so long as 
of contract or violation of warranty hereunder, but such remainder and 


rty, or as r 
by the meth 


Department 


at the disposal of Siretipaety and furnish by mail to first party, upon request, its credit information in hand concerning the customers of 
first party; pay for all cooling: postage and credit investigation of Accounts purchased or offered for purchase hereunder. and upon 
request give credit and financial advice. in Permit first party to submit any of its sales contracts with its customers to the General 
Counsel of second y for advice and opinion as to the form and legality thereof. ) peoee at par subject to payment all remittances 
received through first party, and pay the cost of all exchange on points within the United States. (bh) Obtain and have on hand at all 
times sufficient pea? to make prompt remittance to first party for all acceptable Accounts. (i) Supply all forms proper for assignment 
of Accounts hereunder. 

Third. The total compensation to be paid by first party for all services and other considerations specified in lines 21 to 

41 hereof, and for the charge as mentioned in line 11 hereof, shall be 

One Thirtieth of one-per cent (1-30 of 1%) of the face value of Accounts for each day from date 

of purchase by and until paid to second ty, plus $5. per $1,000. only on the first $100,000. of Accounts purchased 
within any 12 successive months’ peri. 

Fourth. In consideration of the prompt purchase and remittance by second Perrys Accounts acceptable to second party, without 
waiting to make a complete credit investigation thereof, first party hereby warrants that: (a) First party and each debtor named in an 
Account is solvent and will remain so until maturity thercof. (b) There will be no suspension of business, request for general extension, 
petition in bankruptcy or receivership or any act amounting to a business failure by or against first party or any debtor. (c) No debtor 
named in any Account will object to the payment for, or the quality or quantity of, the property sold or work and labor done by first 
party, evidenced by such Account or will reject, return, fail or refuse to accept, receive and retain any or all of any property represent- 
ed by said Account. (d) Second Party will receive in full et maturity the full face amount due upon every account purchased hereunder 
in cash or Baltimore par funds. (e) It will transmit or deliver to second party at its office in Baltimore, Maryland, on the day of receipt 
thereof, all original checks, drafts, notes, acceptances and other evidences of payment received in payment of, or on account of, 
any Accounts purchased hereunder. (f) Prompt payment will be made to second party for the amount of any allowance or credit on any 
Account sold to second party or for any deduction to be made pyrene of any rejection, return, failure or refusal to accept any mer- 
chandise. (g) Each account offered for sale to second party shall represent a bona fide sale and delivery of property usually dealt in 
by firet party or work and labor done by first party, and Il be for a certain, undisputed, liquidated im or demand, which is due or 
to become due on the dates set forth, and that the payment thercof is not subject to any setoff and/or counterclaim or contingent upon 
the fulfillment of any contract or upon any condition whatsoever. (bh) First party will not sell or assign any of its own Accounts 
where without first giving ten days’ written notice to second porty of such intention. . en 5 

Fifth. Contemporaneously with the hase of Accounts hereunder, first party maby Ero erinacrumentin writing, assignand set over 
to second party such Accounts purchased by it as aforesaid, and thereupon second party shall wife and be entitled to all of the rights, 
securities or guarantics possessed by first party in respect thereto, including the right of stoppage in transit should the latter right be 
exercised, or dhould the debtor Ramved te any Account reject, return, fail or refuse to accept, receivexGr retain, the property evidenced by 
such Account, or should said property be rerouted or reconsigned, then said property or property excha therefor, and any new Account 
created through the resale thereof with or without consent of second party, shall be treated as having been sold hereunder by first party 
to second party, with all the rights of absolute ownership thercof, and first party will deliver said property or assign said Account to 
second party, or will hold same in trust for and subject to the orders of second party, and first Besty) will at once purchase and pay for 
said property, at the net invoice value thereof, Immediately upon consummation of the purchase of Accounts hereunder, firat party will 

books suitable and proper entries disclosing the absolute sale of said Accounts to second party. First party further will 


its 7 bay een 
ake eee) deliver to second party any instrument necessary, proper or convenient to carry into effect the terms, provisions and conditions 


i ent, or to facilitate the collection of Accounts purchased hereunder. 5 

os Crt Hs If pt warranty, expressed or implied, made hercin or resulting from the provisions hereof with respect to any Account or 
‘the provisions of the assignment of any Account to sccond party or from the subject matter hereof, shall be 
broken or violated, either through the act of first party or others, the damages to which second party shall be entitled to recover from first 
ry, as a result thereof, sball include all attorneys’ fees, Court costs and all other expenses which may be expended or incurred by second 
party to ‘obtain or to enforce payment of any Account purchased hereunder, either against the debtor, first party, or any of its guarantora, 
or in the prosecution or defense of any action or concerning any matter growing out of or connected with the subject matter of this con- 
tract and Accounts purchased hereunder. The waiver by second party of any breach of this agreement shall not be construed or act as 
a waiver of any subsequent breach. Granting extensions to, or adjustments of claims of, debtors named in Accounts purchased hereunder, 
compromises, compositions or settlements of such Accounts, or with respect to ra security or insurance applying thereon, either with the 
debtor or others, or the sale, assignment or transfer by second party of Accounts hereunder, or of any merchandise or other security »p- 
for lees than the face value thereof, not affect the liability of first party uader any of its warranties as herein provided. 


made in or resulting from 
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Accepted at Baltimore, Md., by AMERICA CREDIT COMPANY, this day of 1s2 


ert 


mien is bereb: eee be senna ieee the undersigned and each ee Gay do onde bers aly and severally guarantee to second party, its successors or 
rompt discharge b 

et ceohl ey every of anal ps agreements, terms, provisions and (Bares set forth in said agreement, and of any rider or ridera to be are 

attached, and of any other instr instrument or instruments given or executed in thereof, provided to be done or yy first 

partys and the due execution of said instruments, provided, bowever, that as party has the ‘right and privilege under raph hel of 


Pots the interests of the undersigned guarantors, ascoas party fot verify a of the open accounts and have the iBook and records 
sai 


with the 
collectin; 
bereb; t this obli tion in_no wise be in or affected by an: inthe sence of aumace the rate of 
ation preemies fo paragraphs First Pee aid estate tran nay GaGa. eas 
that second party, euccédsors or assigns, may exact such a Bond ere may determine; that ) hilure by y second party, its successors 
to exact, Process 

party or others, aball in no wise impair this obligation which is 
notice revoking transfer 
to second party, so far ax Aes parca eccercods a wigbin’ ta aca te oesestontatind coeetine wetted they or any of them 
may be entitled under the bie any State or States, and to any Rpoaats cnene the undersigned eG an 

shall be construed 
and interpreted Bee aie an 
ot default by first mb th and walve bree of Seco ot he thee guerenty by Maal party, pee waive tices to which they mig! 
ay paper writings and/or accounts received by Second Party be invalid, incorrect, defective, forged, fictitious, imperfect or insufficient, 
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Form 182 (Continued) 


Seventh, First y does hereby anthorize any perron whom second party may designate. to receive, open and dispose of all 
mai) pihehsy bo Gel pat Batt pies the pane of art party Taree be ebiegs ry acceptances, checks, drafts, money orders or other evi- 
he possession 


hereunder; to endorse the name of first party on any invoice, freight or expreas St or bill Tene ding relating to any said Lona to 
nyereey hi Bie coe gee eee ees tase 
other t o or ‘ou’ 

Eighth. either of the parties hereto eball be bound | b: Lg0yibing ‘oe expromeed Sa. wriilog By/ and betmene Ce partes: this agree- 
ment and all of its provisions shall inure to and become upon the parties, their heirs, executors, administrators, successors and 
essigns, this agreement and all acts, agreements, certificates, ents, transfers and transuctions hereunder, ane all rights of the parties 
hereto shall be governed as to validity, enforcement, interpreta! iene effect and in all other respects by the laws and decisions 
of the State of faves: first party hereby waives presentment, demand and S prove of any note, draft or other evidence of payment, and 
waives all notice of any other matter to which it might otherwise nes alted" neithes ty hereto sball have the right at any time upon 
written notice to this agreement as to future transactions; this not become elective until accepted by two duly 
authorized officers of second party at Baltimore, Maryland. 


Gn Witness Whereof, Gret party has caused these presents to be executed this day of 


& 
Artacn 
ConponaTe 
Sear Here 


a eng | | | ee en oS Pe 
Secretary or Wilness. ° 


eee ee 
President, Partner or Owner. GC 


] 


Bye UE be as sed a phil orb ee ie he EE eG 
z: Vice-President, Treus., Ass'l Treas. or Ass'l Sec'y. President, Vice-President, Treas. or Ass’t Treas, — 


Sear Hens 
° 


Conronate 


[ 


THE FOLLOWING GUARANTY AND Realtce IS TO BE SIGNED BY INDIVIDUALS: 
In consideration of the acceptance of the aforementioned agreement by “second party’ and of other valuable considerations, tha receipt of 


performance and id agreement, and the payment, performance and discharge 


t of receiving collections of any open account sold to second party, then, in order that such method stares not 


examined, ided raph Seco id agreement, R being understood that thie uaranty shall not be affected, 

rd or tlliled bythe Roe ree ioc ecuainalion th dissing: aay euntienes sooar ten of Rate eae 
assignment or collection of any Accounts sold to second party, Scaby the fal lure of second party to withdraw from pesty tie petite 
said open accounts by reason of any act of commission or omission by first party. The undersigned and cach of them do 


= by fet and second parties 


under or to recover under a Fi or lo exercise any bis of remedies it or they met against first 
apr depeh pacondtaeey vod shall aepenats until second ath Necarted written 
said liabilit - to future Accounts or transactions, and they and each of them do hereby waive, releaso, assign and 


guaranty and waiver shall be pode: upeo my/our poe tach successors and assi 
eccording to the laws and the Stat te of Seer epreaen pearenly waive all patie 


be enti be liability of the mnderdigned or any of them not be affected, impaired or diminished because of the vane 7s 


Gn Bitness Whereof, we have hereunto set our hands and seals this 


a discount company will advance ranges from 65%. to 85% 
of the face value of the accounts or notes. When it collects 
the accounts it remits the proceeds to the company discount- 
ing them, first deducting an amount to cover its expenses 
and afford a reasonable profit. As a rule concerns which 
discount their accounts also enjoy a line of credit at a bank, 
and use the discount scheme as a means of liquidating their 


ye 2 > 
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bank loans as occasion requires. Concerns too small to 
secure a market for commercial paper may adopt the plan 
of discounting accounts receivable as an alternative plan. 

Contracts to discount accounts receivable will be found to 
vary as to details. Under the notification plan debtors of 
the company which discounts its accounts are notified of the 
assignment and that they are to pay directly to the discount 
company. However, the non-notification plan is more cus- 
tomary, whereby the customer pays to the company to which 
he has become indebted. This plan relieves the concern of 
the necessity of giving its customers any notice whatever, 
thus enabling it to avoid undesirable publicity. 

The usual charge for discounting accounts is “‘one-twenty- 
fifth of one per cent a day on the net face amount of receiv- 
ables, plus a charge of $5 per $1,000 on the first $100,000 
of receivables within any twelve successive months.” 

A contract employed by a commercial discount house is 
shown in Form 182. , 


18. Warehouse Receipts 


The following information relative to warehouse receipts 
is derived from The Merchandise Warehouse in Distribution, 
published in 1925 by the U. S. Department of Commerce. 
It contains thirty-three pages and may be secured from the 
Superintendent of Documents, Washington, D. C., for 
Io cents. 

There are six different kinds of warehouses: 

1. Merchandise. 


2. Household goods and furniture storage. 
3. Bonded warehouses (U. S. Customs and U. S. Internal 


Revenue, etc.) 
. Special commodity warehouses (cotton, tobacco, wool, etc.) 
. Cold storage, principally for perishable foods. 
Field warehouses. 

As a means of working capital financing the merchandise 
warehouse is of chief interest. It is used for storage of goods 
by the manufacturer or shipper until the retailer or distrib- 


nun 
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utor needs them to supply his customer; hence it is a service 
link between producer and consumer. 


Since the war the service which the public warehouse renders 
has been materially changed, so much so that the warehouseman 
today is really a distributor of merchandise, shipping it to jobbers 
and retailers in 1. c. 1. deliveries, rather than caring for the storage 
of large quantities of goods remaining in storage for two months 
or more. Before the war it was customary for warehousemen to 
receive large consignments of 50 or more carloads of one com- 
modity to be stored, from which deliveries throughout the re- 
mainder of the year would be made either by the owner or his 
broker. Since these consignments usually consisted of a very 
few varieties or assortments, use of storage facilities was possible 
at a minimum cost because of the space and handling necessary 
and because of lessened overhead expense. 

Today it is more frequently the case that only one carload of a 
single product is received by the warehouseman from each of a 
number of different shippers, representing as many different com- 
modities as there are cars, and in a number of cases many assort- 
ments in a single car. Instead of these car lots of goods being 
stored, frequently a portion of the load is wanted for delivery 
upon arrival and is ordered to be forwarded by the warehouseman 
to points in the city in which the warehouse is located; the re- 
mainder is placed in storage as spot stock, against which the 
owner or broker will draw to meet the demands of his customers. 

It is to the advantage of the jobber or retailer to keep his stock 
as low as practicable because of the resultant rapid capital turn- 
over. Since the retailers and jobbers do not carry large stocks of 
goods, purchasing merchandise more frequently and then buying 
only small quantities of any product, it has become necessary for 
the manufacturer to maintain sufficient stock of his merchandise 


at a central point for distribution in order to supply the needs 
of his trade. 


WHAT THE MERCHANDISE WAREHOUSE DOES 


In this process of distributing from producer to consumer the 
merchandise warehouse of today renders a service that has many 
advantages, and all of them tend to lessen the spread between 
producer’s and consumer’s prices by lessening the waste in time, 
in transportation costs, and in merchandise. 

1. The merchandise warehouse receives goods in carloads and 
distributes them in smaller quantities to jobbers or retailers, or 
reships in 1. c. 1]. amounts to nearby centers. 
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2. It enables the manufacturers to keep spot stocks for their 
customers, and this quick service from goods available on demand 
increases sales. 

3. It equalizes production by steadily absorbing the manufac- 
turers’ output while eliminating heavy investment in reserve 
storage space. 

4. It issues negotiable and non-negotiable receipts and, if de- 
sired, allows credit to be obtained on merchandise stored. 

5. It provides insurance and keeps fire risk at a minimum 
through separation of stocks stored and through maintenance of 
sprinkler systems. 

6. It reduces freight charges. Car lots are carried at a lower 
rate per hundred pounds than |. c. |. shipments, and the ware- 
house provides a center for breaking these carload shipments 
which is much nearer to the points of final distribution. Often 
the storage service can be paid for by the transportation charges 
saved. 

7. It saves time in transit, for car lots travel in through trains 
by direct routes. . 

8. It reduces loss and damage claims, because of resultant mini- 
mum handling in car-lot shipments. 

g. It provides recoopering, marking, and separation of varieties, 
and offers clerical services such as invoicing when reshipment 
occurs. 

10. It eliminates the necessity of providing large storage space 
at the point of origin, especially for seasonal commodities on 
which provisional space would be idle investment during the 
greater part of the year. 


CREDIT FACILITIES 


The manufacturer need not be embarrassed by having a large 
amount of capital tied up while his goods are awaiting consump- 
tion demand. After the goods are warehoused and a negotiable 
receipt is issued, arrangements can be made, either through banks 
in the warehouse district or at point of origin, and credit obtained 
upon surrender of the properly indorsed credit: instrument—a 
negotiable warehouse receipt. Thus not only does the manufac- 
turer succeed in availing himself of the advantages offered by 
carload shipments of his goods and obviate the necessity of heavy 
capital investment for storage facilities which would be used only 
a part of the year, but his production is so cared for that it can 
be evenly distributed throughout the year, resulting in a minimum 
production cost and at the same time insuring efficient and ready 
delivery when demand for his product occurs. 
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A warehouse, therefore, not only offers distributing service to 
the manufacturer of staple commodities in general demand 
throughout the year, but offers services especially desirable to the 
manufacturer of seasonal products. 


19. Use of Warehouse Receipts 


Whenever goods are placed in storage the warehouse company 
issues a Memorandum or receipt to the owner, on which is a com- 
plete description of the merchandise. The receipt also shows when 
the goods were received, the freight bill number and car number, 
any charges for coopering or weighing, any advances made for 
cartage or transportation, and the handling and storage rates. 

There are two kinds of warehouse receipts, negotiable and non- 
negotiable. If desired, the negotiable receipt may be used as 
collateral for credit, and frequently loans up to 70 per cent of the 
value of the commodity stored are granted. This is not unusual 
on staple goods. Especially on seasonal products are such loans 
important, for they permit the manufacturer to produce goods, 
ship them to a warehouse in a distributing center, and be relieved 
of the large capital tie-up by making use of the credit facilities 
offered and placing his negotiable receipt as collateral. 

Whether or not a receipt is negotiable is stamped across its 
face, and on the back of the negotiable instruments are the in- 
dorsement spaces. This is the only difference, generally, in the 
form of the two kinds of receipts. 


The negotiable warehouse receipt is an important instrument in 
credit transactions today. For any manufacturer or shipper who 
desires to avoid heavy capital investment which does not permit 
flexibility of use, it is a direct means of obtaining necessary work- 
ing capital based upon actual available output as the guaranty of 
payment. A warehouse company will frequently advance loans 
upon commodities stored. Such loans are rediscounted by the 
company at its bank. 

When goods are placed in a central distributing storage house 
prior and subject to order of various jobbers or retailers, the 
amount of money held out of use—dependent upon the value of 
the commodities stored—is generally a large sum. Short-time 
loans readily available upon presentation of proper documents 
immediately bring these goods into our credit structure, and per- 
mit the owner to eliminate any secular trend or large “peaks and 
valleys” in his costs of production and distribution. A manu- 
facturer of hats or gloves, for example, would find it costly to 
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attempt to produce his goods just when demand called for the 
product. By such production methods costs are at a maximum. 
If the manufacturer has an even production and during months 
of weak demand stores his goods, he need not bear the burden of 
capital tie-up; that is what banks are for, and the negotiable 
storage receipt is a good bona fide credit instrument. 

Many producers are taking advantage of the credit possibilities 
offered by the negotiable warehouse receipt. The use of this 
collateral paper, however, is not as widespread as the opportunities 
allow, and growth in the credit feature of warehouse services 
generally is to be expected. 


For form of non-negotiable warehouse receipt see Form 
183. 

The following is reproduced by permission from Ware- 
house Receipts as Collateral, published by American Ware- 
housemen’s Association, Pittsburgh, Pennsylvania. This 
pamphlet contains the full text of the Uniform Warehouse 
Receipts Act. 


20. Kinds of Warehouse Receipts 


A warehouse receipt is an acknowledgment of the warehouse- 
man that he has received on storage certain goods which will be 
delivered on demand, provided the terms of the receipt are com- 
plied with. 

The Uniform Warehouse Receipts Act specifies two distinct 
forms of warehouse receipt, negotiable and non-negotiable. Each 
form has a separate function. Whether it be of the negotiable 
or non-negotiable form, each warehouse receipt must, in accord- 
ance with the law, specify: 

(a) The location of the warehouse where the goods are stored. 

(6) The date of issue of the receipt. 

(c) The consecutive number of the receipt. 

(d) A statement whether the goods received will be delivered 
to the bearer, to a specified person, or to a specified person 
or his order. 

(e) The rate of storage charges. 

(f) A description of the goods or of the packages containing 
them. 

(g) The signature of the warehouseman, which may be made 
by his authorized agent. 

(h) If the receipt is issued for goods of which the warehouse- 
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man is owner, either solely or jointly or in common with 
others, the fact of such ownership, and 

(2) A statement of the amount of advances made and of liabili- 
ties incurred for which the warehouseman claims a lien. 
If the precise amount of such advances made or of such 
liabilities incurred is, at the time of the issue of the receipt, 
unknown to the warehouseman or to his agent who issues 
it, a statement of the fact that advances have been made 
or liabilities incurred and the purpose thereof is sufficient. 


The warehouseman, however, incurs liability for the omission 
of the foregoing on negotiable receipts only. 

The two forms of receipts differ in actual use chiefly as to the 
manner in which right of possession of the goods covered by the 
receipts may pass from one party to another, and the manner in 
which delivery of the goods can be effected. 


NEGOTIABLE WAREHOUSE RECEIPTS 


A negotiable receipt may pass from hand to hand merely by 
endorsement in much the same manner as any other negotiable 
instrument. Right of possession of the goods covered by a nego- 
tiable receipt follows the ownership and possession of the receipt. 
Lawful delivery of goods covered by a negotiable warehouse re- 
ceipt cannot be made without the surrender of the receipt properly 
’ endorsed. Care must be exercised by the holder of a negotiable 
receipt that it not be lost, misplaced or destroyed. 


Non-NEGOTIABLE RECEIPTS 


The surrender of a non-negotiable warehouse receipt is not re- 
quired by law. Delivery of goods covered by such a receipt, or 
transfer of the right to delivery on the books of the warehouseman, 
is accomplished through the written order of the party in whose 
name the goods are stored. Non-negotiable receipts must be so 
marked. Failure so to do may require the warehouseman to treat 
such receipts as negotiable. 


WAREHOUSEMAN’S LIEN 


The warehouseman’s lien for charges, advances, etc., may be 
enforced against all goods, whenever deposited, if stored under a 
non-negotiable receipt but the lien is specific under a negotiable 
receipt which must state charges for which the lien is claimed. 
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ADAPTABILITY OF THE NEGOTIABLE WAREHOUSE RECEIPT 


A negotiable warehouse receipt permits transfer of right of 
possession by mere endorsement. The negotiable receipt by 
reason of the ease of negotiation has certain distinct advantages 
which do not obtain in the case of non-negotiable receipts. A 
banker may, with reasonable safety, accept as collateral a duly 
endorsed negotiable receipt issued by a reputable warehouseman, 
provided he is satisfied with the endorsements and is sure that 
the goods are as represented. Care should, of course, be exer- 
cised to see that storage charges and other liens are fully paid 
through having receipted bills of the warehouseman filed with 
him monthly. In case the borrower desires to take delivery of a 
portion of the goods covered by a negotiable receipt it is necessary 
to either present the receipt to the warehouseman in order that 
there may be noted upon it the release of the quantity delivered, 
or surrender the original receipt and obtain a new one for the 
goods remaining undelivered. 


ADAPTABILITY OF THE NON-NEGOTIABLE RECEIPT 


When money is to be loaned on goods in storage and the 
banker obtains a non-negotiable receipt in his own name, the 
goods are under his sole control. In such a case the warehouse- 
man will not permit delivery, or even inspection, of the goods 
without the written authority of the banker.. In case the borrower 
is involved in litigation an attachment of the goods will not 
prevail as long as the receipt is in the name of the banker. The 
banker assumes no liability or diminution of security in the event 
of loss, misplacement or destruction of such a receipt, since the 
goods cannot be released without his written order. Partial de- 
liveries can be made merely on the written order of the banker. 
Most of the warehousemen of the country issue non-negotiable 
receipts in exchange for negotiable receipts, or transfer goods 
covered by a non-negotiable receipt to another party, without 
making a charge for the additional non-negotiable receipt required. 


RECOMMENDATION 


For collateral use the American Warehousemen’s Association 
recommends the non-negotiable warehouse receipt in the name of 
the banker as compared with the negotiable form. 


DELIVERY ORDERS 


In addition to the return of the negotiable receipt for complete 
delivery or endorsement of partial delivery, signed delivery orders 
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are required by the warehouseman regardless of the form of the 
warehouse receipt. Delivery orders do not require any particular 
form, but care should be taken to see that they specify to whom 
the goods are to be delivered, the location and description of the 
goods as stated in the receipt and the number of the receipt. The 
warehouseman is not obligated to deliver until his lien for storage 
and other charges is satisfied. 


TRANSFER ORDERS 


When the right of possession of goods covered by a warehouse 
receipt is to be transferred on the books of the warehouseman, a 
signed transfer order is required. Such orders differ from delivery 
orders only to the extent that they refer to the transfer, rather 
than the physical delivery, of the goods. Transfer orders should 
contain the same information as the delivery order, and, to be 
effective, all liens of the warehouseman must be satisfied. Fre- 
quently transfer orders are held for a considerable period by the 
party in whose favor they are made; to avoid liability for addi- 
tional charges, persons issuing transfer orders should state on 
the orders that all charges accruing subsequent to the date of the 
order are to be paid by the transferee. 


21. Uniform Warehouse Receipts Act 


Practically all of the states have enacted the Uniform 
Warehouse Receipts Act. In the following extract therefrom 
dealing with the form and negotiability of warehouse receipts 
the section numbers refer to the law as enacted in New York: 

§ go. Persons who may issue receipts. Warehouse receipts may 
be issued by any warehouseman. 

§ g1. Form of receipts. Warehouse receipts need not be in any 
particular form, but every such receipt must embody within its 
written or printed terms: 

(a) The location of the warehouse where the goods are stored, 

(6) The date of issue of the receipt, 

(c) The consecutive number of the receipt, 

(d) A statement whether the goods received will be delivered 
to the bearer, to a specified person, or to a specified person or 
his order, 

(e) The rate of storage charges, 

(f) A description of the goods or of the packages containing 
them, , 
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(g) The signature of the warehouseman, which may be made 
by his authorized agent, 

(h) If the receipt is issued for goods of which the warehouse- 
man is owner, either solely or jointly or in common with others, 
the fact of such ownership, and 

(i) A statement of the amount of advances made and of liabili- 
ties incurred for which the warehouseman claims a lien. If the 
precise amount of such advances made or of such liabilities in- 
curred is, at the time of the issue of the receipt, unknown to the 
warehouseman or to his agent who issues it, a statement of the 
fact that advances have been made or liabilities incurred and the 
purpose thereof is sufficient. 

A warehouseman shall be liable to any person injured thereby, 
for all damage caused by the omission from a negotiable receipt 
of any of the foregoing terms. 

A warehouseman may insert in a receipt, issued by him, any 
other terms and conditions, provided that such terms and con- 
ditions shall not: 

(a) Be contrary to the provisions of this article. 

(6) In any wise impair his obligation to exercise that degree 
of care in the safe-keeping of the goods intrusted to him which a 
reasonably careful man would exercise in regard to similar goods 
of his own. 

§ 92. Negotiable and non-negotiable receipts. A receipt in 
which it is stated that the goods received will be delivered to the 
depositor, or to any other specified person, is a non-negotiable 
receipt. 

A receipt in which it is stated that the goods received will be 
delivered to the bearer or to the order of any person named in 
such receipt is a negotiable receipt. No provision shall be in- 
serted in a negotiable receipt that it is non-negotiable. Such pro- 
vision, if inserted, shall be void. 

§ 93. Duplicate receipts must be so marked. When more than 
one negotiable receipt is issued for the same goods, the word 
“duplicate” shall be plainly placed upon the face of every such 
receipt, except the one first issued. A warehouseman shall be 
liable for all damage caused by his failure so to do to any one who 
purchased the subsequent receipt for value supposing it to be an 
original, even though the purchase be after the delivery of the 
goods by the warehouseman to the holder of the original receipt. 

§ 94. Failure to mark “not negotiable.” A non-negotiable re- 
ceipt shall have plainly placed upon its face by the warehouseman 
issuing it “non-negotiable,” or “not negotiable.” In case of the 
warehouseman’s failure so to do, a holder of the receipt who pur- 
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chased it for value supposing it to be negotiable may, at his 
option, treat such receipt as imposing upon the warehouseman 
the same liabilities he would have incurred had the receipt been 
negotiable. This section shall not apply, however, to letters, 
memoranda or written acknowledgments of an informal character. 

§ 98. Negotiable receipts must be canceled or marked when 
goods or part thereof are delivered. Except as provided in section 
one hundred and twenty-one, where a warehouseman delivers 
goods for which he had issued a negotiable receipt, the negotiation 
of which would transfer the right to the possession of the goods, 
and fails to take up and cancel the receipt, he shall be liable to 
any one who purchases for value in good faith such receipt, for 
failure to deliver the goods to him, whether such purchaser 
acquired title to the receipt before or after the delivery of the 
goods by the warehouseman. 

Except as provided in said section one hundred and twenty-one, 
where a warehouseman delivers part of the goods for which he had 
issued a negotiable receipt and fails either to take up and cancel 
such receipt, or to place plainly upon it a statement of what goods 
or packages have been delivered he shall be liable, to any one who 
purchases for value in good faith such receipt, for failure to de- 
liver all the goods specified in the receipt; whether such purchaser 
acquired title to the receipt before or after the delivery of any 
portion of the goods by the warehouseman. 

§ r11. Creditors’ remedies to reach negotiable receipts. A 
creditor whose debtor is the owner of a negotiable receipt shall 
be entitled to such aid from courts of appropriate jurisdiction, by 
injunction and otherwise, in attaching such receipt or in satisfying 
the claim by means thereof as is allowed at law or in equity, in 
regard to property which can not readily be attached or levied 
upon by ordinary legal process. 

§ 122. Negotiation of negotiable receipts by delivery and by 
indorsement. A negotiable receipt may be negotiated by delivery: 

(a) Where, by the terms of the receipts, the warehouseman 
undertakes to deliver the goods to the bearer, or 

(6) Where, by the terms of the receipt, the warehouseman 
undertakes to deliver the goods to the order of a specified person, 
and such person or a subsequent indorsee of the receipt has 
indorsed it in blank or to bearer. 

Where, by the terms of a negotiable receipt, the goods are 
deliverable to bearer or where a negotiable receipt has been in- 
dorsed in blank or to bearer, any holder may indorse the same to 
himself or to any other specified person, and in such case the 
receipt shall thereafter be negotiated only by the indorsement of 
such indorsee. 
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A negotiable receipt may be negotiated by the indorsement of 
the person to whose order the goods are, by the terms of the 
receipt, deliverable. Such indorsement may be in blank, to bearer 
or to a specified person. If indorsed to a specified person, it may 
be again negotiated by the indorsement of such person in blank, 
to bearer or to another specified person. Subsequent negotiation 
may be made in like manner. 

§ 131. When negotiation not impaired by fraud, mistake or 
duress. The validity of the negotiation of a receipt is not im- 
paired by the fact that such negotiation was a breach of duty on 
the part of the person making the negotiation, or by the fact that 
the owner of the receipt was induced by fraud, mistake or duress 
to intrust the possession or custody of the receipt to such person, 
if the person to whom the receipt was negotiated, or a person to 
whom the receipt was subsequently negotiated, paid value there- 
for, without notice of the breach of duty, or fraud, mistake or 
duress. 

§ 132. Subsequent negotiation. Where a person having sold, 
mortgaged or pledged goods which are in a warehouse and for 
which a negotiable receipt has been issued, or having sold, mort- 
gaged or pledged the negotiable receipt representing such goods, 
continues in possession of the negotiable receipt, the subsequent 
negotiation thereof by that person under any sale, or other dis- 
position thereof to any person receiving the same in good faith, for 
value and without notice of the previous sale, mortgage or pledge, 
shall have the same effect as if the first purchaser of the goods 
or receipt had expressly authorized the subsequent negotiation. 

§ 133. Negotiation defeats vendor’s lien. Where a negotiable 
receipt has been issued for goods, no seller’s lien or right of 
stoppage in transitu shall defeat the rights of any purchaser for 
value in good faith to whom such receipt has been negotiated, 
whether such negotiation be prior or subsequent to the notification 
to the warehouseman who issued such receipt of the seller’s claim 
to a lien or right of stoppage in transitu. Nor shall the warehouse- 
man be obliged to deliver or be justified in delivering the goods to 
an unpaid seller unless the receipt is first surrendered for can- 
cellation. 

§ 138. Delivery of goods without obtaining negotiable receipt. 
A warehouseman, or any officer, agent or servant of a warehouse- 
man who delivers goods out of the possession of such warehouse- 
man, knowing that a negotiable receipt the negotiation of which 
would transfer the right to the possession of such goods is out- 
standing and uncancelled, without obtaining the possession of such 
receipt at or before the time of such delivery, shall, except in the 
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cases provided for in sections one hundred and one hundred and 
twenty-one, be found guilty of a crime, and upon conviction shall 
be punished for each offense by imprisonment not exceeding one 
year, or by a fine not exceeding one thousand dollars, or by both. 

§ 139. Negotiation of receipt for mortgaged goods. Any person 
who deposits goods to which he has not title, or upon which there 
is a lien or mortgage, and who takes for such goods a negotiable 
receipt which he afterwards negotiates for value with intent to 
deceive and without disclosing his want of title or the existence 
of the lien or mortgage, shall be guilty of a crime, and upon con- 
viction shall be punished for each offense by imprisonment not 
exceeding one year, or by a fine not exceeding one thousand 
dollars, or by both. 


22. The Use of Credit to Finance Sales 


Most of the buying and selling which constitutes modern 
business is done on a credit basis. This is particularly true 
cf retail selling. So extensive has the time payment or in- 
stalment plan of selling become that the methods employed 
to finance these have been highly organized. Illustrative of 
this is the automobile sales business. Finance companies 
have been established whose sole business consists in taking 
over instalment contracts of retail dealers, thus making it 
possible for the retailer to operate on less capital than would 
otherwise be required. The finance companies themselves 
do not usually have sufficient capital to enable them to carry 
the contracts but in turn secure credit from banks using the 
contracts which they have purchased from the retailers as 
collateral. . . 

The same principle of credit extension is employed in 
other lines. Many kinds of commodities are sold on the in- 
stalment plan and in some cases the dealer is compelled to 
hypothecate his accounts or notes receivable to secure cash 
required to meet current demands. 

The details to be followed in securing the required pro- 
tection where goods are sold on the instalment plan differ 
in different states, so that the necessary arrangement may 
require a lease, a chattel mortgage, or a conditional sale. 

Finance companies, in case of the automobile business, 
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usually take their remuneration in the form of a fixed per- 
centage of the cash price of the automobile, the rate varying 
according to the number of instalments, the time over which 
they run, and the make and price of the car. 

The retailer, along with the lease, chattel mortgage, or 
conditional sale, takes the promissory note or notes of the 
purchaser. He assigns the lease, chattel mortgage, or condi- 
tional sale to the finance company and also turns over to the 
finance company the promissory notes properly endorsed. 


23. Form of Conditional Sale Contract of Dependent 
Finance Company 


Following (Form 184) is the form of conditional sales 
contract employed by dealers who discount their notes with 
the General Motors Acceptance Corporation in all states 
except Colorado, Louisiana, Michigan, Missouri, and Ohio. 
It is made out in triplicate, the original being sent to Gen- 
eral Motors Acceptance Corporation, the duplicate original 
being filed or recorded according to state law, and the tripli- 
cate original being delivered to the purchaser. On the 
reverse side of the duplicate original space is provided for 
noting time of filing or recording by the proper clerk, or 
other official, also for insertion of acknowledgment or affi- 
davit of notary public in states where required. The 
“Dealer’s Recommendation, Assignment and Guaranty” 
appears only on the original. 

On the reverse side of the original is the form for guaranty 
of payment of the deferred payments shown in Form 185. 


GUARANTY 


In consideration of the making of the within contract by the 
Dealer therein and/or the purchase thereof by General Motors 
Acceptance Corporation, the undersigned does hereby guarantee 
payment of all deferred payments as specified therein and cove- 
nants in default of payment of any instalment or performance of 
any requirement thereof by Purchaser to pay full amount remain- 
ing unpaid to General Motors Acceptance Corporation upon 
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demand. The liability of the undersigned shall not be affected by 
any indulgence, compromise, settlement, extension of credit, or 
variation of terms effected by or with the Purchaser or any other 
person interested. Notice of acceptance of this guarantee, notices 
of non-payment and non-performance, notices of amount of in- 
debtedness outstanding at any time, protests, demands, and 
prosecution of collection, foreclosure and possessory remedies, and 
the right to remove any legal action from the court originally 
acquiring jurisdiction, are hereby expressly waived. 
Witness: 


(Address) 
The purchaser’s statement required in connection with the 
General Motors Acceptance Corporation’s form. of condi- 
tional sale contract is shown in Form 185. 


24. Conditional Sale Contract of Independent Finance 
Company 


Following (Form 186) is the conditional sale contract of 
the Evanston, Illinois, Motor Acceptance Company. It is 
made out in duplicate, the original on white paper, the 
duplicate on pink paper. 


Form 186 
CONDITIONAL SALE CONTRACT 


The undersigned seller hereby agrees to sell, and the undersigned 
buyer hereby agrees to buy, subject to the terms and conditions 
hereinafter set forth, the following goods, delivery and acceptance 
of which is hereby acknowledged by buyer, viz: 

described as follows: 


Make of Automobile] Model No. |Serial No.|Motor No|Cylinders|Type of Body 
together with extra equipment as follows:.:..............0005. 
MOTE RO LOLAN IEICE Ol), ca7t vr) o ates iets sels ke vst ele es a nies Fd 
i adit A ROE Se A a OO UAES Bee ici ole allo eat Disa lesls alah chan) 


to be paid as follows: 
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Gash jon’ or before ‘deliveryos....% seme. aes (Sac. acess ) 
Pe aie 8 a is oes ep Le, cee Se (Sonoma eae ) 
ME OtaVOTOCIt slow v eis acs vial Re Oe ee (SL eae oe ) 
Deferred . Balance: of 5 «< savceieran oes CSisctaecinte eiarees ) 


which deferred balance the buyer agrees to pay at the office of EVANSTON 
MOTOR ACCEPTANCE COMPANY, 1829 Benson Avenue, Evanston, 
Illinois, (or at such other address as may be last designated in writing by 
said EVANSTON MOTOR ACCEPTANCE COMPANY), at the times and 
in the amounts set forth in the schedule of payments on the reverse side of 
this contract, which schedule of payments is incorporated herein and made a 
part hereof, together with interest on all of said payments not paid when 
due at the highest lawful contract rate until paid, and if this contract be 
placed with an attorney for collection, then, unless the same be in violation 
of any statute relating to usury or otherwise, an additional sum shall be paid 
by the buyer as attorney’s fees, equal to 15 per cent of the amount at such 
time due hereunder, or if such amount is in violation of any such statute, 
then as large an amount, if any, as shall by law be permitted. 

(1) The title to said goods shall not pass to the buyer until all amounts 
provided by this contract to be paid and any judgment therefor have been 
fully paid in cash and the buyer has fully kept and performed all the terms, 
conditions and covenants herein provided, and upon the prompt performance 
by the buyer of all the terms, provisions, covenants and conditions in this 
contract contained on the part of the buyer to be kept or performed, the 
seller upon written demand, will execute, acknowledge and deliver to the 
buyer a statement that the condition in this contract has been performed. 

(2) This contract may be assigned by the seller from time to time, and 
the legal holder of this contract from time to time shall be entitled to all of 
the rights of the seller hereunder. No waiver or extension of any payment, 
term, provision, covenant. or condition shall be considered as a payment or 
waiver of any default hereunder, nor be construed as a permanent waiver 
thereof. No transfer, renewal, extension or assignment of this contract or 
any interest hereunder, by the seller, voluntarily or involuntarily, or any loss, 
injury, destruction of or to the goods herein described, shall release the buyer 
from any obligation hereunder. 

(3) In the event the buyer defaults in making any payment at the re- 
spective times and in the manner herein specified, or in performing any term, 
condition or covenant herein provided to be performed by the buyer, or a 
proceeding in bankruptcy or insolvency be instituted by or against the buyer, 
or a receiver be appointed for the goods of the buyer, or the buyer makes an 
assignment for the benefit of creditors, then and in any such event the entire 
unpaid balance of the purchase price of said goods, and all further and 
additional amounts secured by this contract, shall, at the election of the 
seller, become and be immediately due and payable without notice or de- 
mand, and the buyer does hereby irrevocably constitute and appoint any 
attorney of any court of record of the state of the buyer’s residence, as set 
forth in this contract, attorney for the buyer and in the buyer’s name from 
time to time to waive the issuance of process and service thereof, to waive 
trial by jury, to confess judgment in favor of the seller, seller’s successors and 
assigns, for the amount then due under this contract (whether by lapse of 
time, by declaration or otherwise), together with costs of such proceedings 
and a sum as attorneys’ fees equal to fifteen (15%) per cent. of the amount 
then due under this contract, or if such amount of attorneys’ fees is in 
violation of any statute of the state where such action be brought, then as 
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large an amount, if any, as shall by law be permitted as attorneys’ fees, and 
for said purpose to file in said cause the buyer’s cognovit therewith, and to 
make an agreement in said cognovit or elsewhere, waiving and releasing all 
errors which may intervene in such proceedings and waiving and releasing 
all right of appeal and right to a writ of error, and consenting to immediate 
execution upon said judgment. The buyer hereby confirms all that said 
attorney may lawfully do by virtue hereof. 

(4) No warrants have been made by or on behalf of the seller, unless 
endorsed hereon in writing and signed by the seller. 

(5) The buyer shall keep said goods free from all taxes, liens and en- 
cumbrances, and from all charges for keep, repairs, storage, maintenance or 
accessories and upon the failure of the buyer so to do the seller may, at its 
election, make any payments which, in its absolute discretion, it may deem 
necessary or advisable to procure or keep said goods free of all taxes, liens 
and encumbrances and from all charges for keep, repairs, storage, main- 
tenance or accessories, and the sum or sums so paid by the seller, together 
with interest thereon at the highest lawful contract rate, shall be and become 
a part of the sum secured by this contract, and shall immediately, without 
demand, be due and be repaid by the buyer to the seller. Seller may insure 
said goods to properly protect buyer and seller for any valuation up to the 
sale price of said goods, less the depreciation thereof. The proceeds of any 
insurance, whether paid by reason of loss, injury, returned premiums or 
otherwise, shall be applied toward the replacement of the goods or the pay- 
ment of this obligation at the option of the seller. 

(6) The buyer will, at the buyer’s own expense, keep said goods in first 
class order, repair and running condition, and will, at the buyer’s own 
expense, replace any worn, broken or defective parts, and will allow the 
seller and its representatives free access to the goods at all times to inspect 
the same and to determine the condition thereof, and should the buyer fail 
to pay for any labor done or for any material or accessories, or worn or 
broken parts, that may be placed upon said goods, the seller may, at its 
election make such payment or payments, either before or after claim or 
lien is filed, and any sum or sums so paid by the seller, together with interest 
thereon at the highest lawful contract rate, shall be and become a part of the 
sum secured by the contract and shall immediately, without demand, be due 
and be repaid by the buyer to the seller. 

(7) The buyer assumes all responsibility and all liability arising from the 
use of said goods, either for negligence or otherwise, by whomsoever driven, 
and will promptly comply with all requirements and regulations, including 
the licensing of said goods, and does and will assume all the penalties by 
any law imposed, including the laws of the state and all subdivisions thereof, 
in which said goods may be or be operated and will indemnify and save 
harmless the seller from any and all loss or damage to persons or property 
caused by said goods or by the use and operation thereof to which the 
seller might possibly be subjected. 

(8) It is expressly understood and agreed that until all payments have 
been made, as in this contract provided, and all the terms, provisions, cove- 
nants and conditions herein contained on the part of the buyer to be kept 
or performed have been fully complied with and performed by the buyer, 
the buyer shall have no right, power or authority to sell, transfer, assign, 
mortgage, encumber or in any other manner whatsoever dispose of said 
goods, or any part thereof, or any interest therein, and the buyer hereby 
agrees that the buyer will not (voluntarily or involuntarily) sell, transfer, 
assign, mortgage, encumber or in any other manner whatsoever dispose of 
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said goods, or any part thereof, or any interest therein, and will at no time 
and under no circumstances, part with or surrender the possession of said 
goods, or any part thereof, and will not suffer or allow any of said goods 
by any means or under any circumstances to pass out of the buyer’s pos- 
session; and the buyer will keep said goods when not in use at No......... 
Street; in the City of... ..2. 002s - esses s snes State of..... Rear ROR withers 
unless the buyer shall secure the consent in writing of the seller (or if 
this contract be assigned by the seller, then of legal holder thereof) to a 
change in the place of storage or housing of said goods, and the buyer will 
not remove (or permit to be removed) said goods, or any part thereof 
from said City and State, and will not cause or permit any of said goods, 
or any part thereof, to be pledged, attached, used or held for any taxes, 
debts, claims or obligations of the buyer, and will not voluntarily or involun- 
tarily do, or suffer to be done, any of the acts herein in this paragraph 
prohibited. 


(9) Time is of the essence of this contract. The failure of the buyer to 
make any payment at the respective times and in the manner in this contract 
provided, or to perform any term, provision, covenant or condition pro- 
vided by this contract to be made or performed by the buyer, at the respec- 
tive times and in the manner in this contract provided, is expressly made a 
ground for the retaking of the goods or any part thereof, and upon the 
failure of the buyer at any time or times to make any payment at the 
respective times and in the manner in this contract provided, or to perform 
any term, provision, covenant or condition provided by this contract to be 
made or performed by the buyer at the respective times and in the manner 
as in this contract provided, or upon the abuse, misuse, or unlawful use of 
said goods or whenever the seller shall deem the goods insecure, the seller 
may without demand or notice (demand and notice being hereby waived) 
take immediate possession of all of said goods, or any part thereof, including 
any equipment, additions or accessories thereto, and the seller, its agents, 
attorneys and employes may enter upon the premises of the buyer, or the 
premises wherever said goods, or any part thereof, may be located, and 
remove said goods, or any part thereof, and the buyer will afford the seller 
every possible facility and means of assistance in such retaking, and said 
goods, or any part thereof, at the option of the seller, may be retained’ by 
the seller or resold as provided by law. All notices, including notice of the 
time and place of sale, are hereby waived by the buyer. The buyer agrees 
that upon the retaking of the goods, the seller may, at its option, retain all 
payments as liquidated damages for the non-fulfillment of this contract, for 
loss in value of the goods and for the use thereof. If said goods be resold 
the proceeds of the resale shall be applied (1) to the payment of the expenses 
of such resale, (2) to the payment of the expenses of retaking, keeping and 
storing the goods (including attorneys’ fees), (3) to the satisfaction of the 
balance due under this contract. Any sum remaining after the satisfaction 
and payment of such claim shall be paid to the buyer; in case of deficiency 
the buyer shall pay the same with interest at the highest lawful contract 
rate. It is expressly stipulated that upon the failure of the buyer to make 
any payment at the respective times and in the manner in this contract 
provided, or to perform any term, provision, covenant or condition provided 
by this contract to be made or performed by the buyer, at the respective 
times and in the manner as in this contract provided, the seller may, at its 
election (but shall in no event be obligated so to do) rescind this contract 
either as to all the goods or as to any part thereof. 


(10) Any notice provided by this contract, by any law or otherwise, ‘to 
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be given to the buyer, may be given by depositing the same in the United 
States registered mail in an envelope addressed to the buyer at the buyer’s 
business address or residence address as given in this contract and a notice 
so given and mailed shall for all purposes be conclusively deemed to have 
been given to and received by the buyer on the day the same was mailed. 

(11) The seller shall have the right to enforce one or more remedies 
hereunder, successively or concurrently, and such action shall not operate 
to stop or prevent the seller from pursuing any further remedy which it, may 
have hereunder, or by virtue.of any statute or rule of law and in the event 
suit be brought for the recovery of the purchase price of the goods the title 
to the goods shall, nevertheless, remain in the seller until the payments in 
full of the purchase price and all amounts due under this contract and any 
judgment therefor, and any repossession or retaking or sale of said goods, 
or any part thereof, pursuant to the terms hereof, or as provided by law, or 
the recovery of a judgment for the amount at any time due under this 
contract, shall not operate to release the buyer until full payment has been 
made to the seller in cash for all amounts due hereunder, and any judg- 
ment recovered therefor. The buyer hereby waives the right to remove any 
legal action from the court originally acquiring jurisdiction. Any provision 
of this contract prohibited by law shall be ineffective to the extent of such 
prohibition without invalidating the remaining provisions of this contract. 
The rights given the seller by this contract shall be in addition to all rights 
given the seller by virtue of any statute or rule of law. 

Executed in duplicate, one of which was delivered to and retained by the 
buyer (the receipt whereof is hereby acknowledged by the buyer), this..... 
GAY iO Le rearors tetanus: oid sess & TO2eerore 


Pee tracted Oe Ere RPI CHM Wate ccs: Aslebveheisibvefeneule (SEAL) 
(Purchaser) 4 
BISCO OKC ONO WALDO CRCRERC CROLL OTC RRC Rae RTE ae (SEAL) 
(Purchaser) ; 
san cin eats EER PRR tC he eg es ERE RETE ACER SH II Gs, ARE ne To ea A (SEAL) 
(Seller) 
BBY ectope ter ate coy eave suet oes aie ieee eNSehs Bienes oe one see ale 
President. 
NV ALENIS Staecin cee da iataye ne canis to aisiaretopeiatcus mpars Mu acstotn 6 s.« ars 
\W ISG BSD 4 £ Fs SSR RN DER Bae a COL aI OE ne er ee ee 


(Signatures of two witnesses) 


DEALER’S RECOMMENDATION AND ASSIGNMENT 
To EVANSTON MOTOR ACCEPTANCE COMPANY: 


To induce you to purchase the within contract, the undersigned submits 
an accompanying statement which the undersigned believes to be substan- 
tially true, unless otherwise hereinafter stated, and certifies that said contract 
arose from the sale of the goods described in said contract, and that the 
amount secured by said contract is not more than ........ % of the sale 
price of said goods, when and where delivered, warranting that the title to 
said goods was at the time of the sale and is now vested in the undersigned 
free of all liens and encumbrances and that the undersigned has the right 
to assign such title. 

For value received, the undersigned does hereby sell, assign and transfer to 
the EVANSTON MOTOR ACCEPTANCE COMPANY his, its or their 
right, title and interest in and to the within and foregoing contract and the 
goods covered thereby and authorizes said EVANSTON MOTOR AC- 
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CEPTANCE COMPANY to do every act and ag necessary to collect 
and discharge the same. 


ee ee ee 


er ) Coe errr er secre srerere er eseeseereeeseses 


(Witness to Seller’s Signature) 
Dated ss Aciks veidrenicce ice ereeiekiot errr: SEO 2 here 


CONDITIONAL SALE CONTRACT 


SM uaden! © athe Seen MIN OIS; doer ees s=192.< 

For value received...... promise to pay to the 

OPEL Ol Woe Sie wes oe See ees en eee 
(Seller) 

Sate ahest wrote wee aateloaiseretees Dollars"\(So.cee ee) 


at Office of Evanston Motor Acceptance Company, 


1829 Benson Ave., Evanston, Illinois, in install- 
Schedule of Payments | ments as follows, viz: 


eo | 


Dollars ($...... yom thew ye ceretere Gay 1OL 4 oa tercirs 


Months .After Date 192.., and remainder of payments as per schedule 
$ as hereon, until the entire sum is paid, together with 
eee tees veg interest thereon at the rate of seven per cent. per 
a ae Mp de 48h 2 mos. | annum after maturity until paid. 
And the undersigned and each of them hereby 
Bete tse ae 3 mos. | authorize irrevocable any attorney of any Court 
of Record to appear for the undersigned and each 
$e cece eee 4 0S. | or any of them in such Court in term time or 
San ae 5 mos vacation or at any time hereafter and confess a 
. a tak judgment without process in favor of the holder 
Son eee 6 mos. | hereof for the amount then due hereon, together 
with costs of suit and 10% attorney’s fees and to 
Diente oie eames 7 mos. | release and waive all errors that may intervene 
and consent to immediate execution thereon. 
Bove e cece eee 8 mos The endorsers and guarantors hereon hereby 
ee ee 9 mos severally waive presentment for payment, notice 
of non- -payment, protest, and notice of protest 
A ee i 1o mos. | and diligence in bringing suit against any party 
hereto, and consent that time of payment may be 
SRE RC ve Cue II mos. extended after maturity from time to time with- 
Spar cee out notice thereof. 


This note is given in conformity with the provi- 
sions of a conditional sale contract executed by 
the maker of this note on the date hereof. 

MAIL ADDRESS 


CeCe Ch BU mC OM On ROCHON Cir fitmCsro OO OAvO Gd oO 


: 9 eee 
eae 


WORKING CAPITAL FINANCING 409 


On the reverse side of the above contract is the form of 
assignment shown below. 


Form 186a 


For and in Consideration of______——S—S—S—C—CS ltrs 


to me in hand paid by the receipt whereof is hereby 


acknowledged, I do hereby transfer, assign and set over to the said___ 


his heirs, executors, administrators or assigns, all salary or wages and claims for salary or wages duc, and to be- | 
come due me from Cr from any other person or persons, firm, co- 
partnership, company, corporation, organization or official by whom I am now or may hereafter become em- 
ployed, at any time or times before the expiration of___months from the date hereof. 

Ido hereby constituce, irrevocably, che said a —"e hin hei, executors, admins 
FFALOFD OF assigns. My Attorney, IN my name, Co Cake all legal measures which may be proper oF necessary for the complere recovery and enjoyment of the claim 


hereby assigned, and | hereby authorize, empower and direct che sald CONE 


one by whom | may be employed as above, to pay the said demand and claim for wages or salary co the aid 
hig cxccutors, admintecretore or assigns, and hereby auchorize and empower him oF 
them to receipt for che same in my name. 


a 


4q 


uonsdns09 


o 
e 
fm! 
> 
a 
a 
5 
° 
a 
a 


(soquiay watz 30 ABO ‘19UM0) 
(22189q) 
StOUNTT] ‘uosuBAT 
‘oD aousidaoy IOIOW ud{sSUuBAT 


JO Japso ays 03 Awd asinooas ynoyit py 


25. Repossession, Damage to Car 


In case the purchaser of an automobile defaults the finance 
company takes possession of it, delivering it to the dealer 
who sold it, holding him responsible for prompt payment of 
the note. It is customary for the finance company to include 
in its charge the cost of collision insurance for the time the 
note runs, and in case of damage to the car in a collision the 
finance company deducts from the face of the note whatever 
insurance it is able to collect. 
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26. Adopting Time Payment Plan 


Many companies are loath to adopt the time payment plan 
of making sales but are compelled to do so because of the 
policy followed by competitors. In adopting the plan a con- 
cern may follow either of two policies, viz., (a@) employ a 
finance company, or (0) increase its working capital, thus 
enabling it to carry the notes given by its customers. This 
latter plan may be accomplished in various ways, such as 
borrowing from banks, using either the company’s own notes 
or discounting the notes of customers, or by issuing short- 
term bonds, or common or preferred stock. In taking re- 
course to finance companies all risk is shifted, but the retail 
price must be increased sufficiently to pay for the charges 
of such companies. 


27. Importance of Automobile Sales Financing 


In 1925, $3,900,000,000 was required to finance the whole- 
sale and retail credit on new and used cars, of which amount 
$1I,300,000,000 was in the form of cash loaned to dealers by 
finance companies and $2,600,000,000 measured consumers’ 
financing on the instalment plan. The financing of used cars 
required nearly one-half of this amount.’ 


28. The Automobile Finance Company 


The functions of the automobile finance company are, 
mainly, two, viz., to finance the dealer in his purchase of cars 
wholesale and to finance the consumer in his purchase of cars 
retail. In case of wholesale financing the finance company 
advances to the dealer about 90% of the cost of the cars; 
accepting the dealer’s promissory note secured by a direct 
lien on the cars. Insurance is carried on the cars to protect 
the finance company against fire, theft, and sometimes con- 
version. As the cars are sold the dealer pays off the notes, 
thus clearing the title on the cars. Manufacturers sometimes 


'See Automobile Industries, February 18, 1926. 
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endorse their dealers’ notes. Sometimes they extend the 
services of their own subsidiary finance company. 

In case of retail time sales the dealer negotiates the 
financing for the purchaser, the cost of financing being added 
to the price of the car. Usually one-third of the gross 
amount is paid down and the balance in twelve monthly pay- 
ments, but these terms sometimes vary. 

Automobile finance companies are organized in the usual 
way, the organizers retaining sufficient common stock to con- 
trol. The money received from sale of securities forms the 
funds with which they begin business. The management of 
such a company must work out instalment financing rate 
schedules and time payment contracts, as well as other tech- 
nical details. It may secure insurance against fire and theft 
from an independent insurance company or it may carry its 
own insurance risk. As soon as the company commences 
financing wholesale and retail purchases it uses its money to 
make payment for the cars, receiving in return promissory 
notes secured by a chattel mortgage or conditional sales con- 
tract. When its own available funds are thus exhausted the 
finance company arranges a loan at a bank, offering as 
security the secured notes received from dealers or retail 
buyers. Another plan is to issue collateral trust notes, the 
secured notes being assigned to a trustee as collateral. The 
collateral trust notes are issued to the extent of 75% or 85% 
of the face amount of the secured notes deposited as 
collateral. 

Concerning the relation of the finance company to the 
commercial banker, H. E. Wright, in his Financing of Auto- 
mobile Installment Sales, says:* 

A finance company is largely dependent on the commercial 
banker for a good portion of its working capital, and as the 
banker has many places to invest money, he is in a position 


where he can be relatively independent. For this reason, it is to 
the interest of the company to encourage the confidence and lib- 


1H. E. Wright, Financing of Automobile Installment Sales (Chicago, 
A. W. Shaw Company), pp. 21-22. 
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erality of the commercial banker, educating him to its needs and 
problems. The success of automobile financing in the past few 
years has placed the commercial banker in a receptive mood, and 
he has become more and more liberal in his loans to finance 
companies. Commercial bankers, as a class, recognize the high 
character and good security of the obligations of good finance 
companies and are glad to loan them money on fixed lines of 
credit and secured notes. A finance company account is profit- 
able to a commercial banker, because of the liquid character of 
its financial transactions, and he is therefore interested in secur- 
ing its patronage. On the other hand, the banker is prone to 
recognize the evils of installment credit and is determined not to 
be directly or indirectly responsible for the inflation of any 
individual credits in connection with automobile sales. His 
responsibility for public deposits makes his position on this point 
necessary. 


29. Various Plans of Automobile Financing 


Under the recourse plan the dealer insures the finance 
company against loss due to default or conversion on the part 
of the purchaser. 

Under the non-recourse plan the finance company dis- 
counts the dealer’s notes without any liability on the dealer’s 
part. The finance company in this instance must look to 
the buyer in case he defaults. Most of the small finance 
companies are of this type, although some large ones follow 
this plan. 

Under the repurchase agreement plan the dealer signs an 
agreement to repurchase the repossessed cars for the balance 
remaining unpaid. If the finance company is unable to re- 
possess the car it bears the loss, if any; whereas if the finance 
company is able to repossess the car the dealer bears the 
loss, if any. 

Under the General Motors Acceptance Corporation plan 
the repurchase agreement is coupled with a dealer reserve 
for losses. 


30. Credit Investigation 


Any concern which extends credit, especially where the 
instalment plan is employed, must protect itself by ascertain- 
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ing as much as possible concerning the credit risk of the 
persons or concerns to which it extends credit. In case of 
a non-recourse automobile finance company it assumes the 
entire risk, hence it should be particularly careful about the 
risks it assumes. 

The risk investigation extends to both dealers and con- 
sumers. The experience, character, financial status and 
general business record of the dealer require investigation. 
In case of the buyer, character of business, social standing, 
whether married or unmarried, past record, and other things 
require consideration. 


31. Financing Automobile Dealers 


When a dealer is unable to finance a shipment of automo- 
biles he goes to a finance company and establishes the neces- 
sary relationships, whereupon the finance company draws a 
check payable to the bank involved for 80% to 100% of 
the face of the draft, the dealer supplying any balance re- 
quired to make the total payment. Thus the finance com- 
pany secures the bill of lading and has title and possession 
of the automobiles. The dealer may secure possession in 
any one of several ways: 

1. Execute a trust receipt, agreeing to hold the automo- 
biles in trust for the finance company, with permission to sell 
same on condition that the proceeds from the sales, to the 
amount of the trust receipt, be given to the finance company. 
Under this plan the finance company retains title to the cars 
and may secure possession at any time, but the plan is not 
effective as against a bona fide purchaser without notice. 

2. Issue a warehouse receipt to the finance company for 
each car, the cars being taken to a bonded warehouse instead 
of being placed on the dealer’s floor for sale. The dealer 
secures possession only after paying the note for which the 
warehouse receipt serves as collateral. By this plan there 
is no possibility that the dealer may convert the machine to 
his own use. 
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3. Adopt the chattel mortgage arrangement, under which 
the finance company loans the dealer the funds required to 
pay the draft held by the bank, taking as security a chattel 
mortgage on the cars. 


One objection to the chattel mortgage is that to make it 
effective against third persons it must be recorded. This 
involves time and expense, and may be regarded by some 
dealers as a reflection on their credit. 


4. Employ the conditional sales plan, whereby the finance 
company secures title to the cars, then resells them to its 
dealer under security of a conditional sales contract which 
provides that title to the cars does not pass until the whole- 
sale price has been paid. As in case of the trust receipt, the 
conditional sales plan is not effective against a bona fide pur- 
chaser without notice. Guarantee Securities Corp. v. Eastern 
S.S.Co., 241 Mass. 120. 


32. Retail Finance Plan for Phonograph Company 


Companies selling phonographs are compelled by com- 
petitive conditions to sell on the instalment plan. If they do 
not have enough working capital to carry the instalment 
notes receivable given by customers until maturity, they may 
be compelled to discount these notes. In order to do so the 
concern desiring to discount its notes may be compelled to 
submit a statement of its financial condition and such other 
information as the finance company may demand. The 
contract shown in Form 187, on the opposite page, is such as 
might be used between retailer and consumer, and that shown 
in Form 188, on pages 416 to 418, such as might be used 
between the retailer and the finance company. Both forms 
are reproduced, by permission, from Fraser’s Problems in 
Finance.' 


‘Fraser, C. E., Problems in Finance (Chicago, A. W. Shaw Company) 
pp. 211 and 212-214. 
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Form 187 


RETAILER’S CONTRACT WITH CONSUMER 


ERLEss PHONOGRAPH COMPANY 
PHONOGRAPHS AND RECORDS 


Contracts Nom wait. e neces 

DEVIC Tag meee cee et eee 

Selling Price Sidings 

Amount Paid Sees ee 

Balance Owing ..... Gee eee 

MEY Meee aides © os chasers tates dhvsrt i. Dates ais spies 
IRECOIVOC MTOMIS. oc cicte sides 2 cides ee Sess e Sino (hereinafter called 


Name of dealer 
Company) one (1) Erless Phonograph, Serial No............. 
complete, for which I, the undersigned, agree to pay to said Com- 


pany or its assigns $........ in-band and ($2055.85 per month 
Cash payment Monthly payment 
as balance of purchase price for. ..:............ months on the 


No. of months 
day of each month and with interest thereon from date at the 
PALEHOL i ae she bot t Coes per cent per annum, payable monthly. 
Title and ownership to remain in above Company or assigns until 
all of said indebtedness is fully paid, at which time ownership 
shall pass to me. 

If I fail to make any of said monthly payments as above speci- 
fied, I agree to return the said phonograph to the Company or its 
assigns on demand, and at the option of you or your assigns all 
remaining installments may be declared immediately due and 
payable. I further agree to take good care of said phonograph 
and to be responsible for its loss by theft, fire, or other casualty 


ATICENO TACOLTEMOVEnltethOmMl” savers ac eiieue cae iactareiemraicie ae unless I 
No. street, city, state 


first obtain the written consent of said Company or its assigns. 

It is understood and agreed that no other agreement or guar- 
anty, verbal or written, express or implied, shall limit or qualify 
the terms of this contract. 


IACCEPLEG Pees ve nls es Pega wht! Sioned S «3.2... 


BS VrGR ey Ralaeiceie ee dh eace ae 8 os SalesmMane cin. Wawra. s. 
Dealer’s salesman sign here 
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Phonograph serial number must appear on all copies of contract. 

Purchaser and salesman must sign all copies in ink or indelible 
pencil. ~. 

This form is not for use in the States of Colorado, Illinois, 
Louisiana, Michigan, Missouri, Ohio, Pennsylvania, or Texas. 


Form 188 


CONTRACT OF ERLESS PHONOGRAPH COMPANY WITH 
REED FINANCIAL CORPORATION 


SCHEDULE OF DEFERRED PAPER SOLD TO 
REED FINANCIAL CORPORATION 


For value received I (we) hereby sell, assign, and deliver to 
Reed Financial Corporation and its assigns the Deferred Pay- 
ment “Paper” taken in the disposal of Merchandise manufac- 
tured by the Erless Phonograph Company (hereinafter referred 
to as the manufacturer) to purchasers listed on the reverse side 
hereof and do warrant and represent that each such document is 
genuine and that the unmatured installments are unpaid and not 
subject to any liens, offsets, or counter claims. 

I (we) agree until notice from you to the contrary to act as 
your agent in collecting the respective installments of such “Paper” 
and not to mingle the same with my (our) funds, but to keep the 
same separate and to remit to you the aggregate of all monthly 
installments due from purchasers in each month, as determined by 
one of the following three paragraphs: 

1. If this schedule is dated between the first day and the 
sixth day (both inclusive) of any month, the remittances 
shall be sent you on the last day of that month and each 
succeeding month thereafter. 

2. If this schedule is dated between the seventh and the 
twenty-second day (both inclusive) of any month, the remit- 
tances shall be sent you on the fifteenth day of each succeed- 
ing month thereafter. 

3. If this schedule is dated between the twenty-third day 
and the last day (both inclusive) of any month the remit- 
tances shall be sent you on the last day of each succeeding 
month thereafter. 

If any debtor in such “Paper” anticipates the amount due from 
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him, I (we) will immediately remit to you the full amount of such 
payments anticipated, and, if any Merchandise is returned by any 
debtor, I (we) will immediately report the same to you and 
repurchase from you the “Paper” covering such Merchandise at 
the amount of your remaining investment therein. 

I (we) guarantee that each installment due on said “Paper” 
will be paid at or before its maturity, but, if any installments are 
not paid by the debtors, I (we) agree to remit the same to you 
for account of the debtors. You and your assigns shall have the 
right to examine my (our) books and records relating to said 
“Paper” and the collections thereon at all reasonable times and 
you or anyone designated by you may place on any of said “Paper”’ 
the necessary assignment in our name should we omit to place it 
thereon. If I (we) fail to collect and (or) remit to you the pay- 
ments above provided for or upon any like “Paper’’ delivered to 
you under similar schedules, I (we) agree, on demand, to repur- 
chase from you all such “Paper” I (we) may have sold to you at 
the remaining amount of your investment therein and to reimburse 
you for any expenses or attorney’s fees in enforcing your rights 
under any of said “Paper.” 

You shall on your acceptance hereof as the purchase price pay 
that percentage of the unmatured installments of said “Paper” 
falling with acceptable maturity limits, less your discount as shown 
on the plan below, and any installments beyond said period shall 
be reassigned to us when all our agreements under this and any 
similar schedule shall have been performed. When all install- 
ments due thereon shall have been paid to you, provided no pro- 
vision of this or any like assignment and no other “Paper” you 
have acquired from me (us) is in default, you shall pay me (us) 
the remaining percentage of said “Paper” as compensation for our 
collection service and our guaranties above. 

I (we) agree to do all such things as may be required by the 
terms of any bond which you may cause to be executed to guar- 
antee any of my (our) warranties or promises herein contained, 
which bond shall be at your expense, and that the breach of any 
warranty or promise herein contained shall be held to be a breach 
of the warranties and promises contained in any like assignment 
executed to you. 

Reed Financial Corporation is hereby directed to pay proceeds 
of this schedule to the manufacturer to whom it is hereby assigned. 

Rees ORI ihe Nilo sues ase 0 8s ov 8 Scale le (Dealer) 


Cage GIO 0 WO) Obs ONC PONG CCE Oy CAM OMOCs SOC IONIC SU NEORr Sa er 
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Each monthly remittance must be equal to the total sum of all 
payments due for the same month on the accompanying “Paper.” 

Each schedule may cover all like maturities; thus, eight-months’ 
“Paper” may go on one schedule, ten- months” “Paper” on another 
schedule, and so forth. 

Each customer’s contract must be endorsed on back by Dealer 
and if Dealer is Corporation, by proper officer. 
At time of acquiring “Paper,” Reed Financial Corporation will 


pay 


Discount 
83 1/3 % of paper maturing in 12 equal monthly payments, less 64% 
81 9/11% “ II 64% 
80% “c “ “ “ Io “ “ “ “ 54% 
77 4/9 % “ “ “ “ 9 iz9 “ “ a ag 
87 1/2 % “ “ “ “ 8 “ “ “cc “ 4% 
85 yi % “ “ “ “ 4 ““c “ “cc 4“ 4% 
83 1/3 % “ “ “ “ 6 “cc “ “ “ 3% 


Balance is paid dealer as specified above. 
Dealer retains all interest paid by customer. 


33. Finance Company vs. Bank 


A company about to make an extensive purchase which 
may be paid for on the instalment plan or liquidated at once 
by securing a loan at its bank is confronted with the ques- 
tion, which is the desirable plan to follow? Of course the 
working capital position of some companies is so favorable 
that neither plan need be resorted to except under unusual 
circumstances. It is evident that a company engaged in sell- 
ing automobiles retail will ordinarily make use of the service 
of a finance company because of the convenience afforded by 
this highly developed business. In other lines, however, the 
advantages are not so obvious. The pros and cons of this 
problem are adequately discussed by Fraser in Problems in 
Finance, pages 219-220, where he is considering the financ- 
ing of installations of sprinkler systems. He states that 
many customers who at first are inclined to regard borrowing 
through banks or in the open market as preferable to having 
recourse to a finance company because of the apparent lower 
interest rate charged, find upon investigation that there are 
certain adverse factors in this plan, viz., that the primary 
interest cost is not the only charge, that if the loan is made 
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at a bank a minimum deposit of 20% of the loan must be : 
carried at the bank thus increasing the charge by 25% to 
50%, that the bank may require extensive audits to be made 
of the company’s records, that legal assistance may be needed 
in connection with the making of the contract. On the other 
hand, finance companies bear all expenses in connection with 
the loan, so that it may be found that it does not greatly 
exceed the cost of procuring a bank loan. 


34. Open Market Financing 


Notes are sometimes sold on the open market. In such 
case it may be necessary to have such notes registered by a 
bank, also to make them payable at a bank. For this 
service a charge must be paid. 


35. The Subsidiary Finance Company 


By a subsidiary finance company is meant one controlled 
by the company which makes the sale. An illustration is the 
General Motors Acceptance Corporation. No doubt there 
are some advantages in this close relationship between selling 
and finance companies. The officers of the finance company 
understand fully the problems of the parent company and 
are usually in a position to exercise greater discretion in case 
of failure of the purchaser to meet his payments promptly 
than would be the case with the officers of an independent 
finance company. Likewise, any adjustments necessitated 
by poor workmanship could be made more readily. 


36. Financing Finance Companies 


Since finance companies do not usually possess sufficient 
capital to carry the notes of consumers to maturity, they are 
compelled to discount them at a bank. Before a bank will 
undertake the discounting of the notes of a finance company 
it must be satisfied as to the integrity of its management, of 
its financial standing, and of the capacity of the officers. 
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Satisfied as to these points, the bank will arrange to extend a 
line of credit secured by the instalment notes or contracts of 
the purchasers, the amount loaned amounting to possibly a 
maximum of 80% of the face value of the notes hypoth- 
ecated. The bank may also require the finance company to 
keep a deposit balance averaging 20% or so of the amount 
loaned, also that the finance company free itself from debt 
to the bank for a certain number of days each year. On 
deposits left with the bank interest may or may not be 
allowed, probably not. The bank may also reserve the right 
to examine all notes presented as collateral and to reject any 
that are unsatisfactory. The bank may also agree to extend 
the line of credit after having had satisfactory results with 
the amount first granted. It may insist on proper diversifi- 
cation of customers’ notes and require that they do not run 
beyond a certain period. 


37. Relation of Finance Company to Dealer 


Finance companies do not lend -money on commodities; on 
the contrary, the financing of instalment paper consists in 
buying the consumers’ obligations from the dealers who sell 
the commodities. The finance company deals with the 
dealer, not with the consumer. To establish relationships 
with a finance company the dealer submits a financial state- 
ment, references, etc., in about the same way he would if he 
were to try to secure a loan at a bank. Hence the dealer’s 
credit is a matter of first importance. After the proper busi- 
ness relationship has been established, usually in form of a 
binding contract, the finance company gives the dealer a rate 
chart. The dealer, when he makes a sale, adds the appro- 
priate finance charge as set forth in the rate chart, which 
usually includes insurance, to the unpaid balance owing on 
the article sold, and then secures from the buyer a note and 
a contract (usually in form of a conditional sale) for the 
total amount. 

The dealer now transmits these papers to the finance com- 
pany for its acceptance, and the latter remits the proceeds 
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to the dealer, so that the dealer is in effect selling goods for 
cash. The work done for the dealer by the finance company 
is thus explained by C. A. H. Narlian writing in the Journal 
of Accountancy, February, 1928, page 86: 


(1) Promptly providing funds with which to finance the sales 
of the dealer up to certain limits, which are naturally 
based upon the financial strength, etc., of the individual 
dealer. This obviates the necessity of the dealer con- 
stantly having to raise money by means of loans from 
his bank. 

(2) Passing upon the credit of the purchaser both as to his 
ability and willingness to pay. In this respect the same 
fundamental banking principles which apply to sound 
credits are vitally necessary. 

(3) After the credit has been passed and the paper pur- 
chased, it is incumbent upon the finance company to 
keep the purchaser notified as to the recurring future 
payments that are to be made and to effect collection 
thereof, at the same time using every endeavor to main- 
tain the goodwill of the purchaser throughout the period 
of their dealings with each other, to the end that he may 
again be ready to do business with the dealer at a later 
date. 


‘38. Three Plans of Instalment Financing 


A finance company may proceed to finance dealers on one 
of three possible plans, viz: 


1. Without recourse 

2. Endorsement by dealer 

3. Repurchase agreement 

1. Under the plan of financing without recourse the dealer 
is relieved of all liability on the transaction, except as to the 
validity of the paper. The dealer has no contingent liability 
on such paper. The contract required by the Evanston 
Motor Acceptance Company, Form 186, is of this character. 

2. If the dealer endorses the paper he becomes fully liable 
for the unpaid balance. See General Motors Acceptance 
Corporation’s requirements shown in Form 184. In this case 
the dealer has a contingent liability which should be shown 
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on his balance sheet, preferably by showing it as a liability 
item under Notes Receivable Discounted. Sometimes when 
this plan is followed a guaranty by some person or persons 
of financial responsibility is required. See General Motors 
Acceptance Corporation’s form of guaranty, page 402. 

3. Under the repurchase agreement plan the dealer agrees 
that in case of repossession of the article by the finance com- 
pany he will accept delivery of same. Usually, in case of 
damage to the car through collision the agreement provides 
that the finance company shall make allowance to the dealer 
for the damage. Whether it is necessary for the dealer to 
show a contingent liability on his balance sheet has been 
questioned. See Journal of Accountancy, February, 1928, 
page 87, and March, 1928, pages 197-200. The weight of 
accounting opinion is in favor of showing the contingent 
liability arising out of such repurchase agreements. 

In connection with the above reference to contingent 
liabilities may be noted the provisions contained in ‘Ap- 
proved Methods for the Preparation of Balance Sheet 
Statements,” published in the Federal Reserve Bulletin, 
April, 1917: 

It is not enough that a balance sheet shows what must be paid; 
it should set forth with as much particularity as possible what 
may have to be paid. It is the duty of an auditor who makes a 
balance sheet audit to discover and report upon liabilities of 
every description, not only liquidated debts but possible debts. 
The following are the usual forms under which contingent liabili- 
ties will be found: 

Indorsements 

Guaranties 

Unfilled contracts 


When notes receivable are discounted by banks the company 
has a liability therefor which should appear on the balance sheet. 
Lists of discounted notes not matured at the date of the audit 
should be obtained from the banks as verification and their totals 
entered under 20a, if the cash therefor is shown as an asset. 

Inquiry must be made as to whether any of the accounts receiv- 
able have been hypothecated or assigned and the sum total of 
accounts so listed entered under 2ob. 
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The references to 20a and 2ob refer to sub-classifications 
on the liability side of the balance sheet contained in the 
Federal Reserve Bulletin. These are as follows: 

20a—Notes receivable discounted or sold with indorsement or 

guaranty (contra). 

2ob—Customers’ accounts discounted or assigned (contra). 


In case the management does not care to show such con- 
tingent liabilities on the face of the balance sheet a footnote 
appended to the balance sheet should be used to explain it. 

The custom of securing the dealer’s endorsement is not as 
popular as formerly, having been replaced to a large extent 
by the non-recourse plan or by the repurchase agreement 
plan. 


39. Rules to be Followed 


If the article sold depreciates rapidly, as is the case with 
many articles sold on the instalment plan, it is necessary that 
certain rules be followed to accomplish sound financing of 
such sales and to protect not only the working capital position 
of finance company and dealer but to guarantee them against 
insolvency as well. The down payment must be adequate to 
protect the finance company in case repossession becomes 
necessary and it should be enough to provide an incentive 
for the purchaser to continue his payments. The payments 
should not extend over too long a period of time. The unpaid 
balance should be reduced more rapidly than the article 
depreciates. Before a sale is made on the instalment plan 
the dealer should ascertain that the purchaser may be ex- 
pected to be able to pay up. The character of the buyer 
should be such as to serve as a guarantee of payment. In 
case of used automobiles, excessive prices should not be 
charged. The article sold should be insured for an amount 
and for a period of time necessary to protect the finance 
company. Finance companies which operate on a national 
scale are less likely to be injured by local depressions than 
are those which operate over restricted areas. The stock in 
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trade of finance companies consists of notes receivable, these 
being the principal asset on their balance sheets. Hence the 
need of applying rules essential to the maintenance of a 
sound portfolio of such notes. 


40. Finance Company Accounting 


Most of the detailed accounting of finance companies con- 
cerns the record of the purchase whose note the company has 
accepted. According to C. A. H. Narlian, the account with 
each individual, in case of automobile finance companies, is 
usually kept on a card containing such information as the 
following: 


. File number 

. Purchaser’s name and address 

. Dealer’s name and address 

Date of contract 

. Total selling price of car 

Amount of the note 

. Number of monthly instalments 

. Amount of each instalment 

. Day of month upon which instalment is payable 
. The plan under which it is sold 

. The make of car 

. Serial number 

. Motor number 

. Year and model 

. Accounting control in which it is contained 
. Grade of credit risk 

. Insurance certificate issued thereon 

. Amount of insurance 

. Service and finance charges 

. Reserve withheld from dealer 


eC oes ee oe eet 
OD MIANBWBNH OO ON AURW DN H 


Automobile finance companies, to protect themselves 
against duplicate financing of the same car, maintain an 
association which checks over each contract. 

Among matters requiring special attention in finance com- 
pany accounting are deferred income and the making of 
adequate allowance for credit losses. The income of a finance 
company, like that of a concern selling on the instalment 
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plan, must be deferred on some suitable plan so that each 
period will show its due amount of income. The plan which 
appears to be supported by most conservative authorities is 
to spread the income over the life of the paper held. It also 
appears proper to deduct from the amount representing the 
excess of the face of the notes over what is paid for them 
certain costs, viz., (@) insurance premiums, reserves for 
credit losses, and costs of acquiring the paper. The spread- 
ing of the balance as deferred income may then be made, 
each month’s proportionate share thereof being taken up as 
realized income. 

To meet losses in the form of uncollectible notes receivable 
adequate reserves must be set up out of gross income. What 
is adequate only experience will show. 

It is particularly important that the notes receivable record 

be kept up to date. This record should show, (a) the face 
value of the note, (6) the amount due the dealer, (c) the 
discount and service charges, (d) the insurance, (e) the 
insurance commissions, and (f) any other information essen- 
tial to an understanding of the worth of the paper. Postings 
should be made therefrom to a general ledger monthly. Col- 
lections are usually posted on bookkeeping machines, the 
postings sometimes being made simultaneously to bookkeep- 
ing and collection cards. 
_ Controlling accounts should be kept in the general ledger 
for the various kinds of notes purchased, as, retail, whole- 
sale, etc., and these may in turn be divided into groups, as 
recourse and non-recourse, interest bearing and non-interest 
bearing, etc. 

If a finance company borrows at a bank using notes re- 
ceivable as collateral an item of notes payable arises. The 
notes thus given as collateral are signed by an officer of the 
investment company and certified by the trustee. 

An excerpt from a standard form of trust deed is here 
reproduced: 


The trustee shall not certify and deliver any notes here- 
under, unless at the time of such certification and delivery the trust 
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property subject to this indenture should consist of, or include, 
unmatured purchase money obligations for the payment of 
principal amounting in the aggregate to 110% of the aggregate 
principal amount of all the notes outstanding (including those 
of the time so to be certified and delivered) and remaining 
after deducting from the aggregate principal amount of all 
notes the amount of any moneys then included in the trust 


property.+ 

This means that to borrow $100 security equal to $110 
must be deposited with the trustee. Sometimes the amount 
of collateral required is greater in proportion to the amount 
loaned.” 


41. Services of Factors 


A factor is a person or firm which buys and sells on a 
commission. Frequently a factor agrees to advance funds 
on goods consigned to him for sale, thus helping to finance 
the manufacturer or producer. Sometimes the factor guar- 
antees the accounts of those to whom he sells, and he may 
also agree to bill and collect. An illustration of an industry 
which has always marketed its products through commission 
merchants is the New England cotton and woolen industry. 


These merchants were frequently importers and becoming 
thus acquainted with the styles, took over the work of 
preparing the styles for the mills. They became part owners 
in the mills, endorsed the mill paper at banks, and developed 
the well-known dry goods commission house. Instead of 
endorsing mill paper, some made cash advances on consign- 
ment. Some guaranteed customers’ accounts, discounting 
the sales. Some limited their assistance to the mills to 
giving credit advice and thus they assumed no responsibility 
for accounts beyond that of undertaking the work of 
collection. 


1 Journal of Accountancy, July, 1927, page 28. 


? For a detailed discussion of deferred income as applied to finance com- 
panies, also of monthly and cumulative spread, see article by R. C. Brown, 
Journal of Accountancy, July, 1927, pp. 29-35. 
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In recent years there has evolved from the commission 
house a textile banker, which first took the form of a com- 
mission house “annex.” The textile banker maintains no 
selling force or show rooms, its duty being to supply 
financial services of the commission house to mills and 
agents. This service differs under different circumstances. 
Usually it consists in a guaranty of credit and the discount- 
ing of customers’ notes. To accomplish this safely the 
factor maintains a credit office which passes on the credit 
of customers before orders are sent to the mills. Thus the 
factor fixes the lines of credit in advance, a function some- 
what rare among credit men. Next, the factor makes cash 
advances on the mill’s merchandise when it is consigned to 
the factor, the factor taking a prior lien thereon. The 
advances are made up to an agreed upon percentage of the 
value of the goods. Liens on personal property being legal 
only when the lender has possession, the mill either ships the 
goods to the factor or his warehouse, or to a finisher in the 
name of the factor, or to some other place where the factor’s 
possession of the goods may be established. 

So popular has this method of financing textile manufac- 
ture become that it has been estimated that 80% of the total 
is being thus financed. The factor can perform these serv- 
ices more cheaply than the manufacturer can undertake them 
himself. The factor secures a far wider distribution of credit 
risk than could the mill and his experience makes him a 
specialist in the field. 

The factor secures the repayment of money loaned to the 
mill when he sells the goods. He charges the mill 6% in- 
terest, which is a helpful rate, especially in times of tight 
money.' 

A not unusual agreement would be for the factor to 
advance money up to two-thirds the value of the goods 
consigned, and a reasonable rate of commission might be 
214% on sales for factoring services and 6% for selling 


1 New York Journal of Commerce, October 2, 1922. Also Bulletin of 
Robert Morris Associates, January, 1925. 
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services. (See Fraser, C. E.: Problems in Finance, page 
226.) Naturally these percentages will vary according to 
circumstances. 


Form 189 


Promissory NOTE 


(Date) eee eee cocceceveeclQ.n. 
Dalene ta 5 cals ok Hine arate 
ea ee days after date the..............Company promises 
to pay to the order of............ the’sum’of::. 725 f2n< dollars, 
with interest at the rate of....... % per annum from date hereof 
until paid, for value received. 
Payable'at the). v.(sk.0.ie08 Bank Thess Socce eend Company 
Ol ae vce pegs hig seg Ota ce By Os oss hence eee eae 
"(title of officer) 


Note: If a note is to be made payable on demand, the words 
“on demand” should be used to begin the body of the note. 


ForM 190 


Promissory NOTE WITH CONFESSION OF JUDGMENT 


ie 9 
bs fay te the aides off 


nfs dake, f~* wakes tecerved, _ fatomnude 


Dollars, 
sects entercsl 
ata. fer conle fet annem afte 
Te eisiews es ene tee amount hereby authorise, irrevocably, aay a sierxey of any Court of 
(o term time or © y time hereafter, a: ‘ond confess judgment, without process, {no 


aopald thereon, fee a inate 6 dollars attorney's fees, and to Lovee 
oud consent to immediate execotios upos such Judgment, hereby retifying end confirmiag all 
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Note PAYABLE TO CORPORATION 


Gate) eave ee te ae ae ee 19 
For value received..........-. after date I promise to pay to 
theorder Of 3-00). s2.¢ se: Company the sum of........ dollars with 
interest from date hereof until paid at the rate of 6% per annum. 
Payable at thevits 03 sie Bank 
Occ sicieiers- dele Mare oreicacs ticles 
Form 192 
DRAFT 
CD Ate) a acute ee cen 19 
“At sight: (ores foie i days after date) pay to the order of 
PRON hehare iad inl eciavolasa, 0.4%: ofS tors the sum jofe =o. s. 53. -sdollars, 
CL OUD iat Sa Mtagerslalten evetatera Company 
| SN SS MANE, ie BRS, Saar RARER rae aT 
(President) 
Owes uinls ciate ch ei cee bse ois’ 
ForM 193 


ENDORSEMENT IN BLANK 


ee nna os eh alae ere Nan os 
(Signature of properly authorized officer) 


ForM 194 
RESTRICTIVE ENDORSEMENT 
Pay st LHe GEer OE cars os e<iarss oy vise onl one 
Bae eee ote wie staotaingeta eile sie Pes es Company 
Bar eptters wscuocehdieteie oaheP lel alia! bdo eta «toe 


(Signature of properly authorized officer) 
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FORM 195 
ENDORSEMENT WITHOUT RECOURSE 


Pay to the order-of setae ee ee eee 
Without Recourse 


The fe secksredcarate eee see oe tia eee Company 


BY sed SR OINE ty ia wee er chee ener 
(Signature of properly authorized officer) 


ForM 196 
ENDORSEMENT FOR COLLECTION 
Pay to thes: Sec tie es ote Bank for Collection 
file rakes rot eas oticl omc Company 
By? os si< < Ui ANN eel oecalote tar ree 


(Signature of properly authorized officer) 


ForM 197 
ENDORSEMENT WAIVING PROTEST 


Waiving Protest 


(Signature of properly authorized officer) 


Form 198 
RESTRICTIVE ENDORSEMENT 
Payto. ica vein ee Only 
TUDES <5. ))5. oa ee Company 
BY. 6 occ 6, oi .0: Span 


(Signature of properly authorized officer) 
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COLLATERAL NOTE WITH PowER OF ATTORNEY 


&. 19 
fter date, for 


Value Received, reise to Pay 
to the Order of. 


the sism Ofer See ee ae EE ee DOLEARS! 


at with interest at the rate 
of per cent per annum after. having deposited 
ULC Skid eee ee ee as collateral “security; 


——eeeeeEeeEE_which_ hereby give the said 
a SSSFSFSSsSFSFfaprent or assignee, authority to sell, or 
any part thereof, on the maturity of this Note, or at any time thereafter, or before, in the event of said securi- 
ties depreciating in value, in the opinion of said 
at public or private sale, at the discretion of said 
or. assignee, without advertising the same, or demanding payment, or giving. any 
notice and to apply so much of the proceeds thereof to the payment of this Note as may be necessary to pay 
the same, with all interest due thereon, and also to the payment of all expenses attending the sale of the said 
including attorney's fees; and, in case the proceeds of the sale of the 
said_________________shall not cover the principal, interest, and expenses, ________promise 
to pay the deficiency forthwith, after such sale. 


——E——————E 


Know all Men by these Presents, THat the Subseriber—, Justly indebted to 

upon the above written P-omissory Note, 

bearing even date herewith, for the sum of. Dollars, 

with interest at the rate of. per cent per annum after———_______ and due 
after date. 

Now, therefore, in Consideration of the Premises, do hereby make, constitute, and appoint 

or any Attorney of any Court of Record, to be true 

and lawful Attorney, irrevocably, for. .and in name—., place, and stead, to appear in any Court of Record, in term 

time or in vacation, in any of the States or Territories of the United States, or elsewliere, at any time after said Note becomes 


due, to waive the service of process, and confess a judgment in favor of the said. 
or—________ assigns or assignees, upon the 
said Note, for the amount thereof, and interest thereon to the day of the entry of the said judgment, together with coste, and 
dollars, Attorney's fees; and also to file a cognovit for the amount thereof, with 
an agreement therein, that no writ of error of appeal shall be prosecuted upon the judgment entered by virtue hereof, nar 
any bill in equity filed to interfere, in any manner, with the operation of said judgment, and to release all errors that may 
Intervene in the entering up of said judgment, or issuing the execution thereon; and, also, to waive all benefit or advantage 
to which__________ may be entitled by virtue of any Homestead or other Exemption Law, now or thereafter in force, in 
this or any State or Territory, where judgment may be entered by virtue hereof; hereby ratifying and confirming all that 
————-—said Attorney may do by virtue hereof. 
Witness, hand—— and seal——, thie ——_ dey of 


&D.19.- 
11 PRESENCE OF 


ES 
eee eS ee 
———_______$% 
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APPLICATION FOR LOAN 


Ee 


You are hereby authorized to negotiate for me a loan of $. 


poyable in____ years, to bear interest al___._.____ per cent., payable semi-annually, evidenced 
by principal and interest notes (iudgment form if desired), payable at your office, or place appointed by lender, and 
sectired by a first mortgage or rust deed (of your or the lender’s usual form), on the following real estate: 


known os No.———___street Sronting___ between 
ache tease aaa eee ea eee ORE: Improvements are: 


Number of rooms_________.__ Occupied as. 
Heated by. 
Sizéch buildin a a 


Built in 1 ___, Rental value? §. 

Street poved?_ Wazer?. 

Cash Value of land? - : : 

Cosh value of improvements? S98 <s : 
Total cash value, + 

Mortgage or liens now on property? 

Record Hie of bentes Gia = A ee eee 

‘Name of wife, or . , 

T agree to furnish a complete satisfactory abstract, or title guaranty policy (at your option), covering and 
showing said loan to be a first record lien, and authorize you to keep said improvements insured during the loan, 
Sor not less than $____.____________with loss payable to trustee or mortgagee. Abstracts, guaranty and 
insurance policies to be held as collateral to said loan, or kept by you until loan is paid, 

Applicant's business? 
References?. 


In consideration of my application’ of this date to. Sor the 
negotiation of a loan of $. ‘ » I agree to pay all expenses or advances made or incurred 
Sor abstracts, guaranty policy, recording, insurance, taxes or otherwise thereunder, and to pay them as commission 

per cent, on said amount, and $__________as attorney's fees for examination of 
abstracts, all which amounts may be deducted from any loan obtained, if not previously paid by me. 


| BY CY ies co aie eee —_— 
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APPLICATION FOR LOAN (SHORT TERM) 


nA ee LS 
To, 


You are hereby authorized to negotiate a loan of _.—>_ 


——  _________Dollars for__t______years from date with semi-annual interest at the 

rate of _____per cent. per annum, to be secured by first trust deed, form to suit lender, on the follow- 

ing described real estate: 

Street Number. front 

Gx a and eS ee Tt 

Vite See Se eee ee ee 
Ca built years ago. 

Value of Ground, $_________ Valle of Building, $____LL_____ Total Value, $. 

Rental Value, $________per month. 

I agree to furnish a complete merchantable abstract of title or guaranty policy (at your option) 
showing such trust deed to be a first lien on said premises____PJJPJ@J_@{_PEP 
and to pay $________as commission for negotiating loan, and to pay all expenses of such loan including 
tecording'and a reasonable attorney’s fee. 

I agree to allow you to place all insurance on the herein described premises during the continuance 
of the loan herein applied for. 

Mortgages'atipresent.on the premises ito he paid: 
Remarks: 


Wiles name 39. ee Signature: 
Husband's nanie,is 3 an tee Adress? 
Occupation: 
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Couron NOTE 


Se re ae a Ee 


Due to the Order of. : 
Dollars, 


OTT Cee eB | nh gy) ofa AAG a Withoul: 


grace, at — 
with interest at the rate of. per cent. per annum, after maturity, being for an 


installment of interest due on that day upon principal 
Promissory Note, of even date herewith, payable to the order of. 


years after its date, for the sum of 
DOLLARS, secured by 


eon Real Estate 22 $$ _______ 


Note: This form should be repeated as many times as there 
are instalments of interest. 
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FoRM 203 
AGREEMENT TO RENEW LOAN 


WHEREAS, »— — Po Melee ete 19) jas 


ioan of the sum of 
ELLIS CORE BILE LEO, 
ft ’ 

County —__—evidenced by 
the _________ principal promissory nole—of the said ——— _ nn 
LET a I Se - Dollars, 
payable to. order —___years 
afler its___.__date, with interest at the rate of. per cent per annum, payable. 
annually, and both principal and interest payable at pS ees 

the payment of which said note— and interest was secured by a Trust 
Deed of even date therewith, executed by said. 
conveying to——___ gs Trustee, certain Real Estate in 
which said Trust Deed was 
recorded in the Recorder’s Office of. Countijs———— on 
the. day of. A. D. 1 —~, in Book. 
of. at page. ¥ 


And Whereas, 7%¢ said______ principal note ha—— become due and —_______now 
owned and held by 


and ha requested of said 
orem I CXMENSION Of SRE LUNE OF POMMERE SRELCOS ¢ 
Now, these Presents, Dated this___ day of ——___ A”. dD. 19 
made delwcenthe Satd en oe 
and the said. witness ; 
That in consideration of the-mutual promises and agreements hereinafter made by and between the 
parties hereto aforesaid, the said parties do hereby mutually promise and agree as follows, to-wit : 
e380) 0 ee UENCE WE SR ELRET 
that the time of payment of 
said principal note_— be, and the same is hereby fxtended, for a period of —__________ years 
from the. LL YE) BG ee Le GE TIA 
the. LL | a IB IMITATE 5 
agrees with the said 
ti ep 
the said principal sum of 
—__ Dollars, in said principal note mentioned, 
on the. day of A. D. 19, with interest 
thereon from the. CLE il) pe NY, BORD ea ITY 
paid, at the rate of. per cent per annum, payable—_——____annually, on the 
ty Of. and of. 
in each year, and both principal and interest payable at the 


And said parties hereto further mutually agree, that all of the provisions, stipulations, powers 
and covenants in the said principal nute__, and in the said Trust Deed contuined, shall stand and 
remain unchanged and in pa rce and effect for and during said extended pas (including the 
right of election to the holder of said principal note... to make the principal due on thirty days’ 
default in payment of interest), except in the items of the rate and place of payment of interest, 
and the time and place of payment of principal, which havé been ghanged as aforesaid. 


The interest for said extended period is further evidenced by —________ interest notes, 
RORY 5 SUN On DER CATE herewith, for 
— = ee reenen NUTS EACRS 

The agreements herein contained shall bind and inure to the respective heirs, executors, 
administrators and assigns of the said parties hereto. 


In'ildithess Whereo}, 7%¢)sciq aed he acid 
__ Naive hereunto set their hands in duplicate. 


_— 


ey 
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Form 204 
AGREEMENT TO ExTEND LOAN 


Memorandum of Agreement, mace asd catered into this 


day of 
—19 , between 
of the County of. and State of. party of the 
Srst part, and. 
of ithe: (County of and State. of: party of the 


second part ; 
Witnesseth, whereas said party of the first part is the legal owner and holder of the certain 


Promissory note made by. 


dated 19 Pan helstin 10 fe Oe ee eee 


Dollars, payable _____ years 


after said date, to the order of. 


and by 


note____= secured by a deed of trust from 


endorsed and delivered, which 


and State of 


Trustee, conveying the premises situated in the County of. 


, described as follows, to-wit : 


County, in the State 
aud 


which deed is recorded in the Recorder’s Office of. 


of , in Book_________ of Records, on page__________as Document number. 


And Whereas, Saia second party desires to have the payment of. 


Dollars of said note... of 


Dollars extended for 


year fron________ ig ,_in consideration of the agreement herein- 


after made on —___________part ; 


Now, Therefore, Said party of the first part agrees to extend the payment of. 
Dollars of said note—_of 


Dollars for year from 


19 ChatwisiitOu Say a0 Ute 1D) 


so long as the said party of the second part shall promptly pay interest thereon trom. 


19 , at the rate of _________per cent. per annum, payable semi-annually at the place in said note—nen- 
tioned, and shall further keep and perform all and singular the covenants and agreements in said note— and 


trust deed contained. 
And the said party of the second part hereby agrees to and accepts said extension upon the conditions 


aforesaid, and has executed________ interest notes or coupons of ———____ 
Dollars each, evidencing and securing the interest on said note——for the time of such extension, and agrees 
that in case of default in the payment of any one of said interest payments, and in case of a failure to keep and 
perform any one of the covenants and agreements in said note— and trust deed contained, this agreement shall 
at once become null and void at the option of said party of the first part, and said note of 
Dollars shall at once become due and payable, 
aud may be collected without notice, together with the accrued interest thereon, at the rate of. 

percent. per annuin, anything hereinbefore contained to the contrary notwithstanding. 


Itis Further Agreed, That this agreement shall be binding upon and inure to the heirs, executors, 
administrators and assiyns of both parties hereto, 
Witness The bands and seals of the parties hereto the day and year first above written. 
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INSTALMENT NOTE 


19 
$ 


At the dates hereinafter mentioned, for value received, I or we jointly and severally promise to pay tothe « 
order of. 
at his office in 
or at such cther place as the legal holder hereof may in writing appoint, the sum of. 


DOLLARS 
in the following installments, and gree that on default in the payment of any instalment the whole amount 
of this note shall then and there become due at the election of the legal holder hereof: 


ce 
eRe 
ee ee 19 
fT eS , ee ee 19 


With interest at seven per cent. per annum after maturity. If this note is not paid when doe, I or we a to pay an attorney’s fee of Twrnty- 
Five Doutars if placed in the hands of an Attorney for collection. We and each of us jointly and severally, do hereby waive presentment for payment, 
notice of dishonor, and protest this note, and hereby consent to the extension of this note from time to ime without notice to us, and hereby waive 
any and al] notice of whatsoever kind or nature and waive the exhaustion of all legal remedies hereon. 

In Consideration Whercof, and to secure the payment of said amount, I or we hereby authorize, irrevocably, amy attorney of any court of record, 
to appear in such court, in term time or vacation, at any time hereafter, and confess a judgment without process in favor of the holder of this note for 
such amount as may appear to be unpaid thereon, together with costs and an attorney's fee of 10 per cent. of such amount but not less than $10.00; to 
consent to immediate issue of execution, to waive and rclease al) errors and irregularities that may occur in entering up judgment hereon, and further 
to agree that no appeal or writ of error shall be prosecuted on the judgment entered by virtue hereof, nor any bill in equity filed to interfere in any 
manner with the operation of said judgment or execution issued thereon. sf 

And further to secure the payment of the said amount the undersigned hereby sells, transfers, assigns, and sets-over unto eaid_____ 
his successors and assigns, all salary, wages, commissions, and all compensation of every kind and nature, and all claims therefor, both earned-at the date 


hereof and to be earned during a period of ____tyears thereafter, and all claims and demands due or to become due the andersigned from________ 
eee thee person, firm, oF corporation by whom the undersigned is employed at the date hereof, or from the heirs, 
executors, administrators, successors, or assigns of such present employer, or from any other person, firm, corporation, organization, or official by whom 
the undersigned may hereafter be employed, or. who may owe the undersigned moaey for any consideration or upon any demand whatsoever, both at the 
date hereof and for a period of. -years thereafter, and the undersigned hereby authorizes and directs the person ar persons, named above, 


or any of them, to pay the said demand and claim and all thereof to said______ his successors and assigns 


Form 206 


INSTALMENT NoTE (ANOTHER Form) 


a ee Sy 

At the dates hereinafter mentioned for value received______promise to pay to 

or order, 

— SS __Dolars, in the following instalments, to wit: 
$—_—_—_on —____—_19- $n I sé’: es | 
S—_—____.0 SG ee SS ee $. co 19 — 
$—___—_on. 9 — , | 9 — S—_—____on______ip — 
$ 9 — $—______on. 9— $————_on___iy 

A Crem borne cunamincoen Gecleer heer perro On default of any of the above payments the whole amount of this note shal! thes 

If this note is not paid when due, we agree to pay ap atlorney'v fee of Ten Dollars if placed in the hands of'an Attorney fr collection. 


No. Due. 


e 
| 
o 
8 
= 
; 
w 
3 
| 
mS 

§ 
< 


3 
2 
e 
3 
I 
“wa 
2 
3 
Zz 


Note No. 
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Notary’s CERTIFICATE OF PROTEST 


Meese ca acarteee azsndoreaaabien Saab Seb ss Gehe ta esedeaves seve snoeense sesmensessnsssenrvereceesst Notary Public, duly commissioned and sworn, and 


OSIGUEI GAIN ENG pecs cinanaceacuassss doacusersuassoaicasen won sennitnsoevenncessostooens in said County and State, at the request Of ..:-.csscseccessesssssesssssssseeseenes 


went with the origins’... .---:--s-resssssssese-rsoreaceeosasssaenssecnassntasevbensocereesvessesseraane oe ~+sreeeee Which is above attached. to the Office of 


BOM COMED corcencenaccannccrncscethastoncesteshoesesacedetesesesmoesasveaseress thereon, which was refused -....-.scsecsserrseecvecereeenecsessnseeseneneesee Bovesbesreed 

Whereupon I, said Notary, at the request aforesaid, did PROTEST, and, by these Presents, do Solemnly Protest, 
Bd well against the --.-s.cesesscsenncecensnsrntrrrreseenermeateemeccess (ON SRG reseasase nes cevinascalcndunebon de> ous fu Bes opatbivguccsootsansangpainecsspsie3i the endorsers 
thereof, as all others whom it may or doth concern, for exchange, re-exchange and all costs, charges, damages and interest already 


incurred by reason of the DOM-.......sreseresecseescsersnsensssrermsssmeernOh (DE AIG neecereenccenesentesscesenseeerersenenessneetnaniecnatessmenrseaeernetrneees 


was put in the Post-Office at-—......—..... earesda ven meson 


Notice! Lops ccenn.conecvecceatorsees nsoensarensvaneas oper saayossees 


Each of the above-named places being the reputed place of residence of the person to whom this noti¢e was directed. 
IN TESTIMONY WHEREOF, I have hereunto set my band and affixed my Official Seal, the 


day and year first above writtes. 


Notary Publie. 


FEES—Noting for Protest, . . . cents; Protest, . . . . TWeente; Noting Protest, . . . . wecents; Notices, . . . 
Certificate and Seal,. . . @ecents; Postage, . . H piseet O 1, AGC cesetvcecan’| \Gsenesessciessa: 
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Form 208 


CoLLATERAL Note wiTH Power TO SELL (ANOTHER Form) 


_...DolMars; 
nee EG Mh cnlerest 
fret centuin fr 70740942. 


Koow all [ep by these Reels haf tte sabecsitee teria eee 


justly indebted to .. ic gcse eae = Ser Seopa cere ear oee etree as 
Or orver, upon the foregoing Promissory Note, bearing even date herewith, for the sum of .-.......--~—_--$__-—___—.-__-- 
ie oe ohana: : iret wre eiteneee\ Dollars 
and due... -.. = -after date, with interest svs~eeat the rate of....-—-. ———-per cantum per annum. 


Now, Therefore, in consideration of the premises, ....:0ccr-1emennesnsvn dO hereby make, constitute and appoint 


pai patina or 
any Attorney of any Court of Record, to be true and lawful Attorney, irrevocably, for 

and stead, to enter.......-...appearance, in any Court of Record in the United States of America, or any Territory thereof, or District 
therein, or elsewhere, at any time after the matarity of said note, to waive the service of process, and confess a judgment against 
soos in favor of the sai 


Co ent assigns, upon the said Note, for ee pee sum, a tebe ed and interest on the same, er for 
so much as may appear to be due, according to the tenor and effect of said Note, and interest thereon after said Note becomes due 
as aforesaid, at the rate aforesaid, to the day of entry of said judgment, together. with legal damages and costs thereon,.and also. 
Attorney's fves at the rate of... per cent. upon’ the amount of principal and interest due upon said Note at the time of 
entering said judgment; and also to file a cognovit for the amount that may be so due, with an agreement therein that no writ of 
error or appeal shall be prosecuted upon the judgment entered by virtue hereof, nor any bill in equity filed to interfere in any 
manner with the opefation of said judgment, and to release all errors that may intervene in the entering up said judgment, or issuing 
uny execution thereon ; and also to waive all benefit or advantage to which -. may be entitled by virtue of any homestead 
or other exemption law, now or hereafter in force, in this or any State, Territo or District, or elsewhere, where judgment may be 
aatered by virtue hereof. Hereby ratifying and confirming all that os... ~said Attorney may do by virtue bereof. 


Witness ...... band and seal these ence nennens 9 
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Form 208 (Continued ) 


Know all Maen by these Rresenfs, That the subscriber Reretosveennrunnaentenne 


Josthy incebted tone sss cearrceeeschester psneeetansnetans eset cos woo ene ale 


ef arder, upon the within promissory siote, and ba....—this day deposited with said .sciwees-sssnesmecrerssurseeneneene recent coieel 


ee as security to the payment thereof, the following mentioned collaterals, namely? 


+-—-.-do hereby authorize said 


-assigns, to sell and dispose of ssid security,.or any part thereof, at public or private sale, in..--..-....--.---or their 


discretion; and in the event of said security, or any part thereof, depreciating in market value, do hereby authorize said 


..ces0F their eption, to sell’amd dispose of said security, or any part theréof, at any time before 
or after the maturity of said note, at either public or private sale. And in the event of sale before or after the maturity af said note 
as aforesaid, no notice of such sale shall be required to be given to the undersigned, or to any other person or persons whomsaever, 


elther by advertisement or otherwise, And the proceeds of such sale or sales so made as aforesaid, shall, after.the payment of all 
expenses and commissions attending said sale or sales, be applied on said note, and the balance, if any, after payment of said note 
with interest, shall be returned to the undersigned, ...--—............heirs, executors, administrators or assigns. And at apy sale of 
said collaterals, or any part thereof, made by virtue hereof, it shall be optional with the legal owner or bolder of said promissory 
note, to bid for and purchase said collaterals or any part thereof, 


Witmess.........band..snd seal..at—_. accemerscsome 4 tO Stato’ OF cansesararsinesbememaneecsmmenveniewstin er 


hide day of 
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FoRM 209 


SHorT FormM OF COLLATERAL NOTE 


&- pve aad ee af S 

fter date, for 
Value Received Promise to Pay 
tothe Order cl ce eer 
the sum of. DOLLARS, 


at —_—__—___—_with interest at the rate 


which.___________hereby give the said 


ww erent or assignee, authority to sell, or 
any part thereof, on the maturity of this Note, or at any time thereafter, or before, in the event of said securi- 


ties depreciating in value, in the opinion of said. 


‘Atipublic or private/salevatuthe: Giscretion) Of, Smee 


or—_____assignee, without advertising the same, or demanding payment, or giving. any 
notice and to prply so much of the proceeds thereof to the payment of this Note as may be necessary to pay 
the same, with all interest due thereon, and also to the payment of all expenses attending the sale of the said 


= including attorney's fe®s ; and, in case the proceeds of the sale of the 


said, shall not cover the principal, interest, and expenses,_______ promise 
to pay the dvaciency forthwith, after such sale. 


DUE 
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ForM 210 


COLLATERAL NOTE WITH PowER TO SELL 


fir value received, witA interest of the vale af 7 per cont per annum, after matarity. 


astyuemeer nes dtaes transferred and delivered to. i nee mip decoscncen TaRe tikes! 
as Collateral security, for the payment of this and of any other liabilities of the undersigned to said payee, due or to become 


due, or that may hereaficr be contracted, Phe following property, VelWa Of WAIN 1S nuevo ences en eee tae 
oc rere ee ereerere ANU BT F 


And the undersigned hereby give the sald payee and assigns authority fo sell the said property, er any part thereof, or any 
substitutes therefor, and all additigns thereto, on the maturity of the above note, or any time thereafter, or before, in the 
event of the said security depreciating in value,,at any public or pritate sale,. without advertising the same, or demanding 
payment or giving notice, with the right to said payee and assigns themselves to be the purchasers, when sale is made at any 
brokers’ board or public sale. And after deducting all costs and expenses, to apply the residue to the payment of any, either 
or ail liabilities as aforesaid, as said ee or assigns shall,elect, returning the orerplas to the undersigned; and in case the 
proceeds of the sale of" said property shall not cover; the principal, interest and expenses, the uadersigned engages to pay the 
deficiency forthwith afler such sale, with legal interést. 
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XIII 


PERMANENT CAPITAL FINANCING 
CAPITAL STOCK 


1. Function of Capital Stock 


Capital stock is synonymous with ownership, and a person 
who owns all of the capital stock of a corporation is its sole 
owner. Capital stock should not be confused with the certifi- 
cates of capital stock. Certificates are merely the evidence 
of ownership of stock. They may be destroyed without in 
any way affecting the value of the stock. Capital stock is 
divided into shares or units of ownership, and a certificate 
may represent one or more such shares. In states which have 
adopted the Uniform Stock Transfer Law stock certificates 
are negotiable instruments. 

By dividing capital stock into shares having a value which 
is relatively small compared to the total amount of such 
capital stock a wide diversification of ownership may be 
secured. For example, the Red Douglas Pocahontas Coal 
Company, incorporated under the laws of Illinois, has a 
capital stock of 20,000 shares of common stock without par 
value and 200,000 shares of preferred stock, each share of 
which has a par value of $100. This means that the units 
of ownership in this company are small, so small in fact that 
a man possessing but a small sum of money could purchase 
an interest in the enterprise were the shares offered for sale 
to the public. 

The amount of the authorized capital stock is stated in 
the charter. By authorized stock is meant the total number 
of shares which, by grant from the state expressed in the 
charter, the corporation may issue. The authorized capital 
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stock of the Red Douglas Pocahontas Company is stated 
above. A company may issue as many shares as are 
authorized for such sums as it is able to obtain in exchange 
therefor, subject to such limitations as exist in the statutes, 
charter, and common law. The stock thus sold is said to be 
issued and outstanding. 

From the point of view of creditors of a corporation the 
capital stock performs a peculiar function. They are en- 
titled to look upon the outstanding capital stock as a fund 
for their protection, and this has given rise to the so-called 
trust fund theory regarding capital stock. According to this 
theory the sum paid in by the stockholders for their stock, as 
well as any unpaid balances on their subscriptions to such 
stock, is regarded as a fund held in trust for the liquidation 
of the company’s debts, in case it is unable to pay such debts 
in the usual manner out of available cash. That this theory 
is a rule of procedure rather than an absolute principle is 
evidenced by the fact that the statutes of some states permit 
a reduction of the capital stock within prescribed limits. 

Somewhat analogous to stock issued and outstanding is the 
expression “‘stated capital.” It is usually a sum below which 
capital or proprietorship may not be reduced without the 
incurrence of personal liability for debts on the part of those 
authorizing the reduction. Provisions are found in the 
statutes of most states to the effect that the capital or capital 
stock of corporations shall not be impaired by payment of 
dividends out of anything except surplus. Such statutes will 
be found to vary widely as to their details and some may not 
be suitably worded for the accomplishment of the purpose 
for which they are intended. Nevertheless such purpose is 
evident. 

From the point of view of financing, capital stock is re- 
garded as the means to an important end—the acquisition of 
cash, property and services essential to the prosecution of 
purposes for which the company was organized. In this 
connection many questions of practical expediency arise the 
answers to which are found in the condition of the market in 
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which the capital stock is to be sold, as well as other con- 
siderations more or less peculiar to the enterprise in question. 


2. Capital Stock vs. Capital 


The distinction between capital and capital stock is of 
fundamental importance: Capital is the excess of assets 
over liabilities and may be either greater or smaller than 
capital stock. Only at the moment of commencement of 
business are the two likely to be the same. Thereafter 
capital stock remains unchanged, except when additional 
shares are issued, whereas capital is changing constantly, 
although record of its amount may be made only when the 
monthly or annual balance sheets are compiled. If a com- 
pany prospers, its capital increases, the excess thereof over 
capital stock being surplus. If a company incurs net losses 
each year its capital diminishes, and the excess of capital 
stock over capital is known as a deficit. 


3. Capital Stock vs. Capitalization 


By capitalization is usually meant the capital of a com- 
pany plus its bonded indebtedness. In speaking of the 
capital structure of a corporation its capitalization is usually 
meant. Thus the Hood Rubber Company, a Massachusetts 
corporation, reported its capitalization as at December 31, 
1927, aS follows: $10,600,000 funded debt; $5,627,300 
714% cumulative preference stock; $642,700 7% preferred 
stock; $179,740 special employees’ 8% preferred stock; 
prior preferred stock of a subsidiary, $1,000,000; common 
stock $9,810,000; and a surplus of $3,852,053 to be added 
to the equity of the common stock. 

The capitalization of the American Superpower Corpora- 
tion, after completion of financing in process at time of this 
writing, will be: 250,000 shares of $6 dividend preferred 
stock; 267,210 of $6 dividend preference stock; both cumu- 
lative; 521,862 class A common stock and 814,188 shares of 
class B common stock; all shares being of non par value. 
The company has no funded debt. 
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The balance sheet of the Hupp Motor Car Corporation as 
at December 31, 1927, showed a capitalization of 1,051,899 
shares of $10 par value stock, valued at $10,051,899, a 
surplus of $10,816,497, and a reserve for unrealized profit on 
sale of capital assets of $312,099; no funded debt. 

The F. W. Woolworth Company was incorporated with an 
authorized capital stock of $65,000,000, consisting of 
$15,000,000 of 7% cumulative preferred stock, and $50,- 
000,000 common stock, both of $100 par value. All of this 
stock was issued. Through operation of the preferred stock 
sinking fund $3,000,000 of the preferred was retired by 
1920. At that time the authorized common stock was in- 
creased to $100,000,000 and in June of that year a 30% 
stock dividend was paid, thus increasing the outstanding 
common stock to $65,000,000. In February, 1923, the bal- 
ance of the preferred was retired at $125. The par value of 
the common was changed to $25 in 1924, four shares of the 
new stock being exchanged for one share of the old. In 
February, 1927, a 50% stock dividend was paid, bringing the 
total number of outstanding shares to 3,900,000, with a par 
value of $97,500,000. As at December 31, 1927, the surplus 
was $33,154,272, and a purchase money mortgage for 
$3,546,500 together with a reserve for employees’ benefit 
fund of $100,000 completed the capitalization. 

As at December 31, 1927, the capitalization of Sidney 
Blumenthal and Company consisted of $1,648,000 of funded 
debt; 24,082 shares of 7% cumulative preferred stock, listed 
on the balance sheet at $110 per share, although its par is 
$100; and 238,212 shares of non par common stock. The 
funded debt consists of a 7% first mortgage issue due in 
1936. 

The capitalization of the American Smelting and Refining 
Company as at December 31, 1927, consisted of $60,998,000 
common stock, $50,000,000 preferred stock, and $47,591,400 
funded debt, a seemingly well balanced capital structure. 

The funded debt consists of two classes, viz., a series A 
first mortgage 5% issue, and a series of B 6% issue. Both 


446 CORPORATE MANAGEMENT AND PROCEDURE 


issues rank equally, being secured by a first mortgage on all 
fixed assets of the company located in the United States, as 
well as by the deposit of stocks of certain subsidiary com- 
panies. 

The series A 5s mature in 1947, being callable at par after 
October 1, 1930, on any interest date. The series B 6s 
mature in 1947, being callable at 10714 to 1932, and there- 
after at par plus 14% for each six months to date of 
maturity. 

The $50,000,000 preferred stock outstanding is entitled to 
cumulative preferential dividends of 7% annually on the 
$100 par value. This stock is non-callable. 


4. Issuance of Shares 


The procedure followed in issuing the shares of stock of a 
corporation varies with circumstances. In case of small 
corporations the secretary usually acts as transfer agent, 
hence it is his duty to supervise the issuance of shares in the 
first instance. In case of large companies it is usual to 
appoint a trust company to act as transfer agent. There are 
exceptions, however, as in case of the Bethlehem Steel 
Corporation which has its own department to take care of 
transfers and account for them. In addition it is customary 
to appoint a registrar whose duty it is to see that the author- 
ized issue is not exceeded in case of issuance of new stock. 
Both these agents are appointed by authority of the board of 
directors. It is customary for the proper officials of the 
company to sign quantities of the certificates in blank, turn- 
ing them over to the transfer agent to be issued as occasion 
demands. The corporation prepares a list of names of those 
to whom shares are to be issued, showing how many shares 
are to be issued to each, in case of new issues, and gives it to 
the transfer agent. In exceptional cases the duties of regis- 
trar and transfer agent are performed by the same institu- 
tion. Stocks listed on the New York Stock Exchange must 
be registered with an independent company having its office 
in the Borough of Manhattan. 
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5. Par Value vs. Non Par Value Stock 


Until 1912, all stock issued by authority of state legislation 
was of the par value type. That is, each share was assigned 
a given but arbitrary value, usually but not necessarily $100, 
but all shares of a given issue were equal in this as in other 
respects. In such cases the capital stock is ascertained by 
multiplying the number of shares by the par value of each 
share. Various reasons led to the employment of shares 
having a par value and various reasons have been advanced 
in favor of their retention. Since 1912, in which year New 
York passed laws permitting the issuance of shares without 
par value, there has been a growing tendency to adopt the 
non par Pane form of capital stock. Non par capital stock 
is considered in detail elsewhere. 


6. Authorized Stock 


The authorized capital stock of a corporation is that 
amount which, by the provisions of its charter, it is per- 
mitted to issue. This is a fixed amount and can be in- 
creased only by amendment of the charter. Sometimes the 
total amount authorized is issued when the corporation is 
launched, but frequently a greater amount of stock is pro- 
vided for in the charter than is required for present purposes, 
in order that when the growth of the company demands the 
investment of more funds they may be secured by selling 
stock already authorized rather than by going through the 
expensive and dilatory process of amending the charter. On 
the books of account the authorized stock may or may not 
be formally entered. A formal entry for the authorized issue 
would be somewhat:as follows: 


Unissued Capital Stock $200,000 
To Authorized Capital Stock $200,000 


To record formally the authorization of 
an issue of 2,000 shares of common 
stock having a par value of $100 each. 
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Whether such formal entry should be made is a matter of 
taste and opinion. The amounts expressed in dollars signify 
nothing except to indicate the limit beyond which the com- 
pany may not go in the issuance of stock without amending 
its charter. 

Considerable attention should be given to the amount of 
authorized stock for which incorporation should be sought 
because if excessive for the purpose of the company unneces- 
sarily heavy incorporation taxes may be incurred, while if 
too small the company will soon be inconvenienced by the 
necessity of having its charter amended. 

Sometimes the major portion of an authorized issue of 
stock remains unissued for a considerable period. Thus the 
Hartman Corporation in its reorganization secured the 
authorization of an issue of “A” stock for the purpose of 
paying dividends therefrom on its “B” stock, thus enabling 
it to strengthen its working capital position. The “A” stock 
is issued in small instalments and at this time (February, 
1928) but a small part of the stock issue is outstanding. 

In some states the statutes prescribe the minimum amount 
of capital stock, but no state prescribes the maximum which 
a company may issue. 


7. Issued Stock 


As the name implies, issued stock is that which has been 
sold or in some other way placed in the hands of the stock- 
holders. Issued stock may be either full paid or part paid, 
also it may be either outstanding or treasury, i. e., bought 
back and held by the company for reissue. 


8. Treasury Stock 


Treasury stock arises in various ways. Under the régime 
of par value stocks a frequent occasion for the creation of 
treasury stock was the necessity of avoiding the liability 
feature attaching to such stock. Stock once issued as full 
paid and returned to the treasury may be sold at any price 
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obtainable without creating any liability on the buyer’s 
part. The usual procedure is to issue stock for property 
upon which a valuation has been placed sufficiently high to 
render the stock full paid. The recipient then returns a part 
of the stock to the treasury of the company after which it 
may be sold for whatever price is obtainable. Many ques- 
tionable practices have arisen in connection with this proce- 
dure and the illogical consequences constitute one of the main 
reasons for the adoption of non par value stock. When non 
par value stock is authorized there is little or no reason for 
treasury stock, since it may be marketed at whatever price 
it will bring. It does not necessarily follow that property 
exchanged for stock part of which is donated to the treas- 
ury of the issuing company is necessarily overvalued. Not 
infrequently the error is made of calling unissued stock 
treasury stock. 

There appears to be at least one use to which treasury 
stock may be put for which unissued non par value stock is 
not available, viz., the payment of a bonus. 

The duty of making an adequate valuation of property 
received in payment for stock falls to the board of directors 
and in the absence of fraud their decision is final. 


g. Preferred Stock 


When capital stock is all of one class it is common. In 
many cases two or more classes of stock are found in the 
same corporation, however, and most frequently these are 
designated as common and preferred. As a rule preferred 
stock arises when one group of stockholders is given the right 
to receive a stated dividend before any dividend is paid on 
the other stock, or where it is given the right of redemption 
out of assets in case of liquidation, or both. Other prefer- 
ences may sometimes be found but these are the most 
common. Also various conditions as to redemption, voting 
rights and miscellaneous matters serve to differentiate the 
various classes of stock sometimes found on the balance sheet 
of a corporation. 
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Since the advent of non par value stock a preference as to 
dividends does not always mean that the stock is called a 
preferred stock. Not infrequently we find two classes of 
common stock, “A” and “B,” in which the “A” stock 
possesses certain privileges which in effect constitute it a 
preferred stock. 

Participating preferred stock is that which shares equally 
with the common stock in dividends after its preference 
dividend is satisfied. Thus a 6% participating preferred 
stock first receives this dividend; then if there remains 
surplus to be distributed as dividends both common and 
preferred stock receive the same amount thereof per share. 

Non-participating preferred stock, after having received 
the stated dividend, does not share with the common stock in 
the surplus remaining to be distributed, if any. 

Cumulative preferred stock is paid its dividend if profits 
are available, but if not available in any given year the 
dividend thus passed must be made up from profits of suc- 
ceeding years. Unless specified to the contrary preferred 
stock is cumulative. Arrearages on cumulative preferred 
stock do not bear interest unless so specified. Sometimes 
preferred stock is made non cumulative for a number of 
years after which the cumulative feature becomes effective, 
thus giving the company opportunity to get well established 
before being required to undertake the obligation of caring 
for any arrearages in dividends. 

Illustrative of cumulative preferred stock is the issue of 
cumulative preferred stock of Sidney Blumenthal and Com- 
pany, consisting, as at December 31, 1927, of 24,082 shares, 
and carrying a 7% cumulative dividend. No dividends 
having been paid on this stock since April 1, 1925, the 
accumulated unpaid dividends amounted to 21% on April 
1, 1928. There is provision for a sinking fund to retire this 
stock, but it is not operative at present (1928). 

Not infrequently the restrictions placed on preferred stock 
are as important as are the preferences granted to it. Thus 
it may be deprived of the vote, or deprived of the vote so 
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long as it receives its dividend but given the vote in case of 
failure of the company to pay the dividend. Where preferred 
stock is made non participating it is definitely restricted to 
the specified dividend regardless of the earnings of the 
company. Moreover, the preference as to assets in case of 
liquidation may be found to be of little value when insolvency 
occurs due to the shrinkage in asset values and the prior 
liens of creditors. 


10. Relation of Preferred and Common Stock 


Originally common stock was issued for cash or property 
possessing value equivalent to its par value, but recently 
many issues of common stock have represented little else 
than prospects of future increased earnings. In such cases 
the preferred stock has oftentimes represented practically 
all of the real proprietorship, except possibly the power of 
control. 

Railroad reorganizations have frequently resulted in the 
issuance of preferred stock by compelling bondholders, espe- 
cially junior lien bondholders, to accept preferred stock in 
place of their bonds, thus enabling the company to scale 
down its fixed interest charges. This tends to add to the 
value of the common stock. 

Preferred stock possesses the same voting right as does 
common stock unless expressly deprived of it. 


11. The Redemption Privilege 


A common provision of preferred stock is that permitting 
the redemption thereof under certain conditions. The laws 
of some states expressly permit this, but in the absence of 
such permission there is nothing to prevent the corporation 
from adopting such plan of redemption of preferred stock as 
it sees fit. It should, of course, be provided for in the 
charter as must all other specifications regarding capital 


stock. 
The redemption feature is likely to keep the market price 
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of a stock down because nobody cares to pay more for the 
stock than may be returned to him shortly if the company 
chooses to exercise the redemption privilege. 

If stock is redeemed it is a usual requirement that any 
dividend arrearages be included. 

The statutes and charter must be consulted to ascertain 
whether stock once redeemed may be reissued. 

The equivalent of redemption is sometimes accomplished 
by going into the market and buying up outstanding stock, 
or by some other available plan. In doing this the company 
officials should observe the statutory provisions relative to 
stated capital. 

Sometimes the redemption of stock is provided for by 
setting aside a sinking fund. The amount set aside each 
year is usually calculated on earnings, but a minimum 
amount may be fixed which must be paid into the fund before 
dividends are paid on the common stock. 

Recently the F. W. Woolworth Company retired $10,000,- 
ooo of preferred stock at $125 a share, leaving but one class 
of stock outstanding. 

On February 21, 1928, investment bankers offered for 
sale 90,000 shares of first preferred non par value shares of 
the American Superpower Corporation, preferred as to divi- _ 
dends and assets over any other stock of the corporation and 
redeemable in whole or in part upon 60 days’ notice at 110 
and accrued dividends. 

In the fight for control of the Northern Pacific Railroad 
between the Harriman and Hill-Morgan interests the Harri- 
man group bought up some $42,000,000 preferred and 
$37,000,000 common stock out of a total of $75,000,000 
preferred and $80,000,000 common stock outstanding. The 
preferred had the same voting right, share for share, as the 
common, and the Harriman group thought it had secured 
control. However, the Hill-Morgan group increased its 
holdings of common stock to some $42,000,000, and thus 
secured control of the common stock. Since the preferred 
stock was redeemable at par by vote of the common stock, 


CAPITAL STOCK 453 


the Hill-Morgan interests redeemed the preferred stock and 
secured control of the company, to the surprise of their 
adversaries. 


12. Preferred Stock Certificate Illustrated 


The variety of preferred stock certificates is endless. The 
statutes of some states require that the conditions governing 
issuance, redemption, etc., be shown on the stock certificate 
itself. All such requirements must be scrupulously observed 
by the issuing company. 

Form 211 shows the preferred stock certificate of the Red 
Douglas Pocahontas Company, an Illinois corporation. The 
holders of preferred stock of the Red Douglas Pocahontas 
Company are entitled to receive cumulative dividends at the 
rate of 7%; they have a preference as to assets in case of 
dissolution; and the company may redeem the preferred 
stock, or any part thereof, after two years from date of 
issue, at $110 per share, on thirty days’ notice. 


ForM 211 


CERTIFICATE OF PREFERRED STOCK OF RED DOUGLAS 
POCAHONTAS COMPANY 


cera esses soanessnnnncysesaseenasnseegeennenstee ts 


This Certifies that 


REO DOUGLAS PO: 
ue of $100.00 cach, fully poland non assessable, tra 


PAPAS Se AS a aR I A Lane teeeate ueneinas 
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13. Convertible Stock 


Convertible stock is that which may, upon certain condi- 
tions, be exchanged for some other form of security of the 
issuing company. It is unusual to find stock convertible into 
bonds, but not unusual to find preferred stock convertible 
into common stock. This convertible feature adds to it a 
speculative flavor while preserving the investment feature. 
It is necessary, of course, that the company which issues a 
convertible security of any kind have ready an authorized 
issue of the security into which the conversion may be made. 
Usually the conversion feature, even before the point is 
reached where conversion is profitable, causes the security 
to sell on a lower yield basis than would be the case were the 
conversion feature lacking. After the point is passed at 
which conversion is profitable the convertible security fluc- 
tuates in market price with the fluctuations of the security 
into which it is convertible, and no longer on an investment 
basis. 

The conversion feature may affect the proportionate in- 
_ come received by various groups of security holders as well 
as the voting power, and the equity of the old stockholders 
in surplus. If preferred stock is converted into common 
stock the issuance of new common stock having the voting 
power is likely to cause a realignment among groups inter- 
ested in the control of the company, and is likely to give the 
directors greater freedom in the matter of dividend policy, 
especially if the preferred stock dividend was cumulative; 
and, if the preferred stock was preferred as to assets, to 
create a new situation regarding the status of common stock 
generally in case of dissolution. 

Illustrative of preferred stock convertible into common 
stock is the 7% preferred stock of the Richmond Radiator 
Company, having a par value of $50. It is convertible on a 
share for share basis. 

Sometimes, in case of reorganization, the conversion fea- 
ture is attached to preferred stock as partial recompense to 


CAPITAL STOCK 455 


bondholders who are compelled to surrender their bonds for 
such preferred stock. Thus in the reorganization of the 
Missouri Pacific Railway Company the First and Refunding 
5s and Collateral Trust 4s were exchanged for 5% preferred 
stock convertible into common stock at par. 

Another illustration of convertible preference stock is that 
of the Chicago Towel Company. This stock carries a $7 
dividend rate and is convertible into common stock share for 
share. The capitalization, upon completion of proposed 
financing, will consist of 20,000 shares of $7 cumulative 
preference stock of non par value and 80,000 shares of non 
par value common stock. In case of dissolution, whether 
voluntary or involuntary, the preferred stock is entitled to 
$100 a share and accrued dividends. It is redeemable on 
30 days’ notice at $110 a share. The conversion into com- 
mon stock may be effected at any time up to within ten days 
of the date set for redemption. 


14. Preferred Stock Exchanged for Bonds 


A company is privileged to offer in exchange for securities 
outstanding any other securities for which its charter pro- 
vides. Thus on March 1, 1928, the Continental Paper and 
Bag Mills Corporation declared effective its offer to exchange 
7% cumulative preferred stock for outstanding first and 
refunding 6% % twenty-year sinking fund gold bonds, series 
“A,” the exchange to be made on or before March 31, 1928. 
By the terms of the offer the company agreed to exchange 
8% shares of preferred stock for each $1,000 principal 
amount of the bonds, with all coupons maturing after March 
I, 1927, attached, and to make an appropriate dividend 
adjustment in cash, so that each stockholder exchanging his 
bonds for such preferred stock received an amount equal to 
dividends at the rate of 7% per annum on his interest in the 
shares deliverable under the offer accrued from August 1, 
1927, to the date on which the preferred shares began 
drawing dividends, namely, the regular dividend payment 
date next preceding the date of issuance and/or delivery of 
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such preferred stock. Coupons maturing February 1, 1928, 
which were detached for presentation were treated as if 
attached, if delivered to the depository with the bonds to 
which they appertained. 

It was provided that acceptance might be made at any 
time before March 15, 1928, by depositing the bonds with 
the Chase National Bank of New York, receiving in return 
deposit receipts, exchangeable for the preferred stock and 
cash dividend adjustment, such exchange to be made not 
later than March 31, 1928. 


15. Warrants 


Sometimes preferred stock is issued with warrants at- 
tached giving the holder the privilege of buying stock, usually 
common stock, at a stated price for a specified time. The 
preferred stock is not convertible, but the holder of the 
warrant may dispose of it at a profit whenever the stock he 
is privileged to buy sells above the price at which his contract 
permits him to buy it. 


16. Guaranteed Stock 


If one company issues stock and another company con- 
tracts to pay the dividend thereon in case the issuing 
company fails to do so, the stock is said to be guaranteed. 
Guaranteed stock arises usually as the result of the desire 
of a large railroad company to secure control of a small 
company owning a line of strategic value. In such instances 
guaranteed stocks rank with gilt edged bonds as high grade 
investments. Sometimes guaranteed industrial stocks occur. 
Thus Sears, Roebuck & Company guarantees the preferred 
stock of the Lake View Paper Company, both as to dividends 
and as to redemption at par. 


17. Bankers’ Shares 


Bankers’ shares, sometimes called certificates of beneficial 
interest, are issued on the basis of collateral which is de- 
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posited with a trustee, the income from which is used to pay 
returns on said shares. The collateral may consist of the 
securities of one or of several companies. Such procedure is 
the principle upon which the investment trust operates. 
These have had a much longer experience in England than in 
the United States. There the managers are granted greater 
discretionary power than in the United States. As a rule the 
investments of a given trust are limited to the securities of 
companies engaged in one industry, as, for example, stocks 
of railroad companies or of utility companies. 


18. Dividends 


In case of par value stock, dividends are quoted as a given 
per cent of par value; in case of non par value stock they are 
quoted in dollars per share. A dividend of 5% on a stock 
having a par value of $100 amounts to $5; whereas a divi- 
dend of 5% ona share having a par value of $25 amounts 
to $1.25. 

As a rule, dividends are paid quarterly, but occasionally 
semiannually, especially among railroad stocks. They are 
payable in cash, property, stock, or scrip. Scrip dividends 
are paid when the company is under the necessity of con- 
serving its cash. The scrip takes the form of a promissory 
note, bearing interest, which the company agrees to redeem 
at a specified later date. If negotiable in form such notes 
may be readily bought and sold. Form 212 shows a scrip 
dividend. 


ForM 212 


INTEREST CERTIFICATE 


BiG Ae. Brat aaecrecsia oivtarh 8. "als Sto 06 Sarg-5 Company 
Interest Certificate 
INO oui se, ayes 
By a resolution of the board of directors of this Company, passed 
Meas, stipes ow Set MIO.e, the +2...) 5% .company hereby certifies 
(Tak oa a ae aa , being the holder of «2... shares of the 


capital stock of said Company, is entitled to........... Dollars, 
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payable ratably with the other certificates issued under said reso- 
lution, at the pleasure of the Company, out of its future earnings, 
with dividends thereon, at the same rates and times as dividends 
shall be paid upon the shares of the capital stock of said company. 
This certificate may be transferred on the books of the company 
on the surrender of this certificate. 
In Witness Whereof, the said company has caused this certificate 


to be signed by its President and Treasurer, this ......... day of 
Phe or ee ere ee ge Fey 
President 
Treasurer 

Forva:valuable-eonsideration; I, «2.00%. sac. ence do hereby 
assign, and transfer all interest in the above certificate to ........ ; 
and do hereby irrevocably appoint .......... attorney, to execute 
a transfer thereof on the books of the ............... Company 


therein mentioned. 


In case of stock dividends a share of stock is issued for 
each specified number of shares held by the stockholders. 
Thus where a 50% stock dividend is declared one share of 
stock is issued for each two shares outstanding. Such a 
dividend does not affect the net worth of the company but 
merely increases the number of units into which it is divided. 

Dividends may be regular or extra. The regular dividend 
is that which is paid quarterly and which the company ordi- 
narily expects to continue paying year after year. Extra 
dividends are not permanent, but are paid because of the 
effect on surplus of an unusually prosperous year, or for other 
reasons resulting in temporary abundance of available funds. 

The power to declare dividends rests solely with the board 
of directors. 

On the day announced for the closing of the books shares 
of stock sell ex-dividend, i. e., less the amount of the dividend. 
This is because the dividend is payable to the stockholders 
whose names appear on the list compiled on that day. It is 
becoming customary, however, not to close the books for 
dividend purposes, the list of stockholders entitled to receive 
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the dividend being taken as of the close of the day designated 
by the board of directors. This plan has received the com- 
mendation of the New York Stock Exchange. 


19. Stock Rights 


Sometimes companies give their stockholders the privilege 
of subscribing to new stock issues at a price below the current 
market price. Such privileges are usually known as “stock 
rights,” or simply “rights.” This is done to enable the stock- 
holders ‘to retain their proportionate interest in the control 
and earnings of the company, by buying the same propor- 
tionate part of the new issue as their old holdings were of the 
amount of stock previously outstanding. Since rights give 
the old stockholder the privilege of buying new stock below 
the market price they possess value and may be bought and 
sold. If a company has its stock listed on the New York 
Stock Exchange and decides to offer for sale an issue of new 
stock amounting to 25% of that now outstanding, then an 
owner of one share of the old stock acquires the right to buy 
one-fourth of a share of the new stock. 

To accomplish a successful sale of stock by means of stock 
rights certain favorable conditions must surround the issue, 
creating in the minds of the existing stockholders confidence 
that a purchase of additional stock will accrue to their ad- 
vantage. It is inevitable, however, that not all stockholders 
will care to exercise their rights but will dispose of them, so 
that there will occur a certain amount of trading in them. 
Before the rights are issued they are traded in on “when, 
as, and if issued” basis. As soon as definitive action is taken 
by the board of directors the stockholders are notified 
thereof, and are fully informed as to the conditions of the 
proposed issue. Before issuance, the trading in rights will 
be transferred from the Curb to the New York Stock Ex- 
change, where trading will be carried on on a “when issued” 
basis. The old stock sells “rights on” from the date 
announcement is made of the issuance of rights to the day 
fixed by the Committee on Securities for selling such stock 


460 CORPORATE MANAGEMENT AND PROCEDURE 


“ex-rights.” This is usually the day as of which the stock- 
holders of record are entered on the list of those entitled to 
receive such “rights.” To these, warrants to purchase new 
stock are issued for the number of rights to which each is 
entitled. These warrants expire at a fixed date, and before 
this the holder must state to the company what stock he 
expects to buy. If the new stock is payable in instalments 
subscribers may pay in whole or in part. If they pay in full 
they are given temporary certificates exchangeable at a later 
date for permanent certificates. If they pay in instalments 
they are given assignable certificates which are turned in as 
each instalment is paid and new ones issued showing how 
many instalments have been paid. On payment of the final 
instalment the permanent certificates are issued and the 
temporary certificates surrendered. 


20. Value of Rights 


Formulas for determining the value of stock rights have 
been developed. Thus, 
IOS Ike 


1+R 
P is the difference between market price of a share and that 
at which it is offered to old stockholders—usually its par 
value. R is the ratio of the new stock to the old. Thus if the 
old stock sell for $150 a share and a new issue equal in 
amount to one-half the shares outstanding is offered to the 
old stockholders at $130 a share, the value of a right is: 


= value of a New York right. 


$20 X .5 
—__—__—. = $6.66 2/3 
I + .5 
Another formula: 
M—S 
—_—_—————. = value of a New York right. 
R-+--1 


M is the market price of the old stock; S the price at which 
the new stock is offered to old stockholders; R the number of 
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shares of old stock entitling holder to one share of the new. 
Application of this formula to the above problem results as 
follows: 

$150 — $130 


2+1 

This latter formula is especially adapted to valuation of 
non par value stock rights. 

In practice, the market value of rights fluctuates in the 
same manner as does the price of stock. Sometimes it van- 
ishes altogether, as where the old stock falls in market value 
below the offering price of the new stock made to the old 
stockholders. Stock rights are listed and traded in as are 
stocks. 

Directors are under obligation to offer “rights” to stock- 
holders and if they fail to do so shareholders may recover 
damages, the extent of their claim being measured by the 
difference between the value of the shares at the time of the 
refusal of the board to offer the rights and the price at which 
the stockholders could have bought the shares had they 
possessed the rights to which they were entitled." 


= $6.66 2/3 


21. Splitting of Stock 


Sometimes the market price of capital stock becomes un- 
usually high, due to prolonged prosperity. High-priced 
shares are unpopular as investments with persons of limited 
means, and to popularize their stock corporations some- 
times split their shares into parts, i. e., issue in exchange 
for the outstanding shares a larger number of new shares. 
Sometimes, where non par stock is employed, a split is 
made to avoid the appearance of large dividends. For in- 
stance, by doubling the number of outstanding shares and 
halving the dividend’ paid per share the appearance of 
lower dividends is accomplished while the stockholders con- 
tinue to receive the same return on their investment as before. 


1¥or a thoroughgoing discussion of stock rights see Dice: The Stock 
Market, A. W. Shaw Company, Chicago, Chapter xix. 
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22. Historical Note 


The subject of non-par stock was first given serious con- 
sideration in this country in 1892, when a committee of the 
New York Bar Association recommended a provision in the 
corporation laws of New York State for the formation of a 
distinct class of business corporations ‘whose capital stock 
may be issued as representing proportional parts of the 
whole capital without any money or nominal value.” The 
committee said, in part: 

The effect of such amendment would be to provide for the 
measurement of the interest or shares of the members of such a 
corporation by a statement of proportion, as in the case of the 
part owners of a ship, and not by an arbitrary assignment of 
money value, which is delusive in the case of every corporation 
whose capital stock has a market value either more or less than 
its nominal par value. Such an amendment, though somewhat 
radical, is not altogether novel. It embodies a principle adopted 
in the corporation laws of Germany. It would relieve any possi- 
bility of injury to the public from misleading representations as to 
the money value of corporate stock, and would also relieve from 
embarrassment conscientious corporate officers often compelled to 
deal with legal fiction as to which they have no personal knowledge, 
as though it were a reality within their own observation. 


In 1908 the Public Service Commission of New York, 
Second District, approved the idea of non-par stock. 

In 1907 the New York Bar Association prepared a bill 
which passed the legislature but was vetoed by the governor. 
Somewhat altered, the same bill was again passed in 1912 
and became a law. Since then no less than thirty-nine states 
have adopted non-par legislation, as follows: 


1912 New York 
1916 Maryland 
1917 California, Delaware, Maine 


' Proceedings, N. Y. State Bar Association, 1892, Vol. 15, p. 138. For 
further discussion by E. M. Shepard, see Publications of Bar Association of 
New Hampshire, 1906, new series, Vol. 2, pp. 273-207; Reports of Illinois 
Bar Association, 1907, Pt. II, pp. 29-60. 
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1918 Virginia 

1919 Alabama, Illinois, New Hampshire, Ohio, Pennsylvania, 
Wisconsin 

1920 Massachusetts, New Jersey, Rhode Island, West Virginia 

1921 Colorado, Idaho, Kansas, Michigan, Missouri, North 
Carolina, Utah 

1922 Arizona, Georgia 

1923 Arkansas, Connecticut, Florida, Indiana, Nevada, New 
Mexico, Oregon, Tennessee, Washington 

1924 Louisiana 

1925 Minnesota, Texas, Vermont 

1926 Kentucky 

1927 South Carolina 


The Dominion of Canada adopted non-par stock legisla- 
tion in 1917 and the Territory of Alaska in 1923. 

The Railroad Securities Commission was appointed by 
President Taft in 1910, “to investigate questions pertaining 
to the issuance of stocks and bonds by railroad corporations, 
and the power of Congress to regulate or affect the same.” 
Concerning non-par stock the Commission said: 


We do not believe that the retention of the hundred dollar mark 
or any other dollar mark, upon the face of the share of stock, is 
of essential importance. We are ready to recommend that the law 
should encourage the creation of companies whose shares have no 
par value, and permit existing companies to change their stock 
into shares without par value whenever their convenience requires 
it. After such conversion, any new shares could be sold at such 
price as was deemed desirable by the board of directors, with the 
requirements of publicity as to the proceeds of the sale of such 
shares and as to the disposition thereof; giving to the old share- 
holders, except in some cases of reorganization or consolidation, 
prior rights to subscribe pro rata, if they so desired, in proportion 
to the amount of their holdings. 

As between the two alternatives of permitting the issue of stock 
below par, or authorizing the creation of shares without par value, 
the latter seems to this Commission the preferable one. It is true 
that it will be less easy to introduce than the other, because it is _ 
less in accord with existing business habits and usages, but it has 
the cardinal merit of accuracy. It makes no claims that the share 
thus issued is anything more than a participation certificate. 

The objections to the creation of shares without par value are 
two in number: First, that their issue will permit inflation, by 
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making it easy to create an excessive number of shares ; and 
second, that it will produce a division of roads into two classes, 
those whose shares have a par value, and those whose shares have 
not. The second of these objections does not appear to be a very 
serious one. There are listed on the stock exchanges today, side 
by side with one another, shares of the par value of one hundred 
dollars, shares of the par value of fifty dollars, shares with very 
much smaller par value, and a few, like the Great N orthern Ore 
Certificates, with no par value at all. The share sells in each case 
simply for what the public supposes it to be worth as a share. The 


When two roads consolidated whose shares have different market 
values, it has been the custom to equalize the difference by the 


stock and encouraging the conversion of the preferred stock into 
shares without par value; the certificate simply indicating the 
Proportion or preferential claims of the holders upon assets and 
upon such profits as might from time to time be earned. 
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All of these considerations seem to apply with equal force to 
the securities of railroads under state incorporation, and we believe 
the laws of the several states could with advantage be modified so 
as to provide for the issuance of stock without par value. 

The Wisconsin Edison Company was the first large con- 
cern to organize under the New York law. Such concerns 
as Kennecott Copper, Wm. Wrigley, Jr., Company, General 
Motors Corporation, Wilson & Company, Inc., Radio Cor- 
poration of America, The Hartman Corporation, Sinclair 
Consolidated Oil Corporation, Loew’s, Inc., Columbia 
Graphophone, New York Air Brake, and innumerable others 
have since adopted the plan of non par shares. 


23. Concept of Stated Capital 


Previous to the era of non-par capital stock the concept 
of stated capital had become thoroughly embedded in our 
theories regarding legislation affecting corporations. Accord- 
ing to generally accepted notions, stated capital was a fund 
held always available for the protection of the creditors of 
the corporation. In general, stated capital was measured by 
the par value of the capital stock issued, and in case of stock 
not fully paid up the unpaid portion was nevertheless re- 
garded as part of stated capital because the purchasers of 
such stock were held liable thereon to the amount of its par 
value in case of the insolvency of the company. This con- 
cept of the function of capital stock is closely related to the 
trust fund theory of capital stock, whereby the amounts paid 
in as well as the remaining liability on stock not fully paid 
is regarded as a fund held in trust for the creditors. 

Whether or not the trust fund theory of capital stock be 
adhered to, the notion upon which it is based, namely, a 
stated sum permanently retained for the protection of 
creditors is so firmly implanted in our. legal conception of 
what is proper that in the attempt to introduce non-par stock 
legislation it could not be ignored. Consequently, in non-par 


1 Report Railroad Securities Commission, 1911. Reproduced in Slason 
Thompson Railway Library, 1911. 
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stock legislation we frequently meet with some attempt to 
retain this feature of par value stock without at the same 
time sacrificing the flexibility and convenience of non-par 
value stock. This has caused considerable confusion, as has 
the use of the closely related term, ‘stated value,” which 
refers essentially to the same thing, but brings it down to 
the individual share, assigning thereto a definite value, and 
thereby apparently overlooking the principle which underlies 
the creation of non-par stock issues. The desirability of 
assigning a stated value to non-par value shares has been 
seriously questioned. 

Sometimes the directors are empowered to place a stated 
value per share on non-par stock, perhaps not going below 
a prescribed minimum; and the result is sometimes to create 
shares with a market or exchange value far different from 
their stated value. 


24. Statutory Requirements Relative to Stated Capital 


The provisions of the laws of the various states differ, but 
the following extracts will serve to illustrate the principal 
points involved. The Public Acts of Connecticut of 1923, 
Ch. 168, Sec. 4, provide: 


Subject to any limitations and restrictions set forth in the cer- 
tificate of incorporation, any such corporation may, at any meeting 
warned and held for that purpose, empower its directors to issue 
shares of its unissued authorized capital stock without par value 
and may authorize its directors to fix the amount of money or the 
actual value of the consideration for which such stock shall be 
issued, provided the certificate of incorporation or any amendment 
thereto or agreement of consolidation of any such corporation may 
empower the directors thereof to issue, from time to time, shares 
of such stock without par value for such consideration as the 
directors may deem advisable, subject to such limitations and 
restrictions as may be set forth therein. At the time for the 
filing of its next annual report after the issue of any such shares, a 
majority of the directors shall make and file a certificate setting 
forth the facts relating to such issue similar to the facts relating 
to the original issue of stock required by subdivisions (1) to (5), 
inclusive, of section 3514 of the general statutes. 
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The Illinois General Corporation Act of 1919, Sec. 32, as 
amended by Laws of 1921, p. 369, provides: 

Subject to the provisions of this section, the corporation may 
issue and sell its shares of stock having no par value from time to 
time for such consideration, not less than five nor more than one 
hundred dollars per share, as may be prescribed in the certificate 
of incorporation or as from time to time may be fixed by the board 
of directors pursuant to authority conferred in such certificate. 
The consideration received for such shares shall be truthfully 
stated in all papers required to be filed in the office of the secretary 
of state and in case such shares are issued for property the 
appraised value of such property shall be given. 


The provisions of the Connecticut law are fairly typical 
of state legislation on the subject of what consideration 
shares of stock may be issued for, leaving the matter to 
the discretion of the board of directors, subject to such 
restrictions as may be imposed upon them by the charter. 

The Illinois law is unusual in that it requires that shares 
having no par value shall not be issued for less than five nor 
more than one hundred dollars per share; but otherwise for 
such consideration as prescribed in the charter or as may 
be fixed by the board of directors ‘“‘pursuant to authority 
conferred in such charter.” 

In the second New York law a provision was inserted 
fixing a minimum amount of capital necessary to begin 
business, and for many years it was provided that a corpo- 
ration chartered in New York must not carry on with less 
capital than that stated in its charter, thus giving rise to 
the expression “stated capital.” 

The present New York law (Stock Corp. Law, Sec. 12, as 
amended by Laws of 1924, Ch. 441, Sec. 4) provides that 
the certificate of incorporation shall include either of the 
following statements: 

A. The capital stock of the corporation shall be at least equal 
to the sum of the aggregate par value of all issued shares having 
pat valle; Plus! ie. ose dollars (the blank space being filled 
in with some number representing one dollar or more) in respect 
to every issued share without par value, plus such amounts as, 
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from time to time, by resolution of the board of directors, may 
be transferred thereto; or 

B. The capital of the corporation shall be at least equal to the 
sum of the aggregate par value of all issued shares having par 
value, plus the aggregate amount of consideration received by the 
corporation for the issuance of shares without par value, plus 
such amounts as, from time to time, by resolution of the board 
of directors, may be transferred thereto. 

There may also be included in such certificate an additional 
statement that the capital shall not be less than ............ 
dollars (the blank space being filled in with a number). 

Such statements in the certificate shall be in lieu of any state- 
ments prescribed by the law under which the corporation is 
formed as to the amount or the maximum amount of its capital 
stock or the number of shares into which the same shall be 
divided, or of which it shall consist. 


Provision B makes no mention of a stated capital, but 
provision A requires the statement of some amount in dollars 
for ‘every issued share without par value,” while the para- 
graph immediately following provision B provides for the 
optional statement in the charter of a minimum sum in 
dollars for the capital of the corporation. 

It is apparent, therefore, that in New York the charter 
may provide for a stated capital, consisting of the aggregate 
par value of all issued shares having a par value plus such 
arbitrary sum as may be computed with reference to the 
non-par shares. 

Giving such a stated value to non-par stock endows it 
with qualifications of par value stock and apparently such 
as it is the purpose of the creation of non-par stock to 
eliminate. 

The laws of most states contain some provision permitting 
the corporation to provide in its charter for a stated capital. 
Thus in Arkansas “corporations may issue. and dispose of 
their authorized shares having no nominal or par value for 
such consideration as may be prescribed in the original 
charter,” étc, . Laws-of 1925; JArTt.-247,.9eC-026 Unseaia 
rado, “such stock may be issued by the corporation from 
time to time for such consideration, in labor done, services 
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performed or money or property actually received, as may 
be determined from time to time by the board of directors, 
unless otherwise provided in the certificate of incorporation 
or an amendment thereof.” Compiled Laws of 1921, Sec. 
2248. In Florida, “corporations may issue and dispose of 
their authorized shares without nominal or par value for 
such consideration as may be prescribed in the certificate 
of incorporation or in any amendment thereof,” etc. Corp. 
Law of 1925, Sec. 10. In Kansas, “such corporation may 
issue and may dispose of its authorized shares having no 
nominal or par value, from time to time, for such considera- 
tion as may be prescribed or authorized in the articles of 
association,” etc. Rev. Stat. 1923, Sec. 17-305. In Louisi- 
ana, “a corporation may issue and dispose of its authorized 
shares having no nominal or par value for such consideration 
as may be prescribed in the articles of incorporation,” etc. 
Laws of 1924, Act. 96, Sec. 3. In North Carolina the 
board of directors determine the consideration for which 
non-par value stock may be issued, ‘“‘subject to such condi- 
tions or limitations as may be contained in the certificate of 
incorporation,” etc. Laws of 1921, Sec. 2, as amended by 
Laws of 1925, Ch. 262. 

While these provisions make no express mention of stated 
capital, it is evident that they grant great latitude to the 
charter provisions, so that the latter might contain provi- 
sions equivalent to the requirement of a par value. It is for 
the incorporators to determine what they wish to put in the 
charter, but in providing for what is in effect a stated capital 
they should bear in mind that they are approximating, in a 
non-par value stock issue, one of the fundamental features 
of par value stock. 

It is possible that stated capital may be fixed so arbitrarily 
as to bear little or no relation to paid in capital, hence it is 
apparent that for accounting purposes stated capital should 
be ignored. Thus in one instance a company, organized 
under laws making no reference to stated value, by resolution 
of its board of directors exchanged its capital stock of 
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500,000 shares at a stated value of $1 per share for property 
valued at $752,850, thus at the outset creating a surplus of 


$2 52,850. 


25. Analysis of Proprietorship; Dividends 


No balance sheet may be said to be satisfactory which 
does not afford a satisfactory analysis of proprietorship. 
Ordinarily the proprietorship of an enterprise consists of the 
original contributions of the shareholders plus accumulated 
but undistributed profits or minus deficits resulting from 
distribution of profits plus losses in excess of profits made 
since organization. Sometimes appreciation of assets is 
reflected on the balance sheet, in which case an additional 
element of proprietorship arises. It is this composite status 
of surplus that cannot be ignored without serious conse- 
quences to the financial affairs of a corporation; but the 
introduction of non-par value stock has in some instances led 
to the abandonment of the established earmarks of surplus. 

It is a generally accepted principle that dividends may be 
declared only from surplus, and the laws of many states 
contain some provision to that effect. One of the first results 
of attempts to introduce non-par value stock was to break 
down the traditional distinction between capital stock and 
surplus, but experience has shown that it is just as necessary 
to make the distinction in case of non-par value stock as in 
case of par value stock. The accountability of the company 
to stockholders and to creditors is the same in either case. 
In case of par value stock a line of demarcation is automati- 
cally established between capital stock and profits, but this 
is not always true in case of non-par value stock. 

Following are extracts from the laws of some of the states 
relative to dividend payments: 


Alabama: 


The directors of any corporation, when authorized to do so 
at any regular or called meeting of the stockholders, may issue 
additional stock or increase its capital stock, pursuant to law, in 
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the nature of stock dividends and pay for such stock in whole or 
in part out of its surplus or accumulated profits. Code of 1923, 
Section 6990. 

Whenever any corporation shall have a surplus of money, which 
is properly subject to distribution as dividends, or whenever the 
net assets of a corporation, after deducting therefrom its liabilities, 
except for capital stock, exceed in value the par value of its out- 
standing capital stock, the board of directors of said corporation 
may declare a stock dividend, and issue such stock so declared 
to its stockholders, to the extent of such surplus of money, or to 
the extent of such excess in value of its net assets over the par 
value of its outstanding stock. No stock dividend shall be based, 
in whole or in part, upon the valuation of other than tangible 
assets. Before the board of directors of any corporation shall 
be authorized to declare any such stock dividend, other than on a 
surplus of money, it shall order the appraisal of all tangible assets 
of the corporation by a competent appraiser or appraisers, who 
shall not be a stockholder or otherwise connected with the cor- 
poration, and the report of such appraiser or appraisers under 
oath shall be filed and entered on the minutes of the board of 
directors. Whenever any stock dividends necessitate an increase 
of the capital stock, said increase shall be made as authorized 
by Section 7003. Code of 1923, Section 6991. 


This provision refers exclusively to stock dividends. We 
may infer that any surplus, whether arising from profits or 
from revaluation of assets, may be made the basis of such a 
dividend. 


California: 


Unless it shall have been first permitted or authorized so to 
do by the commissioner of corporations, no such corporation shall 
declare or pay any dividend which shall reduce the amount of 
its stated capital. In case any such dividend shall be declared, 
the directors in whose administration the same shall have been 
declared, except those who may have caused their dissent there- 
from to be entered upon the minutes of any meeting of the 
directors at which such action was taken or who were not present 
when such action was taken, shall be liable jointly and severally 
to such corporation and to the creditors thereof to the full amount 
of any loss sustained by such corporation or by its creditors by 
reason for such dividend. Civil Code, Section 290c, as added by 
Laws of 1923, Chapter 293, and amended by Laws of 1927, 
Chapter 714, Section 2. 
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This provision refers to corporations organized under the 
non-par stock law and recognizes “stated capital” as a sum 
which cannot be reduced by dividend declarations. Other 
provisions regarding dividends are found in the laws of 
California relating to business corporations generally which 
are to the same effect as the above, namely, that dividends 
may be paid only from surplus profits of the business. 


Colorado: 


If the directors, trustees or other officers or agents of any 
corporation shall declare and pay any dividend when such corpo- 
ration is insolvent, or any dividend the payment of which would 
render it insolvent or would diminish the amount of its capital 
stock, all directors, trustees, agents or officers assenting thereto 
shall be jointly and severally liable for all debts of such corpora- 
tion then existing, and for all that shall thereafter be contracted 
while the capital remains so diminished. Compiled Laws of 1921, 
Section 2270. 


Florida: 


Dividends may be paid to stockholders from a corporation’s 
net earnings or from the surplus of its assets over its liabilities 
including capital, but not otherwise. When the directors shall so 
determine dividends may be paid in stock. Corporation Law of 
1925, Section 23. 

The directors of a corporation shall not make dividends except 
as provided in section 23 [see above] hereof nor shall they divide, 
withdraw or in any way pay to the stockholders or any of them 
any part of the capital of the corporation or decrease its capital 
except as provided by this act; in case of any wilful or negligent 
violation of the provisions of this section, the directors under 
whose administration the same may have happened, except those 
who may have caused their dissent therefrom to be entered upon 
the minutes of the meeting of the directors at the time, or, who 
not then being present, shall have filed their written dissent there- 
from with the corporation on learning of such action, shall be 
liable at any time within two years after each such violation, to 
the corporation, and in the event of its dissolution or insolvency, 
to its creditors, or any of them, to the full amount of the dividends 
made or of any loss sustained by the corporation by reason of such 
withdrawal, divisions or decrease of capital. But no action shall 
be brought hereunder by the creditors of a corporation until 
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judgments for their claims are recovered against the corporation 
and executions thereon have been returned unsatisfied in whole or 
in part. Corporation Law of 1925, Section 23. 


Missouri: 


No corporation having shares without nominal or par value, 
issued under the provisions of this act, shall declare or pay any 
dividend out of capital or out of anything except net profits or 
surplus earnings. In case any such dividend shall be declared or 
paid other than from net profits or surplus earnings, the directors 
voting for such dividend shall be liable, jointly and severally, to 
such corporation, and to the creditors thereof, to the full amount 
by which such dividend shall have been paid out of capital. Laws 
of 1921, p. 662, Section 8. 


This provision refers to corporations having non-par value 
stock. A similar provision is found in the statute relating 
to business corporations generally. 


New Jersey: 


Unless otherwise provided in the original or amended certificate 
of incorporation, or in a by-law adopted by a vote of at least 
a majority of the stockholders, the directors of every corporation 
organized under this act shall have power in their discretion from 
time to time to fix and to vary the amount of the working capital 
of the corporation and to determine what, if any, dividends shall 
be declared and paid to stockholders out of its surplus or net 
profits. Dividends may be declared and paid in capital stock 
with or without par value. Compiled Statutes, Section 47, as 
amended by Laws of 1926, Chapter 318, Section 14. 

The directors of a corporation shall not make dividends except 
from its surplus, or from the net profits arising from the business 
of such corporation, nor shall it divide, withdraw, or in any way 
pay to the stockholders or any of them any part of the capital 
stock of such corporation, or reduce its capital stock except as 
authorized by law; in case of any wilful or negligent violation of 
the provisions of this section, the directors under whose adminis- 
tration the same may have happened, except those who may have 
caused their dissent therefrom to be entered at large upon the 
minutes of such directors at the time, or who not then being 
present, shall have caused their dissent therefrom to be so entered 
upon learning of such action, shall jointly and severally be liable 
at any time within six years after paying such dividend, to the 
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stockholders of such corporation, severally and respectively, to 
the full amount of any loss sustained by such stockholders, or in 
case of insolvency to the corporation or its receiver to the full 
amount of any loss sustained by the corporation, by reason of such 
withdrawal, division or reduction. Compiled Statutes, Section 30. 


New York: 


No stock corporation shall declare or pay any dividend which 
shall impair its capital or capital stock, nor while its capital or 
capital stock is impaired, nor shall any such corporation declare 
or pay any dividend or make any distribution of assets to any of 
its stockholders, whether upon a reduction of the number of its 
shares or of its capital or capital stock, unless the value of its 
assets remaining after the payment of such dividend, or after such 
distribution of assets, as the case may be, shall be at least equal to 
the aggregate amount of its debts and liabilities including capital 
or capital stock as the case may be. In case any such dividend 
shall be paid, or any such distribution of assets made, the directors 
in whose administration the same shall have been declared or 
made, except those who may have caused their dissent therefrom 
to be entered upon the minutes of the meetings of directors at the 
time or who were not present when such action was taken, shall 
be liable jointly and severally to such corporation and to the 
creditors thereof to the full amount of any loss sustained by 
such corporation or by its creditors respectively by reason of such 
dividend or distribution. Stock Corporation Law, Section 58. 


South Carolina: 


The directors of every corporation created under this chapter 
shall, in January of each year, unless some specific time for that 
purpose is fixed in its charter, or by-laws, and in that case at the 
time so fixed, after reserving, over and above its capital stock paid 
in, as a working capital for the corporation, whatever sum has 
been fixed by the stockholders, declare a dividend among its 
stockholders of the whole of its accumulated profits exceeding the 
amount reserved, and pay it to the stockholders on demand. The 
corporation may, in its certificate of incorporation or by-laws, give 
the directors power to fix the amount to be reserved as a working 
capital. Consolidated Statutes of 1919, Section 1178. 

No corporation may declare and pay dividends, except from the 
surplus or net profits arising from its business, or when its debts, 
whether due or not, exceed two-thirds of its assets, nor may it 
reduce, divide, withdraw, or in any way pay to any stockholder 
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any part of its capital stock except according to this chapter. In 
case of a violation of any provision of this section, the directors. 
under whose administration the same occurs are jointly and sev- 
erally liable, at any time within six years after paying such divi- 
dend, to the corporation and its creditors, in the event of its 
dissolution or insolvency, to the full amount of the dividend paid, 
or capital stock reduced, divided, withdrawn, or paid out, with 
interest on the same from the time such liability accrued. Any 
director who was absent when the violation occurred, or who 
dissented from the act or resolution by which it was effected, may 
exonerate himself from such liability by causing his dissent to be 
entered at large on the minutes of the directors at the time the 
action was taken or immediately after he has had notice of it. 
Consolidated Statutes of 1919, Section 1179. 


The statute is peculiar in that it renders it obligatory upon 
directors to pay as dividends all accumulated profits except 
such as are specifically reserved as working capital. 


Ohio: 


No corporation shall pay dividends 

(1) in cash or property, except from the surplus of the aggre- 
gate of its assets over the aggregate of its liabilities, plus stated 
capital, after deducting from such aggregate of its assets the 
amount by which such aggregate was increased by unrealized 
appreciation in value or revaluation of fixed assets; 

(2) in shares of the corporation, except from the surplus of the 
aggregate of its assets over the aggregate of its liabilities, plus 
stated capital. 

In computing the aggregate of the assets of the corporation, the 
directors shall determine and make proper allowance for depre- 
ciation and depletion sustained and losses of every character. 
Deferred assets and prepaid expenses, excepting organization 
expense and financing charges, shall be written off at least 
_annually in proportion to their use as may be determined by the 
board of directors. Organization expense and financing charges 
may be written off in the discretion of the board of directors. 

Cash dividends shall not be paid out of surplus due to or 
arising from (a) unrealized appreciation in value of or a revalua- 
tion of fixed assets, or (b) any profit on treasury shares before 
resale, or (c) any unrealized profits due to increase in valuation 
of inventories before sale, or (d) the unaccrued portion of 
unrealized profits on notes, bonds, ‘or obligations for the payment 
of money purchased or acquired at a discount, unless such notes, 
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bonds or obligations are readily marketable, in which case they 
may be taken at their actual market value, or (e) the unaccrued 
or unearned portion of any unrealized profit in any form whatso- 
ever, whether in the form of notes, bonds, obligations for the 
payment of money, installment sales, credits, or otherwise. 

When the directors so determine, dividends may be paid in 
shares at the par value thereof, or, in case of shares without par 
value, at a value fixed by the board of directors, provided that no 
dividend payable in the shares of any class shall be paid to share- 
holders of another class unless the articles otherwise provide or 
such payment is authorized by the affirmative vote of the holders 
of a majority of the shares of the class in which payment is to 
be made. 

Amounts of surplus arising from an unrealized appreciation of 
or a revaluation of fixed assets shall be shown on the books of a 
corporation separate from surplus profits and capital surplus or 
paid-in surplus. 

The excess of consideration paid in by shareholders for shares 
having par value over the par value thereof, or for shares having 
no par value over the amount allotted to stated capital with re- 
spect thereto, shall be shown on the books of the corporation as a 
separate item designated “paid-in surplus” or “capital surplus.” 
In case all or any part of any cash dividend is paid out of such 
paid-in or capital surplus, the stockholders shall, at the time of 
payment, be notified of that fact. 

No distribution of capital shall be designated as or made to 
appear to be a dividend. 

A corporation which owns or is to own wasting assets intended 
for sale in the ordinary course of business, such as coal or ore 
mines or oil or gas wells, or a corporation which is to hold prop- 
erty having a limited life, such as a lease for a term of years, or 
patents, may include in its articles a provision that the depletion 
of such assets by sale or lapse of time need not be deducted in 
the computation of surplus available for dividends, and a corpora- 
tion which so provides in its articles may pay dividends without 
deduction of such depletion, subject, however, to the rights of 
shareholders of different classes. 

No dividend shall be paid to the holders of any class of shares 
in violation of the rights of the holders of any class of shares. 
General Corporation Act of 1927, Section 8623-38. 

The directors of a corporation shall not pay dividends or with- 
draw or distribute any part of its stated capital except as provided 
in this act. ; 

In case of any wilful or negligent violations of the provisions 
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of this section the directors under whose administration the same 
shall have happened, except those who may have caused their dis- 
sent therefrom to be entered upon the minutes of such directors 
at the time or who were not present when such action was taken, 
shall be jointly and severally liable to the corporation at any time 
within two years after each such violation for the full amount of 
any loss sustained by such corporation by reason of any such divi- 
dend, withdrawal or distribution. 

A director shall not be held to have been negligent within the 
meaning of this section, if he relied and acted in good faith upon a 
balance sheet and profit and loss statement of the corporation and 
a statement of the computation of the surplus available for divi- 
dends represented to him to be correct by the officer of ‘the cor- 
poration having charge of or supervision over its accounts, or 
certified to be correct by a public accountant or firm of public 
accountants of good reputation and if he caused such balance 
sheet and statements to be entered on the books of account or 
record of the corporation. General Corporation Law of 1927, 
Section 8623-124. 


Washington: 


It shall not be lawful for the trustees to make any dividend 
except from the net profits arising from the business of the cor- 
poration, nor divide, withdraw, or in any way pay to the stock- 
holders, or any of them, any part of the capital stock of the 
company, nor to reduce the capital stock of the company unless 
in the manner prescribed in this chapter, or the articles of incor- 
poration or by-laws; and in case of any violation of the provisions 
of this section, the trustees under whose administration the same 
may have happened, except those who may have caused their 
dissent therefrom to be entered at large on the minutes of the 
board of trustees at the time, or were not present when the same 
did happen, shall, in their individual or private capacity, be 
jointly or severally liable to the corporation, and the creditors 
thereof in the event of its dissolution, to the full amount so 
divided, or reduced, or paid out: Provided, that this section shall 
not be construed to prevent division and distribution of the capital 
stock of the company, which shall remain after the payment of all 
of its debts upon the dissolution of the corporation or the expira- 
tion of its charter: Provided, further, That in the case of corpo- 
rations whose stock is wholly or partly without any nominal or 
par value, the provisions of this section shall not apply to so 
much of the capital stock as is represented by such non-par value 
stock, except in the amount of the designated “Initial Non-Par 


478 CORPORATE MANAGEMENT AND PROCEDURE 


Capital.” The rights of creditors shall not be limited by the pro- 
visions of this section. Pierce’s Code of 1919, Section 4524, as 
amended by Laws of 1923, Chapter 168, Section 2. 


The Washington statute authorizing formation of corpo- 
rations having non-par value stock requires that the articles 
state the amount of capital with which a corporation begins 
business. This is its “Initial Non-Par Capital.” 


No dividends shall be paid to any stockholder of any corpora- 
tion until at least fifty percentum of the authorized capital stock 
has been fully paid in, and no dividend shall thereafter be de- 
clared or paid by the directors of any corporation except out of 
net profits properly applicable thereto and which shall not in any 
way impair or diminish the capital; and if any such shall be paid 
every stockholder receiving the same shall be liable to restore the 
full amount thereof unless the capital be subsequently made 
good; and if the directors of any corporation shall pay any such 
dividend before the said portion of such capital stock is fully 
paid in, when the corporation is insolvent or in danger of insolv- 
ency, not having reason to believe that there were sufficient net 
profits properly applicable thereto to pay the same without im- 
pairing or diminishing the capital, they shall be jointly and 
severally liable to the creditors of the corporation at the time of 
declaring such dividend to the amount of their claims, provided 
that any corporation which has invested or may invest its net 
earnings or income or any part thereof in permanent additions to 
its property or whose property shall have increased in value, may 
lawfully declare a dividend payable to stockholders upon its 
capital either in money or in stock to the extent of the net earn- 
ings or income so invested or of the said increase in the value of 
its property; but the total amount of such dividend shall not 
exceed the actual cash value of the assets owned by the corpora- 
tion in excess of its total liabilities, including its capital stock. 
Statutes of 1923, Section 182.19, as amended by Laws of 1925, 
Chapter 3098. 

The amount of all moneys and the money value of any services 
or property paid for shares without par value as fixed at the time 
of the issuance of the shares therefor by the organizers, the direc- 
tors, or the stockholders, whichever shall have fixed the price for 
the issuance thereof, shall constitute the capital applicable to such 
shares, which capital may not be diminished by the payment of 
dividends. In case, however, of the issuance of such shares in 
exchange for the shares of an existing business then having a 
surplus such surplus may be retained as a surplus available for 
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the payment of dividends or in case said shares without par value 
are sold by a corporation which has accumulated a surplus, such 
portion of the price as shall bear the same proportion to the total 
price as the surplus bears to the total capital and surplus of the 
corporation, may by resolution of the board of directors adopted 
prior to the sale of such stock be treated as surplus available for 
dividends. In the event of the payment of a stock dividend in 
stock without par value, the resolution providing for such dividend 
shall specify the amount of the surplus distributed by such divi- 
dend and such amount shall become capital. Statutes of 1923, 
Section 182.14, Sub-section I, as amended by laws of 1927, 
Chapter 415. 

Consideration of the foregoing extracts from the laws of 
various states makes evident the necessity of as rigid obser- 
vation of the distinction between capital and surplus where 
non par value stock is employed as where par value stock 
is employed. 

In some respects the question of dividends is the same for 
par value as for non par value stock; nevertheless the dis- 
appearance of the par value feature from the stock of many 
concerns, the introduction of the concept of stated capital 
with features not formerly known, and the consequent effect 
on the problems of capital preservation and distribution of 
surplus, have given rise to certain problems. 

As to the distribution of dividends from surplus resulting 
from appreciation of fixed assets, the consensus of opinion 
as represented by court decisions and the opinions of lawyers 
and accountants is to the effect that such surplus does not 
represent realized profit, hence should not be made the basis 
of dividends. 

When, however, appreciation of capital assets results in 
the wiping out of a deficit arising from past operating losses 
it seems to be the majority opinion that dividends may be 
paid out of profits without waiting until sufficient profits 
from operations have been accumulated to again wipe out 
such deficit. 

The introduction of capital stock having a stated value 
and which is sold at a figure greatly in excess of such stated 
value raises the question, whether such excess may be made 
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to serve as the basis for dividend distributions. In some 
respects such excess is analogous to a premium received on 
the sale of par value stock, yet the differences surrounding 
the two transactions may be so great as to render the analogy 
meaningless or even harmful to the reaching of correct 
conclusions. 

The statutes of many of the states are ambiguous and in 
some instances practically meaningless on this point. Wild- 
man suggests that the Illinois law is unusually specific in 
this regard, it being to the effect that “. . . the capital of 
the corporation shall be considered as the aggregate amount 
paid in on its shares of capital stock issued and outstanding.” 
It furthermore renders the directors liable for impairing 
such capital by declaring dividends from it. 

It is generally agreed that a stock dividend may be de- 
clared from any kind of surplus, but whereas a stock divi- 
dend of par value stock necessarily diminishes surplus by 
the amount of par value of the stock issued in payment of 
such a dividend, a dividend paid in non par value stock does 
not affect the surplus account at all. It may even be possible 
to declare a stock dividend of non par value stock when no 
surplus exists. If a surplus is available for cash dividends 
it may be a preferable plan to keep it intact instead of trans- 
ferring it to the capital account when a non par stock divi- 
dend is declared on outstanding non par stock, thus retaining 
it in form available for payment of cash dividends. 

One of the principal motives for the declaration of a stock 
dividend is the desire to lower the market value of all out- 
standing shares, thus making them available to a wider range 
of investors. A 100% stock dividend should reduce the 
market value of each share to one-half that of the shares 
outstanding before it is made. 


26. Treatment of Surplus 


The usual definition of surplus is excess of assets over 
liabilities and capital. This excess is derived from various 
sources and the source of derivation may be a factor in de- 
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termining what may be done with it. It may be derived from 
the sale of merchandise at a profit or from the writing up 
of fixed assets as the result of a revaluation. Profits derived 
from operations are usually represented by cash or receiv- 
ables of some kind; but surplus arising from revaluations is 
in a real sense unrealized and not reducible to cash or receiv- 
ables unless the assets are sold, which is not usually con- 
templated. Under such conditions to distribute the surplus 
might seriously deplete cash. 

The statutes of most states contain a provision to the effect 
that dividends shall be paid only from surplus or accum- 
ulated net profits, the apparent intention being to authorize 
the payment of dividends from surplus arising from profits 
but not from surplus arising from revaluations. It is evi- 
dent that surplus arising from a revaluation is more closely 
akin to the stockholders’ investment than to profits and that 
therefore its distribution as a dividend might be questionable 
treatment. 

At the time of organization the capital stock of an enter- 
prise reflects proprietorship, but operations soon alter the 
situation, presumably by adding an increment to proprietor- 
ship in the form of earned surplus. The sum of original 
capital plus surplus is sometimes termed owned capital. 
The statutes of most of the states attempt to protect the 
original investment by prohibiting the distribution of divi- 
dends from capital. Good accounting procedure always 
distinguishes between the original investment and accretions 
thereto either from profits or from revaluations, also between 
surplus arising from earnings and that arising from appre- 
ciation of capital assets. 

To illustrate, assume that a company sells its 100,000 
shares of non par value stock for $5,600,000, its balance 
sheet at time of commencing operations standing as follows: 

ASSETS LIABILITIES AND CAPITAL 

Cashmere arate Skat: $3,000,000 Capitale Stock W. .-5.-- $5,600,000 

Plantarrqecetre ie ccine< 6 2,600,000 


$5,600,000 $5,600,000 
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During the first year a net profit of $300,000 is realized, 
the balance sheet becoming: 


ASSETS LIABILITIES AND CAPITAL 
Gashimhevsi. 2 ete cre cotta $1,300,000 Capital’ Stock? 5. -c.- $5,600,000 
Receivabtes. J... «ss: 2,000,000 Surplus from Opera- 
IPIANE tsi see ate ats 2,600,000 PONSA cee ee 300,000 
$5,900,000 $5,900,000 


During the second year a net profit of $400,000 is realized, 
and a revaluation of plant adds $1,000,000 to its book value, 
the balance sheet then becoming: 


ASSETS LIABILITIES AND CAPITAL 
CASI each ckis ois eroieds ters $1,200,000 Capital Stock .......$5,600,000 
Receivables ......... 2,500,000 Surplus: 
Pyaar eeeers tole sins averete eeuees 3,600,000 From Operations .. 700,000 


From Revaluation . 1,000,000 


$7,300,000 $7,300,000 

Unfortunately the statutes do not usually require such 
accurate distinction to be made between the parts constitut- 
ing proprietorship, and under some of them it is possible 
for this company to show its proprietorship as a single item, 
namely, $7,300,000. Where this procedure is followed it 
offers an opportunity for the concealment of current deficits, 
whereas greater regard for the truth requires the setting out 
of the loss as follows: 


Capital. Stock p.cte eat eben ee aken ete ee $400,000 
ess: Deficits from: Operations... ta. seeders veces 60,000 


Net; Capital: Ai8)., skeen er cakatek mre ore eee $340,000 


Sometimes “‘stated capital” is confused with actual capital 
and any sum received for shares in excess of their stated 
value is credited to surplus. Whatever “stated capital” may 
be it should not be allowed thus to interfere with the appli- 
cation of correct accounting principles. 

Among the ways in which surplus may be created other 
than from profits are: 

1. Revaluation of physical assets 


2. Writing up of securities owned 
3. Valuation of patents above cost 


A reading of the statutory requirements reproduced in the 
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preceding pages shows that they are not always clear as to 
what is meant by surplus. Thus the Florida law states that 
“dividends may be paid to stockholders from a corporation’s 
net earnings or from the surplus of its assets over its liabili- 
ties including capital, but not otherwise.” If in capital is to 
be included all surplus other than that arising from profits 
from operations, this requirement is correct, but otherwise 
may be regarded as authorizing the distribution of surplus 
derived from sources other than profits, e.g., capital surplus. 
In California a corporation cannot “declare or pay any divi- 
dend which shall reduce the amount of its stated capital.” 
It is conceivable that this would not prevent the distribution 
of capital surplus. The examination of the statutes of other 
states will disclose other opportunities for the distribution of 
capital surplus as dividends. However, in the California 
law relating to business corporations generally it is provided 
that unless they shall have been first permitted or authorized 
to do so by the commissioner of corporations, “directors of 
corporations must not make dividends except from the sur- 
plus profits arising from the business thereof.” 

In Pennsylvania, “all corporations may declare dividends 
of so much of their net profits as shall appear advisable.” 

In Missouri, “dividends of the profits made by the corpo- 
ration may be declared by the trustees or directors,” and in 
case of non par stock corporations no corporation “shall 
declare or pay any dividend out of capital or out of anything 
except net profits or surplus earnings.” 

These are illustrative of the carefully worded statutes. 

Apropos of the foregoing it may be noted that the capital 
stock of Wm. Wrigley, Jr. Company, as at December 31, 
1927, consisted of 1,800,000 shares given a nominal valua- 
tion of $15,000,000 on the balance sheet; that earned surplus 
was shown at $20,719,000 and capital surplus at $1,900,000. 


27. Subscriptions 


Procedure for handling subscriptions to non par value 
stock does not differ essentially from that where par value 
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stock is involved. In either case subscription agreements 
may be entered on the general books as soon as accepted by 
the corporation, or they may be carried in memorandum 
form until the first instalment thereon is due and paid or 
payable. 

If entered on the general books at time of acceptance the 
entry is: 

Subscriptions: Laie « a By eee ett 
‘To Capital Stock Subseribed:,) "9 9 peace 
Upon receipt of the first instalment the entry is: 
Cash> Trai gp baat haece. Tinea eae ae 
To. Sabseriptions: 9 ya ee ly Pa eer 
When the last instalment is paid the entry is: 
Capital’StockSubserihed - = 5.5.2.0. 
‘To Capital Stheko (007 ce a cee 

If subscriptions are kept in memorandum form no entry 
is made in the general books until the first instalment thereon 
is received, when the entry is: 

Cass Oe aie ts Se Petes eee 
Wo Subseripeionss) yt) 92 De | Spee eee 

When all instalments have been paid the following entry 
is in order: 

Capital Stock:Subscfibed®— </) 2 oa 
TorSubseriptions "itr ‘te Viel SS See 

In such cases the memorandum record of individual sub- 
scriptions should contain all details essential to the accurate 
handling thereof. 

Of course, the amount for which subscribers are charged 
per share in case of non par value shares must be determined 
by such methods as may be prescribed in the statutes or in 
the articles of incorporation. 


28. Unissued Capital Stock 


The total authorized issue of stock having par value is 
sometimes brought on the books by a formal entry, as 
follows: 


Unissued Capital Stock 
To Capital Stock Authorized 


eee ew wee 


eee ee eee 
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the amounts extended representing the product of the par 
value of a share multiplied by the total number of shares 
authorized. In case of non par value stock this plan is 
impracticable. The tendency is to omit the formal entry for 
the amount of stock authorized; although it may be made by 
extending the number of shares instead of the total par 
value thereof. 


29. Donated Stock 


The creation of non par value shares has removed the 
chief reason for donated stock, viz., the avoidance of the 
liability feature of shares of par value by issuing them for 
property and having a part of such shares donated to the 
treasury in order to sell them at whatever price might be 
obtained. 


30. Treasury Stock 


Treasury stock is sometimes confused with unissued stock, 
but it is now quite well understood that treasury stock is 
that which has been issued and reacquired by the company. 
The treatment of treasury stock on the balance sheet neces- 
sarily depends on what theory is held relative to the effect 
which the acquisition by the company of its own stock has 
on the company’s financial status. It appears that such 
acquisition amounts to a reduction of the company’s capital; 
nevertheless it is customary to find treasury stock carried 
as an asset instead of being deducted from capital stock on 
the liability side of the balance sheet. 

State laws customarily permit corporations to reacquire 
their own stock; neither do they require the cancellation of 
such reacquired stock. It is questionable, however, whether, 
in case of corporations having par value stock as well as in 
case of those having non par value stock, the reacquisition 
of stock may not reduce the capital of the company below 
that which the law contemplates shall be retained as a pro- 
tection to creditors. That treasury stock is not an asset, but 
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merely the means of acquiring an asset through its sale, is 
evident. 

With the above limitations in mind, there undoubtedly 
arise situations where excessive capital may be reduced by 
buying up the company’s own stock, thus at the same time 
reducing dividend requirements. 


31. Classes of Non Par Shares 


The simplest capital structure consists of a single class of 
. Shares. Frequently, however, there are found two or more 
classes of shares of stock, such complication being presum- 
ably advantageous to the acquisition of capital. Classes of 
shares may be differentiated as to voting rights, dividends, 
and preferences as to assets in event of liquidation. All 
differences that do exist among classes or groups of stock- 
holders must be specified, for unless they are so specified 
they do not exist and all shares are the same as to privileges 
and as to preferences. In other words, the stock is all 
common and consists of only one class unless otherwise 
stipulated in the charter. 

Since the advent of non par value shares it is not un- 
common to find a company issuing two classes of common 
stock under some such designations as Class A and Class B, 
the distinction between the classes taking the form of depri- 
vation of the right to vote as regards one class, or of some 
other stipulated distinction. Sometimes one group of 
common stock is given prior rights in liquidation, as say, 
$25 per share before the other group receives anything. 

As to the importance of the voting power, it is the custom 
in this country to place the control of stockholders’ meetings 
in the hands of a relatively few persons by means of proxies 
mailed to the secretary of the company a short time before 
the day set for the stockholders’ meeting. This has been 
termed “pyramiding of control.” The significance of this 
tendency was discussed by G. T. Buckingham in an address 
reported in the Chicago Journal of Commerce, February 17, 
1928. He said, in part: 
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I also affirm that in principle it is not of the slightest conse- 
quence whether all of the stock of a great holding company in 
the hands of public votes or not. The result is exactly the Same. 
Swift and Company, for example, a great corporation in the 
utility field, has only one class of stock and all of it votes. The 
Swift family has managed the corporation for many years. They 
hold only a minor fraction of that stock. The stockholders, with- 
out exception, and practically unanimously, send their proxies to 
the managing people in favor of retaining the management in 
its place. 

Ilinois Power and Light Corporation—another illustration—has 
outstanding approximately $40,000,000 of preferred stock. 
Every share has a vote and there are 45,000 voters to vote it. In 
practice, two-thirds of them send their proxies to the office to be 
voted by the management and the rest say nothing at all. The 
result is exactly the same as if Mr. Studebaker and those asso- 
ciated with him in the management, owned and voted every share. 


Sometimes priority as to dividends is the distinction be- 
tween two classes of stock, such priority in effect making the 
group of stock to which it attaches a preference group 
whether it is so termed or not. Where such preference exists 
but is not expressed in the name of the stock it should be 
brought in as a footnote to the balance sheet or as a paren- 
thetical expression in the statement of the capital stock. 
Similarly any other priority should be shown. A set up of 
the capital stock in the balance sheet might be as follows: 

Common stock without par value: 


Class A (10,000 shares having cumulative divi- 
dend rights of $3.00 per share in priority to 


PET OLASS Es SUOCK \inie cokes cesses hecacelie:Sisve G.oi0in a0 $100,000 
CUASIRD MA TONOOO SHALES). oa isic eres. se closes slew 0-45 75,000 
$175,000 


The foregoing shows that one class of common shares of 
non par value stock may in effect be preferred stock. Some- 
times non par value stock is issued as preference stock, either 
as an entirely separate issue to be marketed on its own merits 
or as an issue to be marketed in conjunction with the sale 
of an issue of common stock. Not infrequently the common 
stock is issued as a bonus to the buyer of a given number of 
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preferred shares. In such event nothing is received for the 
common stock; consequently the set up of the capital account 
should be somewhat as follows: 


Capital Stock: 


Preferred (Issued 100,000 shares, entitled to a 
cumulative dividend of $4.00 per share before 
any dividend is paid on the common stock, 
thereafter both common and preferred stock 
to share equally in dividends)............. $4,000,000 
Commion | (Isstied 925,600" Shares)’ iis 00! s/o s stesso bre tare ete 


The equity of the common stock at the time stock is sold 
is zero, but if later on a surplus is accumulated the common 
stock takes on a value accordingly. In such event the above 
display should be altered in such manner as to show the 
common stockholders’ equity. 

In the above illustration the common stock is given as a 
bonus and it is assumed that the payment is for the pre- 
ferred stock exclusively. It is conceivable that this might 
not always be the case and that something is received for 
the common stock. In such case an allocation of the total 
amount received should be made on some reasonable basis— 
perhaps the market or exchange values of the two classes 
of shares. 

The chief problem arising in connection with non-par 
value preferred stock is the treatment thereof in case of 
dissolution. When par value preferred stock is given a 
preference as to assets, the preferred stockholders receive 
distribution dividends to the extent of the par value of their 
stock before the common stockholders receive anything. Of 
course, if nothing is said as to preferences in liquidation, both 
classes of stock are on the same footing, but with the adop- 
tion of non-par preferred stock the tendency has been to 
abandon the feature of a preference as to assets. Now, 
however, to lend attractiveness to such issues they are fre- 
quently given a redemption value somewhat in excess of 
their original selling price and in addition may be given a 
preference in liquidation equal to such redemption value. 
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Where such is the case, it is preferable to show the preferred 
stock at its original selling price on the balance sheet, rather 
than to attempt to set it up at its redemption or liquidating 
value. In case of the redemption of preferred stock the 
excess of the redemption value over the price realized for 
such stock at time of issuance should be charged to surplus. 

Where the dividend on preferred stock is cumulative the 
question arises as to what if any recognition of accumulated 
but as yet undeclared dividends should be given in the bal- 
ance sheet. Probably the best practice is to append a foot- 
note to the balance sheet stating the amount of such pre- 
ferred dividends in arrears. 


32. Voting Privileges 


Although there is no reason for regarding the question of 
voting and non-voting stock as inherent in the problem of 
non par value stock, some instances have recently arisen 
where, in connection with non par value stock issues, one 
relatively small group has retained the voting right to the 
exclusion of the great body of stockholders. As to the im- 
portance of the voting right to the average stockholder 
opinions differ. One view is expressed in the ‘address of 
G. T. Buckingham, quoted in part on page 486. Non- 
voting stockholders may have access to the courts if they 
feel that their rights are being trampled on, but such steps 
are usually taken only as a final recourse. Sometimes non- 
voting stock becomes voting stock in case the dividend 
thereon is passed. 


33. Changing to Non Par Value Shares 


In case of companies organized under laws granting issues 
of par value stock the question is likely to arise as to the 
advisability of changing to non par value stock in accord- 
ance with the requirements of the statutes of the state of 
incorporation. Of course, such change should not be made 
without weighing the benefits to be secured thereby against 
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any possible disadvantages or complications. There is no 
doubt that non par value stock is more flexible and more 
adaptable to the changing economic conditions that affect 
the market for stocks. The management is not faced with 
the problem of satisfying the requirements of the law as to 
full payment as is the case with par value stock. John R. 
Wildman lists the advantages of changing from par to non- 
par value stock as follows: 


. Gives greater flexibility to the shares 

. Permits wider and easier distribution 

. Permits a lower market price 

. Reduces the dividend distribution per share 

. Provides a bonus to accompany preferred shares 

. Dispenses with a deficit 

. Facilitates writing down of intangibles 

Makes way for future financing through stock issues 

. Avoids the necessity of capitalizing or deferring financial 
charges 

. Prepares for conversion of debentures or preferred stock 
issues 

11. Sometimes has a psychological effect 


0 ON AnNPW NH 


| 
ie) 


Below are reproduced extracts from the laws of three 
states relative to changing from par value stock to non par 
value stock. 


CONNECTICUT 


Any such corporation may change any of its stock, common or 
preferred, having a par value to an equal, greater or less number 
of shares of stock having no par value and, in connection there- 
with, may fix the amount of capital stock represented by such 
shares of stock without par value, and any such corporation may 
reduce its capital stock by reducing the number of shares of its 
stock, whether the same have par value or no par value, or by 
reducing the par value of shares which have a par value, or by 
reducing the amount of capital stock represented by shares with 
no par value, or by any and all of such methods; but, except as 
provided in section 3430 [relating to retirement of preferred 
stock| of the general statutes, no such corporate action shall be 
valid unless approved by a vote of two-thirds of all outstanding 
stock of each class at a meeting of stockholders warned and held 
for that purpose nor unless a majority of the directors shall make, 
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sign and swear to and file in the office of the secretary of the 
state a certificate stating that such corporate action has been duly 
approved by the stockholders and setting forth a copy of the 
vote of the stockholders, which vote shall show the details as to 
such corporate action, and, in case any distribution or other dis- 
position of assets shall be involved in such corporate action, stat- 
ing that the names of the stockholders voting in favor thereof 
appear upon the corporate records. The secretary of the state 
shall record such certificate in a book to be kept by him for that 
purpose. In case any distribution or other disposition of the 
assets of the corporation involved in or resulting from such cor- 
porate action shall render the corporation insolvent, the stock- 
holders voting in favor thereof shall be jointly and severally 
liable, to the amount so distributed or disposed of, for all debts 
of the corporation existing at the time of such vote, after judg- 
ment shall have been obtained against such corporation and ex- 
ecution shall have returned unsatisfied. The records of the cor- 
poration shall show the name of every stockholder voting in favor 
of such distribution or disposition of assets. Public Acts of 1923, 
CH LOS, SCCL2: 


This statute grants full power to corporations to change 
from par to non par value stocks and prescribes the proce- 
dure necessary to make such change. Provision is also made 
for a reduction of the capital stock, whether par or non par 
value. The essential steps in such procedure are to secure a 
two-thirds vote of all outstanding stock of each class and a 
certification by the board of directors to the secretary of 
state of such action. 


FLORIDA 


Any corporation having capital stock may from time to time 
when and as desired amend its certificate of incorporation in any 
respect, provided that only such provisions shall be inserted by 
amendment as it would be lawful and proper to insert in an 
original certificate of-incorporation made at the time of making 
such amendment. <A corporation may by amendment change the 
number of its shares of stock outstanding at the time of such 
amendment or the number of shares so outstanding in any class 
of its stock, exchange the par value of the outstanding shares of 
any class having par value or change the outstanding shares of a 
class having par value into the same or a different number of 
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shares without par value, upon such basis as may be set forth in 
the certificate of amendment; but the capital of a corporation 
shall not be decreased except in the manner provided in section 
22 hereof. Corp. Law of 1925, Sec. 5. 


NortH CAROLINA 


Any such corporation heretofore organized, whether under a 
special act of legislature or otherwise, having outstanding shares 
either with or without nominal or par value, may amend its cer- 
tificate of incorporation, articles of association or charter, as 
follows: 

(a) So as to change its shares with nominal or par value or any 
class thereof into an equal number of shares without nominal or 
par value; or 

(6) So as to provide for the exchange of its shares with nom- 
inal or par value, or any class thereof, for an equal or different 
number of shares without nominal or par value; but all outstand- 
ing shares in any class shall be exchanged on the same basis; or 

(c) So as to provide for the exchange of its shares without 
nominal or par value, or any class thereof, for a different number 
of shares without nominal or par value; but all outstanding shares 
in any class shall be exchanged on the same basis; 

Provided, however, the preferences on liquidation, redemption 
price, dividend rate and like preferences or limitations lawfully 
granted or imposed with respect to any class of outstanding 
stock so changed or exchanged under the provisions hereof, shall 
not be impaired, diminished or changed as to any non-assenting 
holders thereof. Such preferences, rights and limitations, however, 
may be expressed in dollars, or in cents, per share rather than by 
reference to par value. Whenever such a corporation has here- 
tofore issued shares without nominal or par value, in exchange 
for an equal or different number of shares with par value, such 
exchange and the issue of an equal or different number of shares 
without nominal or par value in consummation of such exchange, 
be and the same are hereby validated, ratified and confirmed. 
Laws of 1921, Ch. 116, Sec. 4, as amended by Laws of 1925, 


Ch, 262. 

This provision requires that the interests of the various 
classes of stockholders be protected by stating that their . 
preferences as to assets in liquidation, redemption, dividends, 
etc., be preserved, in the newly issued stock. The law con- 
tains a retroactive provision ratifying such changes in capi- 


CAPITAL STOCK 493 


talization already made. Even though the law does not 
specify that the interests of the various classes of stockhold- 
ers be not molested it is a fair inference that they could not 
be. It is conceivable, however, that in changing from par to 
non par value stock the most careful attention given to the 
interests of the different groups of stockholders might not 
result in leaving them in the same situation as before as 
regards their advantages and disadvantages. 

No difficulties should arise in changing from par value to 
non par value shares so far as accounting procedure is con- 
cerned. Ordinarily the amount shown in the capital stock 
account should not be changed, neither should the surplus ac- 
count be altered. The number of shares of non par value 
stock may be either greater or less than the number of shares 
of par value stock which they supplant, but the equity repre- 
sented by them is the same. Moreover, the status of the 
surplus is in no way altered and the best judgment thereon 
is to the effect that it should continue to be segregated in the 
same manner as before the change in stock is effected. This 
plan has not always been followed, but where surplus has 
been merged into the capital stock account such procedure 
has created difficulties such, for example, as the question of 
dividend payment out of surplus thus capitalized. 

If it is desired to make a formal journal entry at the time 
the change is made from par to non par value stock this 
may be done as follows: 

Capital’ Stock” (parvalue) 64°45 ae. eeu 
ic Capital stock (non) par value) vost a lee es 
To record change from par to non par stock, the capital 


stock retired consisting of........ shares of a par value of 
ibe dollars each, and the non par value stock issued 
consisting of........ shares. 


In case the non par value stock is given a stated value 
which is to be reflected in the capital account, and such 
stated value is less than the par value of the outstanding par 
value stock, a capital surplus is arbitrarily created, measured 
by the excess of such par value of the old stock over the 
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stated value of the new stock. In this case some such entry 
as the following is in order: 


Capital Stock (par value).2....0> 22: $200,000 
To Capital Stock (non par value).... $150,000 
Capital Surphis efit yee sere 50,000 


To record change from par to non par 
stock, the capital stock retired consist- 
IND OF Ss ste shares of a par value 
Ofte shenten dollars each, and the non 
par value stock issued consisting of 
Boe ae bee shares, having a _ stated 
value of $150,000. 


34. Miscellaneous Statutory Regulations 


Non par value stock exists only because laws have been 
enacted permitting corporations to issue it. The provisions 
of state laws regarding non par value stock differ widely. 
It is impossible to describe all these provisions or explain 
their differences here, but some important features and 
variations may be noted and the decisions of some courts 
cited. 

The subject of dividends is considered elsewhere. The 
non par stock law may contain no provisions relative to 
dividends, in which case the provisions of general laws prob- 
ably apply. 

As to surplus, changing from par value to non par value 
stock, does not ordinarily require its capitalization, although 
specific conditions may modify this rule. Also a corporation 
may ordinarily wipe out an existing deficit when changing 
to the non par stock plan, but the provisions of the state 
laws should first be consulted for any possible bearing they 
may have on this point. Where there are certain legal re- 
quirements it is possible that a corporation may create a 
surplus where none existed before change to non par value 
shares. 

Where it is necessary to place a value on shares for pur- 
poses of taxation, establishing limitations on indebtedness 
and of capital stock, and so on, various procedures are 
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prescribed. Stated capital is prescribed for certain pur- 
poses in California. In other states the provisions vary. 
Sometimes an arbitrary value is prescribed. Sometimes the 
consideration received for the stock is the amount taken for 
this purpose. 

In general, the state statutes require that the amount to 
be capitalized shall be the amount actually received in pay- 
ment therefor, but there are exceptions to this rule, and in 
any event the provisions of the laws are so various that 
generalization is dangerous. In New York the stated capital 
may be capitalized, but the incorporators have the option of 
selecting a stated amount per share, not less than $1, as the 
basis of capitalization. 

Requirements vary as to what consideration may be 
received in exchange for non par value stock. It is cus- 
tomary to leave it to the charter to prescribe this, or else to 
the action of the stockholders or board of directors. The 
directors in some cases act on authority conferred by the 
charter, sometimes on authority conferred by the stock- 
holders. In any event the laws of the state in ques- 
tion must be consulted and their provisions scrupulously 
followed. 

It appears that, in the absence of statutory provision to 
the contrary, shares of the same issue may be sold at varying 
prices. Hodgman v. Atlantic Refining Co., Fed. 781. Bodell 
v. Gen’l. Gas & Electric Corp., 132 Atl. 442. 

As to the feasibility of issuing non par value stock as a 
bonus, the answer is negative. The provision of some stat- 
utes, by their express wording, prevents it; but even in the 
absence of such express provision the tenor of the general 
corporation laws and of the state constitutions will usually be 
such as to prohibit the issuance of stock of any kind without 
consideration. The decisions of the courts substantiate this 
view. Stone v. Young, 210N. Y. App. 303. 

As to the stockholder’s liability, the purchase price agreed 
upon in the subscription contract is its measure, and a 
provision frequently found is to the effect that stock for 
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which the agreed upon price has been paid shall be regarded 
as full paid and non-assessable. 

In most of the states having non par value stock legislation 
preferred stock of non par value may be issued. 

It is now well established that a corporation having non 
par value stock may engage in business in a state not 
authorizing such stock. No. Am. Pet. Co. v. Hopkins, 105 
Kan. 161. 

It is also well established that it is constitutional to issue 
non par value stock in retirement of stock having a par 
value. Randle v. Winona Coal Co., 89 So. 790. In a few 
states, however, the specific statutory provisions may pre- 
vent it. 

As a rule, financial corporations—banks, trust companies, 
building and loan associations and insurance companies—are 
excluded from those which may issue non par value stock. 
In some instances public utilities are excluded. 

As to taxation of non par value shares the rule is either 
to levy the tax at so many cents per share, or to apply a rate 
on an arbitrary value per share. To these plans there are 
some exceptions. In some instances the capital stock tax is 
a matter of sufficient importance to warrant consideration 
of various states for purposes of incorporation. Thus if a 
large number of shares is to be issued at a low price per 
share a state which taxes on the basis of number of shares 
authorized might be undesirable. 


35. Non Par Value Stock Issues Illustrated 


Intercontinental Rubber Company. Authorized 604,000 
shares, no par value; outstanding December 31, 10926, 
594,378 shares. In addition there remained to be issued to 
complete exchanges under the reorganization plan, 1,626 
shares. Authorized capital increased from 60,400 shares, no 
par value (31,370 shares outstanding) in 1926 and 10 shares 
of new stock issued in exchange for each old share held. In 
addition, 56,520 shares new stock were issued for conversion 
of Convertible Collateral Trust Notes, redeemed April 1, 
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1926 (on basis of ro shares stock for each $100 face 
amount of Notes) and 225,960 shares sold to note holders 
at $10 per share pursuant to subscription rights of notes 
called. 

The New York Air Brake Company. Authorized and 
outstanding, 300,000 shares Common of no par value. 
Stockholders voted September 15, 1922, to change the 
authorized capitalization from 130,000 shares of $100 par 
value to 300,000 shares Common and 100,000 shares Class 
““A” stock, both classes of no par value, and to exchange the 
100,000 outstanding shares of $100 par value for 200,000 
shares Common of no par value on the basis of one share 
$100 par value for each two shares Common of no par value. 
On April 16, 1926, stockholders approved the plan for 
recapitalization of Company by the calling in of the Class 
““A”’ stock and the issuance of 100,000 shares of additional 
Common stock, making total stock capitalization 300,000 
shares of Common stock. 

Class “‘A”’ Stock Redemption—All of the Class ‘‘A” stock 
was redeemed on July 1, 1926, at $60 a share and dividend 
at Company’s office, 165 Broadway, New York. 

Safety Cable Company. Authorized 200,000 shares, no 
par value; outstanding, 163,002 shares. Increased from 
7,500 shares, par $100, October 6, 1925. 

American Steel Foundries. Authorized, 1,000,000 shares 
Common of no par value (changed from 750,000 shares, par 
$33 1/3 each to 1,000,000 shares of no par value in April, 
1925, the exchange being made on the basis of five shares of 
the new for four shares of the old stock), and $25,000,000 
7% cumulative Pfd.; outstanding 902,745 shares Common 
and $8,713,000 Pfd.; par of Pfd.; $100. Preferred stock 
was issued pursuant to a vote of stockholders at a special 
meeting held April 22, 1919. The outstanding Preferred 
stock was issued in exchange or payment for Common stock 
of the Griffin Wheel Co. and Damascus Brake Beam Co. 
Originally the authorized capital stock of company was 
$40,000,000, divided equally between Common and Pfd. 


498 CORPORATE MANAGEMENT AND PROCEDURE 


Preferred Stock Provisions—Of the Pfd. stock, $10,000,- 
ooo may be issued forthwith, but no additional amount may 
be issued unless net earnings of company applicable to Pfd. 
dividends for a period of 12 months ending not more than 
go days prior to such issuance shall have amounted to at least 
twice the annual dividend requirements on all Pfd. stock 
outstanding, including that proposed to be issued. Pfd. stock 
has preference for assets and dividends and in the event of 
dissolution or other liquidation of capital will be entitled to 
110 and accrued dividends before any distribution can be 
made on the Common. Without consent of two-thirds in 
amount of Pfd. stock outstanding neither the corporation 
itself nor any company a majority of whose stock it owns 
shall (1) mortgage or create any lien upon its property 
except purchase money mortgages, or (2) increase the 
authorized amount of Pfd. stock. Pfd. stock is subject to 
redemption as a whole or in part at 110 and accrued divi- 
dends, on any dividend date after three years from date of 
issue on 30 days’ notice. Annual sinking fund for the 
redemption of Pfd. is provided commencing December 31, 
1920, consisting of an amount equal to not less than 1% of 
the maximum amount of Pfd. stock theretofore issued; this 
fund may be applied at the directors’ discretion, and when it 
amounts to $100,000, must be applied to the purchase or 
redemption of Pfd. stock at not exceeding the redemption 
price. In case company shall be in arrears in the payment 
of four consecutive quarterly dividends on Pfd. stock or be 
six months in default after written notice by or on behalf of 
any Pfd. stockholder, with regard to any other provisions 
qualifying the issue of Pfd., the Pfd. stock will assume equal 
voting power with the Common and shall retain the same 
until all such arrearages have been remedied. 

The Hartman Corporation. Authorized, 200,000 shares 
$2 Dividend Class A and 400,000 shares of Class B, both 
classes of no par value; pede ets 18,124 shares Class A 
and 397,227 shares Class B: 

Kennecott Copper Corporation. Authorized, 5,000,000 
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shares of no par value (increased from 3,000,000 shares 
April 9, 1923); outstanding 4,498,418 shares. Stated capital 
$25,000,000. Stock is full-paid and non-assessable. 


36. States Permitting Issuance of Non Par Stock 


The following information relative to states permitting 
issuance of shares of stock without nominal or par value, 
including rates of taxation, and consideration for which 
such shares may be issued is published through the courtesy 
of the Registrar and Transfer Company, 7 Dey St., New 
York City. 

List of States permitting the issuance of shares of stock without nominal or par 


value, including rates of taxation, and considerations for which said shares 
may be issued. 


Common. 


Classes of non Consideration for 
Stale par shares au- Rate or basis which non par 
thorized by of taxation shares may be 
statute issued 

Alabama Preferred and | Sameas$100.shares | Cash; property; serv- 
Common. or actual value. ices; labor. 

Arizona Preferred and | Flat rate regardless | Cash; property; labor 
Common. of number of done. 

shares. (See page 
12), 

Arkansas Preferred and | Onactual value fixed | Cash; property; labor 
Common. for issuance (to be one. 

not less than $25. 
each). Same rates 
as for par shares. 

California Preferred | Sameas$1oshares. | Money paid; labor 
(other than done; property ac- 
preferred tually received. 
as to prin- 
cipal) and 
Common. 

Colorado Common. Same as $1. shares. | Labor done; services 
performed; cash; 
property actually 
received. 

Connecticut Preferred and | Sameas$r100. shares. | Cash or property. 


a ee ——e———eeeeeee 
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Classes of non 


Consideration for 


State par shares au- Rate or basis which non par 
thorized by of taxation shares may be 
statute issued 
Delaware Preferred and | See page 2. Money; services; 
Common. property. 
Florida Preferred and | 20 cents per share | Cash; property; labor 
Common. on 1st 1250 — 5 or services. 
cents per share ex- 
ceeding 1250 up to 
10,000 — % of 1 
cent on next 10,- 
ooo — 1/10 of 1 
cent on balance. 
Georgia Preferred and | Flat fees for filing. Cash; property or 
Common. services. 
Idaho Preferred and | Sameas$r1oo. shares. | Labor done; services 
Common. performed; cash; 
property actually 
received. 
Illinois Preferred and | On actual value at | Cash or property. 
Common. same rates as for 
par shares. 
Indiana Common | Same as $10 shares. | Cash; property or 
only. services. 
Kansas Preferred and | Sameas$1oo0. shares | Cash or property. 
Common. or actual value. 
Kentucky Preferred and | Sameas$roo.shares. | Cash; property or 
Common. services. 
Louisiana Preferred and | Sameas$100.shares. | Cash; property or 
Common. services. 
Maine Preferred and | Org. tax 1 cent per | Cash; property; serv- 
Common. share; Fran, tax ices. 
¥% cent per share. 
Maryland Preferred and | Sameas$z00. shares. | Cash; services; prop- 
Common. erty. 
Massachusetts | Preferred and | 5 cents per share. Cash; property; serv- 
Common. ices; expenses. 
Michigan Preferred and | Same as $1. shares | Cash; real or personal 


Common. 


unless corporation 
issues at a higher 
price. 


property. 


_—O 
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Rate or basis 
of taxation 


Consideration for 
which non par 
shares may be 

issued 


Same as $100, shares. 


Same as $100. shares. 


10 cents for each 
I,00o shares or 
fraction. 


Same as $50. shares. 


State par shares au- 

_ thorized by 
statute 

Minnesota Preferred and 
Common. 

Missouri Preferred and 
Common. 

Nevada Preferred and 
Common. 

New Hampshire] Preferred and 
Common. 

New Jersey Preferred and 


Common. 


Preferred and 
Common. 


New Mexico 


New York 
Common. 


North Carolina 
Common. 


Ohio 
Common. 


Oregon 
Common. 


Pennsylvania 
Common. 


Rhode Island 
Common. 


South Carolina | Preferred and 
Common. 


Preferred and 
Preferred and 


Preferred and 


Preferred and 
Preferred and 


Preferred and 


Org. tax 1 cent per 
share; Fran. tax 
see page 6. 


Same as $100. shares 
or on actual value 
if any fixed. 


5 cents per share. 


Same as $100, shares. 


Org. tax at varying 


rates on per share 
basis — anl. tax 
on actual value of 
shares employed 
in state. 


Cash; property or 
services. 


Cash or property. 


Cash; property or 
services. 


Cash; real or personal 
property; rights; 
franchises; services 
or expenses. 


Money; property or 


labor. 


Cash; property or 
services. 


Cash; property or 
labor done. 


Cash; property; serv- 
ices or expenses, 


Cash or property. 


Same as $100. shares. 
On actual value. 
Same as $100. shares. 


Same as $100. shares 
or other proved 
value. 


Cash; property or 
services. 


Cash or property. 


Cash; services or 
property. 


Cash; property or 
labor done. 
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State 


Classes of non 
par shares au- 
thorized by 
statute 


Rate or basis 
of taxation 


Consideration for 
which non par 
shares may be 


Tennessee 


Texas 


Utah 


Preferred and 
Common. 


Preferred and 


Common. 


Preferred and 


Common. 


Same as $100. shares. 


Upon actual consid- 


eration received, 
at same rates as 
for par stock. 


Same as $100. shares. 


Vermont 


Preferred and 
Common. 


Virginia 


Preferred and 
Common. 


Washington 


West Virginia 


Wisconsin 


Preferred and 
Common. 


Preferred and 


Common. 


Same as $100. shares. 


Same as $100. shares. 


On value of assets as 


stated in affidavit 
o f incorporators 
and at same rates 
for par shares. 


or services. 


Same as $25. shares 
unless issued at a 
higher price. 


issued 

Cash; property or 
services. 

Cash; property or 
services. 

Cash or property. 
Cash; property or 
services. 

Cash; property or 
services. 

Cash; property; labor 


Cash; services or 


property. 


Common 


only. 


5 cents per share. 


Money; labor or prop- 


erty. 


XIV 


ACCOUNTING FOR CAPITAL STOCK 


1. Problems Involved 


Capital stock is issued to secure funds or in payment for 
valuable.assets of some description. Sometimes capital stock 
is donated to the company which issued it. Sometimes non 
par value stock is issued in exchange for par value stock. 
Sometimes preferred stock is authorized. Sometimes stock 
outstanding is retired. It is necessary to develop a procedure 
by means of which the various transactions affecting capital 
stock may be correctly reflected on the books and on the 
balance sheet. The accounting procedure relative to capital 
stock will be considered under the following heads: 

1. Original issues 

(a) Par value stock 

(6) Non par value stock 

(c) Preferred, Class “A,” etc., stocks 
2. Treasury stock 

(a) Par value 

(6) Non par value 

(c) Donated stock 
3. Retirement of stock 
4. Stock of other companies 


ORIGINAL ISSUES OF STOCK 


2. Par Value Stock 


Par value stock is that to which is assigned an arbitrary 
value which is supposed to represent the amount paid in at 
the time of its sale. In reality, the amount paid in is some- 
times more and sometimes less than par. In some states the 
law permits the sale of par value stock at a discount; in not 


593 
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a few instances it is sold at a premium; especially is the 
latter true in case of banks, where it is desirable to begin 
business with a permanent capital or paid in surplus. It is 
the invariable rule, however, that capital stock having a par 
value be shown at its par value on the balance sheet; hence 
the necessity of taking care of the premium or discount in a 
separate account. 

The amount of capital stock which a company is permitted 
to issue by the terms of its charter is known as its ‘“‘author- 
ized” capital stock. Any issues in excess of the amount 
thus authorized are void. Authorized but unissued stock 
does not represent value; but it does represent the privilege 
granted by the state to sell stock, and to that extent the 
amount of stock authorized is a matter of real financial 
importance. 

The first question arising relative to accounting procedure 
is as to the advisability of making a formal entry in the 
books of account for the amount of stock authorized. This 
is obviously unnecessary, if not impossible, in case of non 
par value stock because no value can be assigned to it until 
it is sold. It is simply desirable to express the facts where 
those interested can ascertain them. The charter invariably 
sets forth the number, classes, par value, etc., of all shares 
authorized. If copies of the charter are accessible to all 
interested parties that would appear to meet the require- 
ments. A copy of the charter is customarily included in the 
minute book. However, if all readers of the balance sheets 
of companies which have thousands of stockholders are to be 
apprised of the facts, they must be set forth in the balance 
sheet itself, appended thereto in the form of a footnote, or 
otherwise set out in the annual report. 

If we assume that a company incorporates with an author- 
ized capital stock of 10,000 shares having a par value of $100 
each, formal entry therefor may be made in the journal as 
follows: 

Capital Stock Unissued $1,000,000 

To Capital Stock Authorized $1,000,000 
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For amount of stock authorized by 
the charter, viz., 10,000 shares of 
a par value of $100 each. 


Not infrequently it is desirable to preface the opening 
entry with an introductory statement setting forth the his- 
tory and purposes of the enterprise. Sometimes the business 
has existed as a partnership previously to incorporation. If 
so, a brief outline of its history may not be amiss. It is a 
question just what information of this type should be brought 
into the books of account in preference to incorporating it 
in the minute book. 

It is now necessary to make entry of the subscriptions to 
the capital stock. Here the variations are so great that it is 
impossible to do more than give an illustration somewhat 
typical. Thus if in case of the company whose authorized 
capital stock is that shown above, all of it is subscribed to 
and paid for in cash at par, the entry is: 

Cash $1,000,000 

To Capital Stock Unissued $1,000,000 

For cash received in full payment of 

stock as follows: 


A. A. Jones 3,000 shares 
Joe Roe 3,000 shares 
Mary Doe 2,000 shares 
Richard Doe 2,000 shares 


Sometimes capital stock is paid for in part, or even wholly, 
with real estate, merchandise, equipment, or other forms of 
assets other than cash. Thus in the above illustration it may 
be assumed that A. A. Jones and Joe Roe contribute equally 
to the extent of $600,000 worth of land, buildings, and 
merchandise, in which case the entry is: 


i biotite [a ght RE Ae 9 eet che awe ek ee $100,000 
MSU GEN OG wi slaacsiantserecen syess« ajc) eye'la,6 300,000 
REM CHANOISC Sather eet is the iets a sisuchs + so 200,000 
EAST a ee an or Sa 400,000 
To Capital Stock Unissued........ $1,000,000 


For payment in full 
of subscriptions 
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3. Non Par Value Stock 


In case of non par value capital stock no formal entry is 
required and the opening entry merely expresses the amount 
received for the stock. This may be more or less than $100 
per share; in fact, may be any amount per share, unless a 
minimum or stated value is required. In Illinois both maxi- 
mum and minimum limits are placed on the selling price of 
non par value stock, the law requiring that a corporation 
“may issue and sell its shares of stock having no par value 
from time to time for such consideration, not less than five 
nor more than one hundred dollars per share, as may be 
described in the certificate of incorporation or as from time 
to time may be fixed by the board of directors pursuant to 
authority conferred in such certificate.” 


4. Stock Authorized But Not Issued 


In the preceding illustration the entire authorized issue 
of capital is disposed of at once. Frequently, the amount 
of stock authorized is made larger than needed for immediate 
requirements in order that future expansion may be financed 
without a charter amendment. When the stock authorized 
exceeds the stock issued, the amount of stock outstanding is 
expressed in the balance sheet by showing the authorized 
capital stock less the unissued capital stock, the difference 
being extended as stock outstanding. In case of non par 
value stock there is no way of expressing the value of the 
authorized stock, so that a formal entry for the total author- 
ized stock cannot be made. The capital stock account in 
this case simply stands credited with whatever amount is 
received for the stock, but there is no objection to indi- 
cating the facts regarding the number of shares author- 
ized and the number that are outstanding in a footnote to 
the balance sheet or in a note immediately below the words 
“Capital Stock” in the balance sheet. This gives the 
reader of the balance sheet adequate information for all 
purposes. 
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5. Two or More Classes of Stock 


The issue of two or more kinds of capital stock involves 
no new accounting principles. Each issue must be treated 
separately on the books, distinct entries being made through- 
out. Also in the balance sheet the same separation must be 
maintained. Care should be employed in designating the 
various classes of stock, names being employed which in so 
far as possible are descriptive of the qualities of the stock 
which they designate. It is impossible, of course, to employ 
a title so long as to explain all qualities and restrictions of a 
given issue of stock. This must be left to the charter. Illus- 
trative of a concern having outstanding different stocks is the 
following extracted from the balance sheets of the Commer- 
cial Solvents Corporation: 


1927 1926 1925 * 1924 
Preferred ‘Stocks 4... 0s’. Geis Seaeciens $1,000,000 $1,000,000 


68, 
Common Stock s..25.. 5: 4,379,543 4,370,452 eet 2,067,271 


A footnote applicable to the common stock reads as fol- 
lows: ‘Represented by the following no par shares: in 1927 
by 217,722 capital shares; in 1926 by 108,861 class B 
shares; in 1925 by 39,069 class A shares and 47,064 class 
B shares; in 1924 by 40,000 class A shares and 40,000 class 
B shares.” This is fairly typical of the changes which occur 
from year to year in the capital stock outstanding of growing 
concerns. It is not infrequently the case that preferred stock 
is retired as soon as the financial position of a company 
permits. 


6. Subsidiary Stock Records 


The character of subsidiary stock records must depend on 
the size and distribution of the issue of capital stock. In 
case of closely held corporations no subsidiary records are 
required, whereas in case of issues having a wide distribution 
and which are being constantly traded in it is necessary to 
remove all details to subsidiary journals and ledgers, the 
Capital Stock account in the general ledger serving as a 
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control. Frequently some statutory requirement exists 
relative to the keeping of stock records. Thus the New 
York Stock Corporation Law, sec. 10, states that no trans- 
fer of stock is valid, except to render the transferee liable 
for the debts of the corporation to the extent provided for 
in the statutes, until entered in the kind of book prescribed 
by the statute, the entry showing from and to whom trans- 
ferred. Where statutory requirements exist they must be 
observed even though the records specified could otherwise 
be dispensed with. 

The transfer book performs the functions of a journal. 
Stock transfers are explained in detail elsewhere. The stock 
book or stock ledger is subsidiary to and controlled by the 
capital stock account. As many transfer books and stock 
ledgers should be kept as there are classes of capital stock 
outstanding. 


Some small companies keep no stock transfer book, the 


stock certificate book being made to serve instead. 

Postings are made to the stock ledger from either the 
transfer book or the stock certificate book. The handling 
of transfers has little accounting significance since the total 
amount of outstanding stock, hence the balance in the capital 
stock account, is not affected. 


7. Subscription Accounts 


Frequently stock is issued on subscription to be paid for 
in instalments. In this case Subscriptions account instead of 
Cash is charged. Thus if a company is organized with a 
capital stock of $200,000 an entry for the authorized issue 
is made as follows: 


Capital Stock Unissued $200,000 
To Authorized Capital Stock $200,000 


Then when $100,000 of this stock is subscribed the entry 
is as follows: 


Subscriptions $100,000 
To Capital Stock Subscribed $100,000 


— 


’ 
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For subscriptions to capital stock, at par, 


as follows: 
S. T. Arthur 600 shares 
J. D. Jones 200). 
S.S. Smith BOOMs 


As the instalments fall due and are paid, Cash account is 
charged and Subscriptions account is credited. Thus if the 
first instalment is 25% the entry is: 


Cash $25,000 
To Subscriptions $25,000 


Similar entries are made as succeeding instalments are paid, 
the final payment closing Subscriptions account. It is then 
in order to make the following entry: 


Capital Stock Subscribed 3 $100,000 
To Capital Stock Unissued $100,000 


The reason for this entry is that capital stock cannot be 
issued until fully paid up; hence the credit to Capital Stock 
Subscribed account when Subscriptions account is charged. 
When, however, the subscribers have paid in full, certificates 
of capital stock are issued and it is in order to make the 
above entry. As a result, there are three accounts standing 
with open balances: Cash account, debited $100,000; Capi- 
tal Stock Unissued account, debited $100,000; and Author- 
ized Capital Stock account, credited $200,000. On the 
balance sheet the status of stock authorized and outstanding 
would be expressed as follows: 


Capital Stock: 


PNUURMOLIZEG Mair seh, oh sulelc ehh tel aia e Wa $200,000 
Wes MERUIISSUEU,” aicke ss seis stas i. « Sian 100,000 
Outstandifidin ssa kets dees tens $100,000 


If there are many subscribers a subordinate ledger should 
be opened in which to record the individual subscriptions. 
This ledger is controlled by the Subscriptions account in the 
general ledger, and when all subscriptions are paid up both 
the Subscriptions controlling account and the individual 
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subscription accounts in the subscriptions ledger will be 
closed. When such a subordinate ledger is set up the books 
of original entry must be so constructed as to facilitate 
posting of details to the subordinate ledger and totals to the 
Subscriptions controlling account. For example, on the 
debit side of the cash book a special column headed “Sub- 
scriptions,” or similar appropriate title, would make posting 
much easier than if entries for instalments paid on account 
of subscriptions were entered in the “General” or ‘“Miscel- 
laneous”’ column of the cash book. The conditions surround- 
ing each case must be allowed to determine the detailed 
accounting procedure to be followed, but the necessity of an 
accurate accounting for all phases of stock issues cannot 
be overemphasized. 

A subscriptions journal is desirable if the subscriptions are 
numerous. From it postings are made of subscriptions to 
the subscriptions ledger and the subscriptions controlling 
account in the general ledger. The subscriptions journal 
should have columns for date, name and address of sub- 
scriber, number of shares subscribed for, and amount to be 
paid therefor. The total of this amount column, at the end 
of the month, is posted to the debit side of subscriptions 
account and to the credit side of the Capital Stock Sub- 
scribed account in the general ledger. The details should be 
posted daily to the debit side of the subscription accounts of 
individuals in the subscription ledger. 

When a plan is prearranged in accordance with which in- 
stalments fall due for all subscribers on specified dates, an 
instalment book may be employed, a separate sheet being 
used for each instalment. When this plan is followed an ~ 
entry is made, on the day the instalment falls due, debiting 
Instalment No. 1, or whatever instalment may be falling 
due, and crediting Subscriptions account. In this case the 
instalment book may take the place of the subscriptions 
ledger, or the two may be used together, the controlling 
account for each instalment sheet being the Instalment No. 1 
account, or the Instalment No. 2 account, etc., as the case 
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may be. Any unpaid instalments shown in the instalment 
book would be reflected by the controlling Instalment 
account in the general ledger. Here, too, the instalment 
journal and the cash book must be devised to facilitate 
posting to both controlling and subsidiary record accounts. 

The instalment book should contain columns for sub- 
scribers’ names and addresses, number of shares sub- 
scribed, amount of instalment currently due, amount paid 
in thereon, date paid, and folio in which to indicate page of 
cash book from which posting is made. 


8. Instalments Illustrated 


Assume that on January 1, 1928, the Acme Company is 
organized with an authorized capital stock of $500,000 all 
of which is subscribed as follows: 


EA ESOT Me eng alec ones 3,000 shares 
SOMES tana one iat ei T,000) fay 
CP CMVE Witenes a esse Boo ee OOO stn 


The stock is payable 15% down and the balance in the 
following instalments: February 1, 20%; March 1, 20%; 


April 1, 45%. 
The entries are as follows: 


Capital Stock Unissued $500,000 

To Capital Stock Authorized $500,000 
For Capital Stock Authorized 
Subscriptions $500,000 

To Capital Stock Subscribed $500,000 
(Explanation and details) 
Cash $75,000 

To Subscriptions 
For Cash Payments by Subscribers 

Feb. i. 


75,000 


$100,000 


Instaiment No. 1 
$100,000 


To Subscriptions 
For instalment due Feb. 1, details as to 
subscribers being shown on Instalment 


Sheet No. 1. 
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Instalment Sheet No. 1 appears as follows: 


ForM 213 


AcME CoMPANY 
INSTALMENT No. 1, 20%, Dur FEBRUARY I, 1927 


Stock 
Plena tee Tecger Address d Foli Remarks 
T. T. Olson 6 Oak St., Chi- 
cago, Tienes 3,000 
S. Jones__- 1200 Ridge Ave. 
: Boston, Mass.]| 1,000 
C. Clive__- Will pay 
Feb. 10 
In the cash book the entry is: 
Feb. 1. 
Cash $80,000 
To Instalment No. 1 $80,000 
Feb. 10 
Cash $20,000 
To Instalment No. 1 $20,000 
Similarly, for each instalment an entry is made charging 
Instalment No. ... and crediting Subscriptions, the details 
are spread on the Instalment sheet, and as cash is received 
Cash account is charged and Instalment No. ... is credited. 


When the final instalment is paid the following entry is 
made: 


Capital Stock Subscribed $50,000 
To Capital Stock Unissued $500,000 


9. Procedure for Non Par Value Stock 


The accounting procedure for non par value ‘stock sub- 
scriptions is in every respect the same as for subscriptions 
to par value stock, except that there is no par value and the 
shares are marketed at whatever price the directors may 
designate, subject to any restrictions in the charter or 
statutes. 
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to. Stock Sales at Other Than Par Value 


Since non par value stock may be sold at any price without 
incurring any consideration of premium or discount, the 
following discussion refers only to par value stock. A few 
states have enacted laws permitting the sale of stock at a 
discount. Regardless of statutes, stock is sometimes sold at 
a discount with the understanding that while in the hands 
of holders having knowledge thereof it is subject to call for 
the unpaid balance. 


The nature of stock discount and stock premium has been 
the subject of long controversy, although more difficulty 
appears in attempting a logical disposition of discount than 
in treating premium. The difficulty in finding a satisfactory 
treatment for discount arises out of the inconsistency in 
having a par value greater than the value received in pay- 
ment for the stock. In case of stock issued at a premium, the 
nature of the premium is practically the same as the stock 
itself, although it is credited to a premium on capital stock 
account which is a division of capital surplus. It would seem 
that the logical treatment would be to show discount on 
capital stock as a deduction from capital stock account, or 
from surplus. The latter procedure is likely to be impos- 
sible, however, because a company which is compelled to 
market its stock at a discount is not likely to possess a 
surplus. 

The customary practice is to charge discount to a Discount 
on Stock account, later writing it off against Profit and Loss 
account or against Surplus account if a sufficient surplus has 
been accumulated to permit this procedure. If it is brought 
into the income statement as a profit and loss item it should 
be indicated as an extraordinary item not related to current 
operating expenses. Sometimes discount on stock is capital- 
ized as a developmental cost, but this is one of the less 
conservative methods of treatment. Probably the best 
practice is to charge it off against surplus as rapidly as 
conditions permit. 
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To illustrate the accounting procedure for discount on 
stock, assume that the A B C Company sells roo shares of 
stock having a par value of $100 per share at a discount of 
10. The entry is: 


Cash $9,000 
Discount on Stock ‘1,000 
To Capital Stock Unissued $10,000 


If, at the end of the year, the condition of the surplus 
account permits, a part of the discount on stock may be 
written off, as follows: 

Surplus $100 

To Discount on Stock $100 

Similar entries will be made in the future until the discount 
account is closed out. 

If, instead, the stock had been sold at a premium of 10, the 
entry would be: 

Cash $11,000 


To Capital Stock Unissued $10,000 
Premium on Stock 1,000 


As stated above, premium on stock is in the nature of 
capital surplus. It is carried on the books preferably as a 
separate account, but in the balance sheet should be shown 
as a division of capital surplus. 


TREASURY STOCK 


The introduction of non par value stock has to a large 
extent rendered the institution of treasury stock obsolete. 
Where par value stock is still issued the status of the issuing 
company may be such that it cannot be sold in the first 
instance at its par value for cash, while the statutes prohibit 
its sale at a discount. In such instances some of the stock is 
usually issued in exchange for material assets—land, build- 
ings, machinery, etc—which are presumably given a con- 
servative valuation equal to the par value of the stock 
issued in payment therefor. It is quite possible that such 
a conservative valuation upon property purchased through 
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stock issues would not place the company in a position where 
it could sell its stock at par for cash, not because it is not 
worth par, but because it is not sufficiently well seasoned to 
appeal to investors, or because of conditions in the money 
market. In such circumstances the individual or individuals 
who sell plant and equipment to the company for stock and 
who are likely to own the majority or even all of the stock, 
may, because of their inability to supply the concern with 
sufficient cash, be glad to donate a part of their holdings 
back to the company to be held as treasury stock and to be 
sold as soon as possible for the best obtainable price, even 
though such price be less than the par value of the stock. 
Once stock has been issued as full paid stock and returned to 
the treasury, it may be sold at any price obtainable. In this 
way cash funds may be obtained. 

Sometimes treasury stock arises through purchase, the 
company going into the market and buying up its own stock. 

Regardless of the manner in which the company comes 
into possession of its own stock, the best procedure is to 
carry it on the books of the concern at its par value. The 
reason for doing this is that in setting up a balance sheet 
it is desirable to deduct treasury stock from capital stock 
on the credit side of the balance sheet. This cannot be 
done if treasury stock is held at any figure other than its 
par value. 

We have, therefore, to consider the entries to be made: 


1. When treasury stock is purchased: 
(a) at par 
(6) below par 
(c) above par 

2. When treasury stock is sold. 

3. When treasury stock is donated. 


11. Entries for Treasury Stock Purchased at Par 


When treasury stock is purchased at par the entry is a 
charge to Treasury Stock account and a credit to Cash 
account for the par value of the stock. Thus if too shares 
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of $100 par value each are purchased at par the entry is: 


Treasury Stock $10,000 

To Cash $10,000 
If this stock is later sold at $110 a share the entry is: 
Cash $11,000 

To Treasury Stock $10,000 

Profit on Sale of Treasury Stock 1,000 

If sold at $90 a share the entry is: 
Cash $9,000 
Loss on Sale of Treasury Stock 1,000 

To Treasury Stock $10,000 


12. Entries for Treasury Stock Purchased Below Par 


If 100 shares of stock of $100 par value each are purchased 
at $90 per share the entry is: 


Treasury Stock $10,000 
To Cash $9,000 
Contingent Profit on Treasury Stock 1,000 
If this is later sold at par, the entries are: 
Cash $10,000 ‘ 
To Treasury Stock $10,000 
And: 
Contingent Profit on Treasury Stock $1,000 
To Profit on Sale of Treasury Stock $1,000 


The purpose of the last entry is to transfer the balance in. 
the Contingent Profit on Treasury Stock account to the 
Profit on Sale of Treasury Stock account because the profit 
is now realized. 

If, instead, the stock bought at $90 per share is sold at 
$80 per share, the entry is: 


Cash $8,000 
Contingent Profit on Treasury Stock 1,000 
Loss on Sale of Treasury Stock 1,000 

To Treasury Stock $10,000 


In the above cases the realized profit or loss on sale of 
treasury stock should be regarded as an adjustment of sur- 
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plus, not as operating profit or loss. For this reason Capital 
Surplus may be substituted for “Loss on Sale of Treasury 
Stock” or “Profit on Sale of Treasury Stock.” 


13. Entries for Treasury Stock Purchased Above Par 


If 100 shares of stock of $100 par value each are purchased 
at $110 per share the entry is: 


Treasury Stock $10,000 
Capital Surplus 1,000 
To Cash $11,000 


This is somewhat more conservative than charging the 
$1,000 item to Contingent Loss on Purchase of Capital Stock 
and the procedure here outlined is in accord with the rule of 
anticipating no profits and providing against all losses. 

If, later, this stock is sold at cost the entry is: 


Cash $11,000 
To Treasury Stock $10,000 
Capital Surplus 1,000 


14. Entries for Treasury Stock Donated 


When treasury stock is donated the entry is a debit to 
Treasury Stock Donated account and a credit to Donated 
Surplus account at the par value of the stock. Thus if 
$10,000 par value of stock is donated the entry is: 

Treasury Stock Donated $10,000 

To Donated Surplus $10,000 

This may later be sold: 

(a) At par 

(b) Below par 

(c) Above par 
If sold at par, $10,000, the entry is: 


Cash $10,000 

To Treasury Stock Donated $10,000 
And to carry Donated Surplus to Capital Surplus: 
Donated Surplus $10,000 


To Capital Surplus $10,000 
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If sold below par, say for $9,000, the entry is: 


Cash $9,000 
Capital Surplus 1,000 

To Treasury Stock Donated $10,000 
And to carry Donated Surplus to Capital Surplus: 
Donated Surplus $10,000 

To Capital Surplus $10,000 


This results in a net increase of $9,000 in Capital Surplus 
account, the amount realized on the donated stock. 
If sold above par, say for $11,000, the entry is: 


Cash $11,000 
To Treasury Stock Donated $10,000 
Capital Surplus 1,000 
And to carry Donated Surplus to Capital Surplus: 
Donated Surplus $10,000 
To Capital Surplus $10,000 


This results in a net increase of $11,000 in Capital Surplus 
account, the amount actually realized on the donated stock. 


15. Capital Stock in the Balance Sheet 


Illustrative of how several classes of stock may be shown 
in the balance sheet is the following statement of Capital 
Stock and Surplus found in the condensed consolidated bal- 
ance sheet of General Motors Corporation, as at December 
21 1029' 

Capital Stock: 

Seven per cent preferred stock (authorized - 


S5GO,OGO/COO), «Fi aiasur wd eee kee $1 30,83 5,700.00 
Six per cent preferred stock (authorized 

and Outstanding i. tc ater secs poi cane 1,713,400.00 
Six per cent debenture stock (authorized 

and outstanding). Si....aidenmnet uate ae 2,366,900.00 


Common stock $25 par value (in 1927 au- 
thorized 30,000,000 shares. Issued and 
outstanding 17,400,000 shares)....... 43 5,000,000.00 


Total CapitalsStock i.) Snes ee $569,916,000.00 
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Interest of minority stockholders in subsi- 

diary companies with respect to capital 

AMC SULPIUB GEE We ete ee me ere ee 2,603,975.44 
SOME DUIGI ra sin SEC eae Seats seen ae he Oe 187,819,083.30 © 


Total Capital Stock and Surplus... .$760,339,058.74 


This is a satisfactory statement of the kinds and amounts 
of capital stock authorized and issued. Four classes of capi- 
tal stock are more than are usually found, however. The 
balance sheet of the American Telephone and Telegraph 
Company as at December 31, 1927, shows a simpler 
structure, thus: 

Capital Stock $1,103,41 5,600.00 

Par value of capital stock outstanding. 
Increase during year, $39,187,800. 
See page 18. ; 
Capital Stock Instalments 38,873 ,600.49- 
Instalments paid on stock subscribed for 
but not yet issued. See page 18. 


Surplus (Including Capital Stock Premiums) is shown as 
a separate item, viz., $272,435,981.85. The references to 
page 18 are to detailed explanations of the two items and 


are as follows: 


Changes in Capital Stock 
Outstanding During 1927 Par Value 
Capital Stock Outstanding Dec. 31, 1926.$1,064,327,800.00 
Issued for cash in accordance with the 
terms of the offer of May 19, 1926, to 
stockholders of record June 8, 1926.... 17,041,400.00 
Sale to public of portion of unsubscribed 
stock remaining in Treasury from offers 
to stockholders of record September 8, 
TOD 2) AMGUPUNIC EOP LO24 si. c ye sicre so 5: > 1,291,900.00 
Issued to employees of the Bell System 
upon completion of instalment pay- 
ments under Employees’ Stock Plan... . 20,154,500.00 


Capital Stock Outstanding Dec. 31, 1927.$1,103,415,600.00 


Increase during year............. $  39,087,800.00 
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Changes in Capital Stock 

Instalments During 1927 
Capital Stock Instalments December 31, 1926: 
From employees under Employees’ Stock 


i id tc): eerie reo Mr Fi ones pe 8 $37,916,703.72 
From Stockholders under terms of offer 

dated May 10, 1026%%. isc cians aie 10,552,175-05 

Totakes sakeh..<)d oe eal tates $48,468,879.37 


Capital Stock Instalments December 31, 1927: 
From employees under Employees’ Stock 
Plan Schill ste a cata cine tore aa irs pated 38,873,600.49 


Deerease-during yearn. sn. sn. Gee $ 9,595,278.88 


ForM 214 
RESOLUTION ASSESSING STOCK 


Resolved, That an assessment be, and is hereby levied upon all 


of the capital stock of this Company at the rate of $........ per 
share, payable to the Treasurer of this Company on or before 
hile Ge erthets, Says CAV iOl pack Slot ee EO 2 ear 

FoRM 215 


RESOLUTIONS OF Drrectors MAKING A CALL ON STOCK 


Resolved, That a call of $........ per share be made upon all 
of the preferred shares of the Company not yet fully paid up and 
that such call"be made: payable at (2... 4... <.en. es weak on the 
Be PO ays May Of .s oak os an eneet Oo BEST. 


Resolved, further, that the secretary be and is hereby directed 
to give notice at once to all registered holders of such shares that 
such call has been made. 


ForM 216 
Notice or CAL 


DO. os as itearek See ee een re 
You are hereby notified that by resolution of the Directors of 
thé so fe tearnen Company duly passed on the ............ 
day ofcn..c cocntreen, , 19..., a call is hereby issued on all the 


shares of. the capital stock of the... si..n54..45 Company 
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Olean ee per centum of the subscribed capital stock of said 

Company payable on the ........... GAYROU ET is ssises next. 
Your subscription i Sie etek Shares Of Sea er. 5 each; total 

AMOUNU Daletss osc. ; amount necessary to meet this call $........ 
By order of the Board of Directors. 


a Ty 


Secretary 


ForM 217 
PUBLISHED NoTICE oF CALL 


RINE. peemiote erat ee oats are Company 
a opstoex holders Of the... )sawqees aw ses Company. 
Notice-is hereby ‘siven that aicall Of. .0-A wce0. ss. s dollars, 
(eSite here ae 52 ) per share has been made in accordance with a 
resolution of the Board of Directors: of the .. 2. .......00.. 
Company, upon the unpaid balance of all stock of the Company 


issued and outstanding at ........ @ClOock(- 3M. ON was re 
19...,payable at the office of the ............ Trust Company, 
UN OMrpr encase nce oie ile! (6 0.0 DtLCCingt - erases etc , or at the 
office of the Re tee estan oe Sate a Trust Company, No. 3: ..+-. : 
Bee co csuertie hee Street, ..5---.+-..%.. on or before ess ics omteveae 


eee eee eee eee eee 


IQ. 

Any stock upon which the full amount of this call shall not 
have been paid in the manner above specified on or before 
J Fy ca oe OR Oe , 19..., will be sold by the Company of said 
call and all the expenses incident to the sale of said stock. 


Det (oie DO Ome yet en meer a CeCe at) 


President 


Form 218 
Norice or Frnat Catt Upon Partrty Paip Stock 


Me arate cisternae ware Males Company 


By resolution of the Board of Directors of the ............. 
Company passed at a meeting held on ............... IQ. 
final call of 30 Per Cent. was ordered on the partly paid capital 
stock. Said call to be payable at the office of the undersigned on 


GEDCLONG Hrs ates ek ee a a PALO! 
Stockholders are required to submit their certificates for en- 


dorsement at time of paying this call. 
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The transfer books of the Company will be closed on ........ , 
TOuh abe Pate o’clock? ......3 Mi. 
APREPSEG Wile ate eee & Company 
A ere nse Street wasiey bess soe os 
FORM 219 


WAIVER OF NOTICE OF PAYMENT OF ASSESSMENT 


We the undersigned subscribers to the capital stock of the 
is Pan eee Company, a corporation organized under the laws 
Of theistate lof) i. 6 4c 5 ate ares do hereby waive statutory notice 
and all other requirements as to notice of the time and place of 
the payment of our respective subscriptions, and do hereby agree 
to pay the amounts subscribed by us to the Treasurer of the 
Company at such times and in such manner as its Board of 
Directors may direct. 

|B Ee or are ae oe, ena Ss SE Otccxe 

Name Number of shares owned 


@) eine ese, Sate: 6 0) 0 00) e:fe "ee di'eee. 6 6, «6,18 as (0 ile, |) | <a; 0) 0)! @ lore] 65) o) Me) 6b ee a ee 
Oelieicetale (elses ale: 'e eo bie <0) b) ee, 0 (0 8:.0) © Vise se eels a, “ee eli@ ef sie « alle 6) = 6) 6) Ske” a lelrene 


© 6 Vie) eb fee. 6, 5bo a eo 8 6 ep ole ee ere. 6a eae & an (a)id) a le) ® (6) @ 6, Se leis) 6) el eles) Ghavetenele 
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RECEIPT FOR INSTALMENT 


COS Sar Sire at Company 
ROCEIVEM OL cies 4500's cian eso. <'s, mis uae the 'Suniiol .ca.nco ek wee 
dollars, being the amount of a call of $........ per share on the 
common shares of the ...........0.... Company as evidenced 
by certificate, NO... esas 
DBICG. Wc awrec tr uta o: SPOR vas 
DNC. ik etn eRe eee eee Company 
BY a ae 0 9! obstael ona an eueie A's Se 
Treasurer 
ForRM 221 


Notice oF LIABILITY TO FORFEITURE 


DDG. iscds sshce Reta Alonsduiak Company 
Sir, 
Eni my: notice: Of). asiase as een ee , 19..., you are informed 
that at a meeting of the Board of Directors a call was made on 
the common stock of this Company. 
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It is now my duty to inform you that by a further resolution of 
the Board of Directors you are required to pay the said sum of 
Rieitore eis dollats.on' or before 80. seks c's oo , 19..., together 
with interest thereon at the rate of ..... sexe «= Per, Cent. from 
Big aiaiersredeutso.6 , I19..., to the day on which said payment is made. 

In the event of your failure to pay said call together with in- 
terest thereon on or before said ............ ,19..., at the place 
specified the shares in respect to which such call was made may, 
if the Directors so instruct, be forfeited. 


ed 


Secretary 


Form 222 
RESOLUTION TO FORFEIT SHARES 


WReCSOLUECH NATAL Bote. ean aia'e « shares of the common stock of 
this company having a par value of ......... dollars each and 
represented by certificate No. ........ OL WICH lacs cere anetetet oar 
is the registered holder, be and is hereby forfeited because of the 
non-payment thereon of a call amounting to $........ per share. 

Resolved, furthermore, that the secretary be and is hereby 
directed to give notice forthwith to the said ................. 
of such forfeiture. 


ForRM 223 
Notice OF FORFEITURE 


ORDO Mn Wee ct ai hanes « Company 
Sir, 

By resolution of the Board of Directors of the ............-+ 
Company I am instructed to inform you that the ............ 
BALES Ole te a 0 a¥ eres clos oes dollars represented by certificate No. 
= ioe ee ee of which you were the registered holder have by 
resolution of the Board of Directors of said Company duly passed 


at a meeting held on............ , 19..., been forfeited because 
of your failure to pay the call due thereon on ........... NiORes 
DAG leecher a ele ree PeLOrk 
Secretary 
Form 224 


NoTICcCE oF SALE OF STOCK FORFEITED 


Notice is hereby given that on ............. ,19...,at..... 
QEIOC aN ENE. aie.e ce oheyeie sein, #5 Company will sell at public 
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auction at the office of said Company, No. ........, .--++--eee: 
SUTGGt, Antisense, oe tte ee shares of the common capital 
See ewe six iis ialawee Company represented by certificate 
HINGE “Wands cic « of which: 9 00% Aine ees was the registered 
owner because of the non-payment of a call of .......... dollars 
per share due on said stock on the ....... day Of), Soil eins 

19..., made by resolution of the Board of Directors of said 
Company passed ona cnciee. Banke IG teats 


Secretary 


FORM 225 
CERTIFICATE OF STOCK 


Incorporated under the laws of the State of................ 
WapitalestOcke wari; sea a3 hie tices wiaresee ea he Be ea tects share 
NOM Aiea ee Sea ee Reece Shares 
PENG re ra ote os os er ecie eae Company 
This* Certiiles *tHAL rte o>. erete Seen is the owner of | 
Ret ee shares of the capital stock of the ...........26..% 


Company, transferable only on the books of the said Company 

by the holder hereof, in person or by duly authorized attorney, on 
surrender of this certificate properly endorsed. 

Witness the seal of said Company and the signatures of its 

President and Secretary this ...... day Ol ceccn ee te Be he etc 

SA NE St rR Ee Doe os President 

BA AT ane ey a TAR Secretary 


Shares, $100 each. 
(Corporate Seal) 


ENDORSEMENT 
For. value: seceived,/ 2 S527.0.50% See ee hereby sell, assign 
and: transteruntees.. DO neus een ce ed eee ee shares of the 
capital stock, represented by the within ‘certificate, and do hereby 
irrevocably constitute and ‘appoint 2: ca.. oe ahee Se e , attorney, to 


transfer the said stock on the books of the within-named Company, 
with full power of substitution in the premises. 
Dated A oscaies aineety eleus anes oe Oakes 


OV rey ele, 4) e116 us Olieris: /e Neliwils) ele well aire 
Gee. Sh 0). 8 6.0, 1016) (nile alley wl 6 (uni >) lee: ane 
@ (a ee pe raite, 6) 9) Gees eeei ie (ee Heim im eres, 


ae B18: b 16, ©) sified e .e Seta is eho, uk, 6) level 8 sree 
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ForM 226 
Fur Parp CERTIFICATE OF STOCK 


Incorporated under the laws of the State of ............. 


Number ‘Shares 
BOG metre i mea aka ccc cec ok Company 
Capital StOck Sie. oes oes 
Phismecr tines thats) aie ces a. oe hes Ses. is the owner of 
b SX Eee shares of One Hundred Dollars each of the 
eoitalustock” Of “thereto actos ohh SiS a ost s ee os Company, 


full paid and non-assessable, finsfetable only on the books of 
the Corporation by the holder hereof in person or by Attorney, 
upon surrender of this Certificate properly endorsed. 

In Witness Whereof, the said Corporation has caused this 
Certificate to be signed by its duly authorized officers and to be 


sealed with the Seal of the Corporation this ............ day of 
hac SERRO Y CRORR ar ethos Le TOs 

at a cs 378 eb 
(SEAL) 
Rear clases se ae 


Shares, $100 each. 


ForM 227 
CERTIFICATE OF STOCK PARTIALLY PAID FOR 


Incorporated under the laws of the State of .............. 


Number Shares 
RUNG merce cde eye fe es aces ie: 6 5.6 Company 
Capital Stock tiiigp tics see. « 

TIE COPE CS ALIA Ul agers cle coats aie ewok ns «oe is the owner of 
PEE ices 37 A shares of One Hundred Dollars each of the 
ADA OLOCKs Ole tO itera foe igen siNoleois 4 oie" «e's oo Company, 
on which has been paid on each share the sum of ........... 


Dollars, transferable only on the books of the Corporation by the 
holder hereof in person or by Attorney, upon surrender of this 
Certificate properly endorsed. 

In Witness Whereof, the said Corporation has caused this 
Certificate to be signed by its duly authorized officers and to be 
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sealed with the seal of the Bee this" fac sas oe eters day of 
Rien he inte wiele’s vig Dawes ones p ANDO? 

24 bieeey anon te ere 
(SEAL) 
Datel eva lekarat ahi, 00 i hoe 


Shares, $100 each. 


Form 228 
TEMPORARY CERTIFICATE 


Incorporated under the Laws of the State of ............. 
Temporary Certificate 
Exchangeable for Engraved Certificate When Ready for Delivery 


Wave dnuh eave edn ale laste la aS a see Company 
Shares '$. ...a0 5 Each Capital: Stoek $... .2< a5 o8 oe 
This 1s to certify that...) ges. cwes is the owner of ........ 
Shares of the capital stock of ........... Company, transferable 


only on the books of the company by the holder hereof in person 
or by duly authorized attorney upon surrender of this certificate 
properly endorsed. 

Witness the seal of the company and the signatures of its duly 


authorized officers, affixed this ....... day Ofe.ean See EGGre 
q cisiteks: sic ewer ntis Rees Gunde Treasurer 

(SEAL) President 

Countersigned wc ksivias.gctvok dase uk 


Trust Company 
Transfer Agent 


1S MCT AE HUME Ue PR Tiere 
Secretary 

Registerédivarnt ids eis tan. 1 Gene ee ne 
The; Trust: Company of gam, ee 

Registrar 
BY. ssescb tofesd ot ork ee Age a pe toe ee 

Secretary 

(ENDORSEMENT) 

For value received ........ hereby sell, assign and transfer 
UALO <4 h.4 as Care een ae arte eels eure Shares ‘of the Capital Stock 


represented by the within Certificate, and do hereby irrevocably 
constitute and appoint ...............5. Attorney to transfer 


7 
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the said stock on the Books of the within-named Company, with 
full power of substitution in the premises. 
PPAtE Cie a hie Oe cat SAL Oa ties 


ry 


Notice: Signature to all powers of attorney and also powers 
of substitution must be guaranteed by party presenting certificate 
of stock for transfer. 

Notice: The signature to this Assignment must correspond 
with the name as written upon the face of the Certificate in every 
particular without alteration or enlargement or any change 
whatever. 


FoRM 229 
CERTIFICATE OF PREFERRED STOCK 


BNO eile ea ack te SRATOSE alos ot sloinusior ere 
PORES VINE oc NG oso dpe 6) 8 cet Company 
Capital OtOCK Do okie tee geen 308 
TIS ECUCINES HAL ces e sais! wie ee vals shore. is the owner of ........ 
shares of the Preferred Capital Stock of the ..........5.....- 


Company, transferable only on the books of the Corporation by 
the holder hereof in person or by attorney upon surrender of this 
Certificate properly indorsed. 

This certificate entitles the holder to receive, and the Corpo- 
ration is bound to pay out of any and all surplus or profits 
whenever ascertained, (non) cumulative dividends thereon at the 
FALE OL ets 7) se es per cent, per annum, payable annually (semi- 
annually or quarterly) before any dividends shall be declared 
on the common stock. 

(The preferred stock is subject to redemption at par on the 
ea as, way abe GAOL Ar eyelet ices 6 beth Orne, OF (3c. preceta tae are 
at any other time thereafter that the Board of Directors may 
select.) (The holders of preferred stock shall have no vote in 
the corporation.) 

In Witness Whereof, the said Corporation has caused this 
certificate to be signed by its duly authorized officers and to be 


sealed with the Seal of the Corporation, this .......... day of 
ESET TEE AS PY OEM LO trcke 
“ae a Secretary President 


(SEAL) Shares, $........ Each 
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ForM 230 


CERTIFICATE OF PREFERRED Stock (UNITED STATES 
STEEL CORPORATION) 


SEVEN PER CENT CUMULATIVE PREFERRED STOCK 
INOjp0% a ik Ways Shares.us iva aatne A 
Incorporated under the Laws of the State of New Jersey. 


UNITED STATES STEEL CORPORATION 


involuntary) of the corporation, the holders of the preferred 
stock shall be entitled to be paid in full both the par amount of 
their shares and the unpaid dividends accrued thereon, before any 
amount shall be paid to the holders of the common stock and after 
the payment to the holders of the preferred stock of its par value, 
and the unpaid accrued dividends thereon, the remaining assets 
and funds shall be divided and paid to the holders of the common 
stock according to their respective shares. The preferred stock 
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and the common stock may be increased as provided in the Cer- 
tificate of Incorporation. This certificate is not valid without the 
signature of the Transfer Agent and the Registrar of Transfers. 

Witness the signatures of the President or of a Vice President, 
and of the Treasurer or of any Assistant Treasurer of said 
Corporation. 


Meme e LaMnenkel ga CR. SNS 205.605 8 [8h ie lem e te) (¢<o.. 08) 60) | hp @)ere Fel 6) 0 '6)Leile? eeu, (6) 0] (ee ersr 0: eb! «6 a elle 


Asst. Treasurer Vice President 
ANE GISCETER Preis Wicks ee eNO ster. + 
Bee RS Sapo Gee Sates potas es + Trust Company, Registrar 
IB Yiceore PR eases oh lafuinie Bas 
Ass’t Secretary 
CUS pee ttt bes ede cas BEGINS sf 
Ree ahr Ricdeae dasiace seer orets Trust Company, Transfer Agent 
EES Gen ER nn ea 
Ass’t Secretary 
ENDORSEMENT 
For value received .....77.. hereby sell, assign and transfer 
LENO ceri Ue ere in rage a ee SN ee ar shares of the capital stock 


represented by the within certificate and do hereby irrevocably 
Constitute and appomt 0.635 35%. aes oe Attorney to transfer the 
said stock on the books of the within-named corporation with full 
power of substitution in the premises. 

| SERS best omeee cites, Meter ai ahee LO ere 


foi (6) (0) Je! 6) (0 [61 ‘e101 ©. cp) 1 (@jue) 0) 1 "<s) (0) eliess je] ele.) eS! (6 


al 0) eeter ie) 0716) ‘0. e, 0) oie. 16 0) 6 0) 6.9 tO 0 (6 6 0 0 6 0 


Notice: The signature to this assignment must correspond 
with the name as written upon the face of the certificate in 
every particular without alteration, enlargement or any change 


whatever. 


FORM 231 
First PREFERRED STOCK CERTIFICATE 


INO Miataeeetn cos 
ARTE) Dio a). et erties at COMPANY 


Incorporated under the laws of the State of Illinois 
Capital Stock $1,000,000 divided into: 

First Preferred 8% Cumulative Stock, $250,000 
Second Preferred 8% Cumulative Stock, $500,000 
Common Stock, $250,000 
Total Number of Shares 10,000, par value $100 each 
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This ‘certifies that 5 60.4-3a5 3% (thos is the owner of .......- 
fully paid shares of the First Preferred Capital Stock of ........ 
gee, Waa es Company, transferable only in person or by attorney, 
on the books of the Company upon the surrender of this certificate 
duly endorsed. The First Preferred Stock is entitled to a cumu- 
lative preferential dividend at the rate of, but never exceeding, 
8% per annum on par value payable from profits at such times 
as the Board of Directors shall determine and has, on the liquida- 
tion or dissolution of the Company, preference over all other stock 
as to unpaid dividends, and, to the extent of its par value, to the 
distributive share of the assets. The Second Preferred Stock is 
entitled to a cumulative preferential dividend at the rate of, but 
never exceeding 8% per annum on par value, payable from profits 
after payment of all accumulated dividends on First Preferred 
Stock and before payment of any dividends on Common Stock, at 
such times as the Board of Directors shall determine, and having, 
on the liquidation or dissolution of the Company, preference over 
Common Stock as to unpaid dividends, and to the extent of its 
par value, to the distributive share of the assets. 

The Common Stock has equal voting powers with the First 
Preferred and Second Preferred Stocks. After the payment of the 
dividends on the preferred stocks, dividends may be declared on 
the Common Stock from time to time out of the surplus earnings 
or net profits of the Company, and in such amounts as the Board 
of Directors in its discretion shall determine. In the event of 
the liquidation or dissolution of the Company after the payment 
of accrued and unpaid dividends on, and the par value of, the 
First and Second Preferred Stocks as herein provided, the Common 
Stock shall be entitled to the entire assets remaining. 

This certificate shall not be valid until countersigned by the 
Registrar of Transfers. 


Th (Witness; Whereot: the. said. cocina. teste sents Company has 
caused this certificate to be signed by its President and Secretary 
under the corporate seal this ....... Ga DE cave eee ATOD a 
(SEAL) President 

Secretary : 
(Seal) 
Countersigned and registered this ..... dayi0f Ja aae Fae (Pee 


0. (ai ola) Oeil 0\.0,'¢) 0.6 rel (hie “&: (0 a): Ohabinte, Ie 


Registrar of Transfers 
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ForM 231d 


OATH OF PUBLICATION 


ATTACH COPY OF MOTICE 


Commonwealth of Pennsylvania 
88: 


COUNLY Off crmresissssissnse 

PSR ee i Re ed vmumumnuimaunnnnnnumunune DCN duly sworn, or affirmed, doth depose and say, 
AIM UO Isle tll ON AE. 5 Sect UA MEDELEY 20 1] 3 ate tae ea eee eee tee ae Ss Ee eR) Re RC ES 
Company; that a notice, of which the above is a copy, was published in the smn ae 
i BO rt ES rae a ON eR Se ey » @ newspaper of general circulation, printed and 
published in the COURLY Of rmimmmunarninimunnnununnumnminnnisaurnneny Commonwealth of Pennsylvania, once a 
week, for sixty days, COMMENCING ON th.numesimnunmarnenninnarnannnAAy Of surnunsusrnnenusarmnummssumumnrnumerss 192 

Sworn to, or affirmed, and subscribed before me, this 


Ey fist Siren Red An eo nee on on A.D. 2 
[SEAL] 


531 
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ForM 2310 


OATH OF JUDGES 


OATH OF JUDGES 


Commonwealth of Pennsylvania 
County of 
On this suntunmmnmnnumnnnauunnnn As D192 , personally appeared before me, 


in and for the county AfOresaid seciunssmnsemnsnmnnnnerineenieetnennenes 


stockholders duly appointed judges, by the board of directors Of the secemeruuunmusinnesnsssnnraenrnteeminemmnnmnenssen 


Company, to conduct an election of said Company to be held O17 theecccsscnrcimmrnnnmnmee 


, who being duly sworn, or affirmed, do depose and say that they will 


well and truly, according to law, conduct said election to the best of their ability, and true return make 


of the same. 


[SEAL] 


/ hm 
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JupcEs’ RETURN 


JUDGES’ RETURN 


We, the undersigned judges, appointed by the board of directors of the 

Sica 

Company to conduct an election by the stockholders thereof, for or against an increase of the __—__...-..~ 
Hope tmnt = Of the said company SOM $necinantmerrmennremninsne prea _.. to 

$—~ Ln» 40 heredy certify, that after being duly sworn, or affirmed, we held the said 

election on the ee = 192 , at the office of 

the said company, the time and place fized for holding the same of which sixty days previous notice by 

publication was duly given, and in due form and manner we feceived the votes of the stockholders of the 

said company in favor of or against such increase. And at-the said election there were voted in favor 

Of SUCK UNCTCASE nserver SRATES, ANA AGAINSE BUCK INCTCASE merermrevnernnnnemmrnenenrinemsernemene 

shares, thereby evincing the consent of the persons or bodies corporate, holding the larger amount in 


value of the capital stock of the said company, to the said increase. 


y of the 


Deputy Secretary of the Commonwealth. 


wt POD C Nera 


company this Paper. 


The fee for filing this paper is $30.00 


ELOCTON RETUR 


Recorded in Miscellaneous Corporation 


Filed in the office of the Secretar: 
eee eerie Ana LO 


A Tyjpewritten List of all Signatures must ac- 


Commonwealth, ON RO earn mme Cy Of 


| 

| 
3 i 
i 
i | 
: | 
ob 
z 

: 

| 

i 
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Form 232 


FRACTION OF SHARE OF STOCK 


INCORPORATED UNDER THE LAWS OF THE STATE OF DELAWARE 


CITIES SERVICE COMPANY 
WARRANT FOR FRACTION OF COMMON SHARE OF $20 PAR VALUE 
No. FS 


THIS JS TO CERTIFY that the ed below, or assigns, will be entitled to, and will receive a certificate for one share of the 

=} COMMON CAPITAL STOCK of CITIES SERVICE COMPANY, of the par value of TWENTY Led retre ($20.) upon presentation and surrender 
to the said Company of this warrant, together with another or similar warrant or Warrants oggregating in face value one integral ebore. 

| The face value of this warrant is ~ 


Dollars par value. 


° or will bie ws 
T c No dividends avd no leer tbe pail ot will wcerue o mot bot 


5 os ect forth above this warrant rust be assigned 
a ieee 


Efe WOM WON Weed WO WEL NE WE Te WW Wr WO WOES? Wed Wd WP 


re 
B 
'. 
is 


BECUMITY BANK MOTE CO.. PHILADELPHIA 


ForM 233 


FRACTION OF SHARE OF STOCK (ANOTHER Form) 


SCRIP CERTIFICATE 


General Electric Company 


SPECIAL STOCK 
No. pie Bos Se PAR VALUE OF SHARES $10.00 EACH 


SC- One Half of one share 


bis is ta Certify That the Bearer is entitled to Ons Half of one share of the Special Stock of the 
GENERA PANY (issued pursuant to resolution adopted by the Board of Director. 
Company on August 22, 1924). s ar . - - anes 
Upon presentation and surrender at the office of THE FARMERS’ LOAN AND. TRUST COMPANY, 
prt mon St mn emE ote nihic or the AME aN tape eda HD No. 50 State St., B 5 bonito 
of this cert an simi ij holder entitled to certific 
share of Special Stock, of the par corkage, Ten vee ores sect 
The interest represented by this certificate is transferable upon the books of the Com pon surrender 
of this certificate with another similar scrip certificate, as above provided, in exchange for a psety formas @ full share. 


No dividends will be paid upon scrip. 
Dated, BOSTON, October 15, 1925. 


GENERAL ELECTRIC COMPAN 
By AMERICAN TRUST COMPANY 


OLD COLONY TRUST COMPANY 
Registrar 


By. 


By 
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ForM 234 
AGREEMENT TO Deposit Stock IN Escrow 


The undersigned, being the owners of the certificates of stock 
CLD DELS Sle nS SMe Rae Company which are hereby enclosed, 
agree as follows: 

That the certificates are hereby deposited in escrow with The 
peat eRe fo SoG) 5 Trust Company for the following purposes and 
upon the following conditions, to wit: 

To prevent the parties named in said certificates from selling 
or transferring same pending the organization and financing of 


OHO Hep rant heh a a helio Company. 

i Une sti Ofiet ie ste see. DoMarsi(S 4 fev eitae ) shall have 
been raised in cash by the sale of the stock and paid into ‘the 
PPO ASUEY (OL) WO oc tea sala seers where Company on or before the 
et aist. day of ............, 19..., then upon the certification 
Eee Ge teen S iGE. B tiets oe Company’s treasurer to that effect 
SAN foc. 8 eutiotts, oles Trust Company is hereby authorized to deliver 


to said parties respectively the certificates hereby deposited. 

If the parties signing this agreement fail to raise the money as 
apove stated then said’! )\.).is mn’... e Trust Company shall 
be and is hereby authorized to deliver all of the said certificates 
Oem etch co eyetle 8a) overs vate ica aot ateners 


ForM 235 
SUBSCRIPTION AGREEMENT PRIOR TO ORGANIZATION 


Whereas, it is proposed to organize a corporation under the laws 
ofthe State of... 2. y tose Known aS TNE. 5s wei ds ohare 
Company, and whereas it is proposed that the said corporation 
shall have a total authorized capital stock of .......... Dollars, 
and shall carry on the business of ............ , or such other 
businesses as may be appropriate to the objects of said company, 

Now, therefore, the undersigned, in consideration of their mutual 
promises, hereby severally agree to and with each other and with 
ey ae wie to. 4 , the promoter of said corporation, that they 
will take and pay for, and do hereby severally subscribe to, the 
capital stock of said corporation to the amount set opposite their 
respective names. This agreement is made upon condition that 
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SAIGS a. isa cne shall secure subscriptions of not less than ....... 
Dollars: to; said:.capital stock. Dated, [oes ee SEO ans 
Witness Name Amount 
ForM 236 


PrRE-INCORPORATION SUBSCRIPTION AGREEMENT WITH 
TERMS OF PROPOSED STOCK ISSUE 


Whereas, the articles of association of The ............... 
Company, a corporation about to be organized under the laws of 
the State. Ofs iy ass tod to eee , provides that said corporation shall 
have an authorized capital stock of ......... Dollars($.0.a55% ) 
AIVIGEC IDLOM sth) o's solace eters shares, each having a par value of 
Me seeoaees Dollars ($......), and furthermore divided into the 
following classes: 

(Here insert description of different classes of stock) 

Now, therefore, subject to the provisions of the laws of the 
State! Olin + ht toms. ta , under the requirements set forth in said 
certification of incorporation, each subscriber hereto hereby agrees 
to accept the number and class of shares of capital stock in such 
proposed corporation as is annexed to his name. Each share shall 
be of the par value of ......... Dollars (G.< 2 ). Each sub- 
scriber furthermore agrees to pay fifteen per cent. (15%) of the 
amount of his total subscription within 25 days from date hereof 
in cash and balance in such instalments as the directors of The 
ee era Se eects 3 Company shall require. 

Dated July 25, 19.... 
Number and 
Name Address Class of Shares 


a as @ 6 e%e @ wr ele OW m1 e 0 ole ~ Slerelfelin @:'e) 6° a eee Wa ate e sup (nu) Votes oegie dele lm, (ate houin tela iieine 


e610 € G08, 0 fee eve areca oe) a © 0.ie te tenets, eile «/ afc) we Mere, biel) intial) shiwy wip hei cline Gabe ce einaiee, 


ForM 237 
PowER OF ATTORNEY TO SUBSCRIBE FOR STOCK 


Know all men by these presents, that I, ............ , of the 
Pines hae ee OF). «sss o5 02 atetions inverse ANE ED aa ie oe aie gee 
et. eee , do hereby appoint «toa ost ere Ole ENE wee, tng a ere 
Of tes weirs , my lawful attorney for me and in my name and 
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for my exclusive use and benefit to subscribe for ........... 
shares of the value of ........... each in the capital stock of 
thespropesed j..5..3+ os «css Company, and also to execute and do 
all such things as may be necessary to the incorporation of said 
Company «al the said’ (2 ¢ ssi. , do hereby agree and covenant 
for myself, my heirs, executors and administrators to allow, ratify 
and confirm whatsoever my said attorney shall do or cause to be 
done in the premises by virtue of these presents, including in such 
confirmation whatsoever shall be done between the time of my 
decease or of the revocation of these presents, and the time of 
such decease or revocation becoming known to my said attorney 
or such substitute or substitutes. 

Witness my hand and seal this ....... dayot ero STORK es 


ForM 238 
SUBSCRIPTION TO CAPITAL StocK AFTER INCORPORATION 


We, the undersigned, do hereby severally subscribe for the num- 


ber of shares of the capital stock or The........ Company set 
opposite our respective names, and do severally agree to pay said 
Company for each share the sum of $....... 
Name Shares Amount 
ForM 239 


SUBSCRIPTION BY LETTER 


UB Obs c5 5532 , Investment Bankers 
Sirs: 

I hereby subscribe for 100 shares of capital stock of the ...... 
reach ath Company at $100 per share, in accordance with the terms 
of the circular issued by you and dated July 15, 19..; and agree 
to accept said stock or any less number of shares that may be 
allotted to me in case the total issue is oversubscribed, and to 
pay for same in accordance with the statements made in said 


circular. , 
Sincerely yours 


(Address) 
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ForM 240 
REVOCATION OF SUBSCRIPTION 


MOSHE Ales aie Company: 

Whereas, on the......... day 208) ui. Sheen scx aendethe 
undersigned, subscribed for........ shares in the capital stock 
OM CDES ois sui. company, and, 


Whereas, my subscription has not been accepted by said com- 
pany, I hereby withdraw said subscription and do hereby notify 
you of the cancellation, withdrawal and revocation of same. 


wii De ae ee ae OE (Seal) 
Dated ssi... saes cee N10 
ForM 241 
INDIVIDUAL SUBSCRIPTION BLANK 
I hereby subscribe for ........ shares of the capital stock of 
TEHO rd corssisabs pastes ynrs tn 7a Company at the par value thereof, namely 


$50, and agree to pay twenty per cent (20%) of said subscription 
on call of the board of directors as soon as said Company shall be 
organized, 25% on call of the board of directors at any time after 
60 days from the date of incorporation of said Company, and the 
remainder of said subscription at such times and in such amounts 
as may be required by the board of directors of said Company. 
The right is reserved by said proposed Company, or by the pro- 


moter of said Company, to reject or prorate any or all subscrip- 
tions. 


RE Oe ee ee (Seal) 
Dated July 1, 19... 
ForM 242 
REMITTANCE WITH APPLICATION FOR STOCK 

To-the Secretary of The-......... Company 
Sirs 

Herewith find enclosed the sum of ........ Dollars ($..... i 
being a deposit of ....... Dollars (4....) per shareon....... 
Shares hes.) ace « Company. I understand that the pur- 
chase of this number of shares shall be in accordance with the 
terms of the Company’s prospectus, dated .......... , 19.., and 


I hereby agree to accept the same or any smaller number of shares 
that may be allotted to me. 
Dated ceaava AR 
(Name) 
(Address) 


eee eee eer een e eer eseee 


© 5. 8 858s) soe te 8 a. eee som ee ke 
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ForM 243 
ALLOTMENT LETTER 


Sir: 
In reply to your application for shares in the stock of this Com- 
pany, I have the honor to inform you that by action of the board 


of directors you have been allotted ........ shares. The total 
amount payable thereon upon application and allotment is $..... 
Since you have paid on application $...... , there remains to be 
paid Dy ayo Gets; a This sum is now due and must be paid to 
this Company on or before ........ roe ss 
Sincerely yours, 
SULaevseM Tekin eetin aad Secretary 
BEST A 1) CSM a Weis 2 aes BRS Company 
Form 244 
RECEIPT FOR SUBSCRIPTION 
Scena Dacre cre eRe aren asiat ec onstaraiade Company 
ING er 2: Sebi psi ahe? ses Streets a. ate 
RECCIVEROL cUaiete ete a each ac Dollars (Shee )i in full pay- 
PICU AOE te ryinisne a shares of the preferred stocksOf-Thewiceeess 


Company. Upon surrender of this receipt engraved certificates 
will be issued for the amount thereof, when same are completed. 
Mis eaedagee so koe ay Betas olla Company 


President 


FORM 245 
TRANSFER OF SUBSCRIPTION 


Lh eae Aer WOlgre recs , for valuable consideration, do hereby 
sell, assign, transfer and set. over all my right, title and interest as 
a subscriber to the capital stock of The ........ Company, a 
aration organized and existing under the laws of the State of 
iva stasis , to the extent of”........ shares, unto ........, and 
hereby request that said Company, by its proper officers, issue a 
certificate for said ........ shares to Said) i... 246s , or to his 


assigns. 
In witness whereof I have hereunto set my hand and seal this 


erik MAY Ol set we sci AROines 
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Form 246 


CERTIFICATE OF AMENDMENT INCREASING CAPITAL STOCK. 
(KENTUCKY) 


(Sign, acknowledge, record in county court clerk’s office and 
forward attested copy to Secretary of State.) 

This certificate of amendment to the articles of incorporation of 
SAO ane (Name of corporation), witnesseth: 

Whereas, the owners and holders of more than two-thirds of 
the capital stock of ........ (Name of corporation), a Kentucky 
corporation organized ........ , 19.., (legal notice having been 
given all stockholders of the proposed amendment), have re- 
quested and consented in writing that the articles of incorpora- 
tion shall be changed or amended as hereinafter set out: 

Now, therefore, we, the undersigned present and directors of 
ale Olona (Name of corporation), (constituting a majority 
thereof), in order to carry out the said request of the stockholders, 


do hereby on this ........ day’ Of ests. , 19.., certify that 
the articles of incorporation of ........ (Name of corporation), 
be and the same are amended as follows, to-wit: 

APUICIE: lines is amended by increasing the amount of 
authorized capital stock of the ........ (Name of corporation) 
TLOULA LS Steres (S205 es dollars 10: x22. 5. Ch eee ) dollars, 
so that when amended, said article shall read as follows, to-wit: 

PPATLICIO Bee ton The amount of capital stock of said corpo- 
ration Shall? De>, Sie sce Coes. ) dollars, which shall be 
divided into" 5.<.. <5 eats shared Of .<ei4n) on (Sige ) 
dollars each.” 

In testimony whereof, the president and a majority of the board 
Of ditectOrs 01... casas: (Name of corporation) have hereunto 
signed their names, this ........ day;of; ssi ec piGher 

Si iteng ta lbke: wwe oe eeu: , President. 
A cosa a Ste act ne eRe ore , Director. 
weld apt OMe enor eee eR ool , Director. 
oT sunt sik Sea RNR ST , Director. 
oS Ranft ae aan ee ae eae , Director. 


it Ree a , Clerk of the county court of the county and 
State aforesaid, do certify that the foregoing amended articles of 
incorporation were produced to me in my office and acknowledged 
and delivered by.......... , President; ..imeiectate , Director; 
ieee an , Directors”. o-c:..,. ie, Ditecton? .c:0a, ao piector: 
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.....+..., parties thereto to be the act and deed of said corpora- 
tion and that I have recorded them and this certificate in my 
said office. 


Witness my hand this ........ Cayo wrens: RET Ohtrs.< 
ig Basle ates iacn SacLaee aimee LR > Clerk: 
1 ENYA AICS eR aie: Sue eee DOR 
A copy attest: 
= aN SI A ARCnet anor ae ene , Clerk. 
1M Ae A ee ce a ee Ce 
FORM 247 
INCREASE OF CAPITAL STOCK OR INDEBTEDNESS 
(PENNSYLVANIA) * 


= Company 


Election Return authorizing an increase of 


WAIVER OF NOTICE 


ROOTS OOOH ON Ol eee a ae earache neat enema aces io coanunanornteecarcenies COMPANY: 
We; Chevenidersigned: Stockhold Ors itn i Ch1@ ccc eerste ctrl capapmersetorian cs sects aero acon nS 
<trimsnninamnstnnnnnminnummnnnmnunen Company, who are holders of the stock of said company, to the amount set 
opposite our several names, request that you, by resolution, declare that it is the desire of the corpora- 
ETON EO TT CRE ASE IES Fees acre ce ssc never memos scrote oats <erareogoeeee ECON | einen ene cvrtcieloentn 
to$ ., and that you, by resolution, call a meeting of the stockholders in the 
company to be held on the Se ee cee BY OLS spree octet ect ricer ecco elses LD eerie 
for the purpose of voting for or against such increase. And we do hereby waive the notice of such 
meeting of the stockholders, required to be given by the Seventh Section of thé Sixteenth Article of 
the Constitution of the Commonwealth of Pennsylvania, and by the laws thereof, relating to the increase 
of capital stock or indebtedness of corporations, as well as by any by-law of the Company requiring 


notice of such meeting to be given: 


No. of Shares No. of Shares 


NOTE.—A TYPEWRITTEN LIST OF ALL SIGNATURES MUST ACCOMPANY 
THIS PAPER. THE FEE FOR FILING THIS PAPER IS-$35.00 


* This form is used where notice is waived by consent of each and every stockholder. 
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ForM 247@ 


INCREASE OF CAPITAL STOCK OR INDEBTEDNESS 
(PENNSYLVANIA) 


COMMONWEALTH OF PENNSYLVANIA 


& 


COUT Y OF arene remem int 
[eae sentutnsumunnunenumennemnmenne DeINg duly sworn or affirmed, doth depose and say 
that he is the Secretary of the 

Company, that the stock ledger of said Company is in his custody and under his control, and that the 
list of stockholders given in the above waiver of notice of a meeting be held for the purpose of voting 
for or against the increase Of the —m-rmnesnsmensnewinminiininnseumneminennmrmsngeenstnminninatinneninenmnie 

of said Company, is a complete list of such stockholders, and that they are the owners of the entire issue 
of the stock of said Company, and that the signatures to said waiver are genuine and in the proper 


handwriting of the subscribers, 


Sworn to, or affirmed, and subscribed before Me, this summons AY OF npn 
As Dr LO ricer 


ED 


eT 
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Form 247) 


INCREASE OF CAPITAL STOCK OR INDEBTEDNESS 
(PENNSYLVANIA) 


RESOLUTIONS OF THE BOARD OF DIRECTORS 
AOie are tee ae Pg bat 19 


THEREBY CERTIFY, That the following resolutions were adopted by a majority of the entire 
Beard of Directors of the eR ATA 
Company, at a meeting held at the principal office of the company on the 
day of .... 19S 

“Resolved, That the ne Of this company be increased from 
(ene oes SS” H 

“Resolved, That a meeting of the stockholders be called to convene at the general office of this 
company on the —.____ prem 08 Yi OL sreoemreserenennereternerroreiecer mnt NGL Myer icin 
to take action on approval or disapproval of the proposed increase of the 
of this Company, the notice by publication, required to be given by the Constitution and laws of this 


Commonwealth, having been waived by the unanimous consent of the stockholders.’ 
Attest: 


OATH OF JUDGES 
COMMONWEALTH OF PENNSYLVANIA } 
ss: 


County OF ronrramn poster 
OT ERS ae DRY OF ame mr i A. D. 19__.., personally 


appeared before MC, B -ivencnnnenieneennrdnnrunnsnsienemnse in and for the county aforesaid 


cewrsetemmtttntttenteti ts en ener etnttteentnttetitm raphe nmin tte tetris wnmmernny StOCKholders 
duly appointed judges, by the board of directors of the ence m ener 
Company, to conduct an election of said Company, to be held on the ——........ eee ndeerctane CAYO 
, 19... who being duly sworn, or affirmed, do depose and say that 
they will well and truly, according to law, conduct said election to the best of their ability and true 
return make of the same. 
Sworn to, or affirmed, and subscribed 


before me, the day and year aforesaid. 
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ForM 247¢ 


INCREASE OF CAPITAL STOCK OR INDEBTEDNESS 
(PENNSYLVANIA) 


JUDGES’ RETURN 


We, the undersigned judges, appointed by the-board of directors of the 

__— Company to conduct an election by the 
stockholders thereof, for or against an increase of the 22————————— nine Of the said Company, 
frOM NS Bcc wm FO $ a annenernnrnnnnnne AO hereby cerfify, that after being duly sworn, or 
affirmed, we held the said election, on the SAA eee _ » 19. 
at the office of said Company the time and place fixed for holding the same, of which sixty days’ previous 
notice by publication was duly waived, and in due form and manner we received the votes of the stock- 
holders of the said Company in favor of or against such increase; and at the said election there were 
Voted hi Laver OL Sel INCREASE sa tes cesee nctiscoaectyamtedinus sine ene eee eracmgnaen annem Shares and 
Against such increase cnc nuu rccnwe ae shares, thereby evincing the con- 
sent of the persons or bodies corporate, holding the larger amount in value of the capital stock of the 


said Company, to the said increase. 


i 
ze 
= 
BS 
& 
=) 
Be 


Deputy Secretary of the Commonwealth 


: 
a 
m 
z 
= 
= 
o 
Q 
J 
a 


Filed in the office of the Secretary of the 
Recorded in Miscellaneous Corporation 


THE FEE FOR FILING THIS PAPER IS $35.00 


Commonwealth, OM the ——eesnercrnneneeerenrmne 


Record Book, No. 
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Form 248 


INCREASE OF CAPITAL STOCK OR INDEBTEDNESS 
(PENNSYLVANIA) * 


Company. 


Election Return Authorizing an Increase of 


RESOLUTIONS OF THE BOARD OF DIRECTORS 


Pa., 1925 
1! HEREBY CERTIFY That the following resolutions were adopted by a majority of the entire 
board of directors of the 
Company 
at a meeting held at the principal office of the company on the 
day of 192 Soe 
“Resolved, That the of this company be increased from 
to$ 
“Resolved, That a meeting of the Stockholders be called to convene at the general office of this 
company on the. LOY Of 1 2,10 take action 
on approval or disapproval of the proposed increase of the of this company, and 


that the secretary be and is hereby directed to give notice thereof as required by law.” 


ee 
NOTE.—A TYPEWRITTEN LIST OF ALL SIGNATURES MUST ACCOMPANY THIS PAPER. 
THE FEE FOR FIZING THIS PAPER IS $30.00. 


* This form is used in Pennsylvania where notice is given by advertisement for the 
statutory period (see Form 231@). 


‘ 
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ForRM 249 
REporT OF SALE OF CAPITAL Stock (Missour!) 


To the Secretary of State of the State of Missouri: 
State of Missouri, 
SS. 

County Of 4d) vs. cee we ae aisle ee 

The undersigned, being all of the officers and directors of the 
aidan go wis , a corporation duly incorporated under the laws of 
Missouri on the ........ Cay OES vie oan , 19.., being duly 
sworn upon their oaths, state that ........ (at least one-fourth) 
of the capital stock of said corporation that was unsubscribed at 
the time of its organization has been sold and payment has been 
made therefor to the corporation in the sum of ........ dollars, 
lawful money of the United States, and is now in the custody 
of the board of directors. 

(If payment is made in property recital should be as follows: 

“And payment has been made therefor to the corporation in 
property which is now in the custody of the board of directors; 
an itemized description of which, with the location and actual cash 

”) 


& PSO Ue. v6 6 [9 Cu@ya ae le, 0 SP 6 Chew OL8 06, @ 16 (ets vi (on Sie. a elle 
Mee Rd eine 0) Vejen ley e Tarte: we igherre, © eee 6:18 2 ee) woe, © wae) erera 
Cee Sere Wa tC uae ver ak Yin PuCUMC es eC eve pm ee the, On ee yer OMCs CP Toe yy 
BB, 01:6 Sue! 6) (6.6) a Oe) 6a ey e.e) moe ees m jal oh Ohne Mie alia tne (eeral ia 
© SLOse Si eee) 0) a6. & 6 0s) @ le GPs ane, €) 8) =p ahaa Oe te wail 


0/16, 16, ah ie yo, fey 06, 0) wii) ‘8! ei a) ee) 8) 8 16\.0) Je’ fe) ia 6) im et See ie) ay ea Ce) 


Subscribed and sworn to before me this ........ day of 
ee aavatie hs AS Di gone: 
My commission expires ........ Mee te here 
CEA, OS IAD ©) sre tanseog ie Rect eae Notary Public. 
ForM 250 


STATEMENT DECREASING CapPITAL Stock (Missouri) 


Be it known, that on the ........ dayvOh..25 tee LGA ee 
meeting of the stockholders of the ........ , a corporation under 
the laws of Missouri, was held at the city of ........ , county of 


tienes , State of Missouri, for the purpose of decreasing the 
capital stock of said company,* pursuant to notice signed by a 
“If action is without published notice, omit the remainder of paragraph and insert as 


follows: ‘Notice as to time of holding such meeting being waived by th i 
consent of all the stockholders.” : : Daca ga a Se 


ACCOUNTING FOR CAPITAL STOCK 547 


majority of the directors of said company, duly published by the 
Se ore , & newspaper published in the city of ........, for 
more than sixty days prior to said date, the first insertion of said 
notice being on the ........ GaViOrene yes ce , Ig..., and the 
last insertion on the ........ day sat wciie% at nha CORN 

That a copy of said notice, postage prepaid, was deposited in 
the post office in the city of ........ , Missouri, addressed to each 
stockholder at his usual place of residence at least sixty days 
previous to the day fixed for said meeting. 


That said meeting was organized by choosing .......... aa 
director in said company, chairman, and .......... , secretary 
thereof. 


That at said meeting there were present, in person or by proxy, 
at least a majority of the stockholders holding the full value of all 
the shares of stock of said company. 

That a proposition was then and there submitted to decrease 
the capital stock of said company from $...... LOSS ake tee 

And upon canvassing the vote thereon it appeared that a 
majority of the stock of said company had been voted in favor 
of such decrease. The amount of the capital stock of said com- 


panyy Paid “UD sis oe acs Nt dollars. The amount of the assets 
of said company is ........ dollars. The amount of its liabili- 
HES 19.) ye ny 5 ja dollars, and the amount to which the capital 
stock of said company is decreased is ........ dollars, divided 
DRACO Gate niciens shares of the par value of ........ dollars each. 
det Ryo cesaee's Ue a tawcatPa tess S07 , Chairman. 

Attest: 

Dei ceebcot gas bee ette avers Gl Miaka ees ts othe ohvialede § , Secretary. 
_ Subscribed and sworn to before me, this .......... day of 
ee eis 6 COlas: 

My commission EXDITES, Gain kaa’: 5 LQ ay 
le ia A seer cies, ectee  G vahy & , Notary Public. 
State of Missouri, 

SS 

EOUITEEY Of Wore 6: de iarethe se wire a's outs 

Onsthis te oe 3 GAVIGT tales ts « , 19.., before me personally 
APPeAred ! risky ses (name of chairman), to me known to be the 


person described in and who executed the foregoing instrument, 
and acknowledged that he executed the same as his free act and 


deed. 
In testimony whereof, I have hereunto set my hand and affixed 
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my notarial seal, the day and year above mentioned. My com- 
mission expires ........ sO. 
(SIAL et 5S ie See ete eames reste , Notary Public. 


NotrE—The statement must be sworn to by the chairman, and 
also acknowledged by the chairman before a proper officer; then 
recorded in the office of recorder of deeds and a certified copy 
from the recorder filed in the office of the Secretary of State. The 
state’s fee for certificate of decrease will be $1.25. 


FORM 251 
AFFIDAVIT OF OWNERSHIP TO ACCOMPANY BOND OF INDEMNITY 


Bessie , being duly sworn, deposes and says that he is an 
adult, and resides at .....53. , and is the owner and entitled to 
the possession of a certain certificate for ........ shares of the 
capital stock, of The 25... Company, a corporation organ- 
ized under the laws of ......... , Gated: the-j. f:rtq.taee. day of 
a eee , 19.., and numbered ........, issued to him by said 
hey or naiene Company, and described in a certain bond of in- 
demnity hereunto annexed, executed by him and by ........ 
AMOS reir iets = , and dated these cen day Of yee er Os 

(Here set forth facts concerning the loss, destruction, theft, 
etc., of such certificate.) 

That he, the said affiant has not disposed of said shares of stock 
or said certificate therefor to any other person or persons nor 
given any person or persons any transfer, power of attorney, order 
or other authority of any kind or nature whatsoever to transfer 
the said stock evidenced by said certificate numbered ........ 
nor any part or portion thereof. Affiant further says that he 
makes this statement of the above facts under oath in order to 
induce said The ........ Company to issue to this affiant a new 
cértificate ‘of stock for’... a. shares in the place of the said 
poe heretofore described, and numbered ........ as afore- 
said. 


8), O27: “OF 'O) (eh ofk elie: Wim ie) eile Joye One) way ellel é\/mebesese fenlen es 


Qe 


fe. 0! 9y'0 0Fwi8: 0) 0,18 16) <ei.s) lee: 16. e:o) [olniie\ Is) ens) alle te) elie Nanas 
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Form 252 


Bonp oF INDEMNITY FOR IssUE oF STOCK CERTIFICATES 


BOND OF INDEMNITY 
For Issue of Stock Certificates 


Krom All Men a These rier That we, 


& corporation of the State of. , as surety, are held and firmly bound unto 


the GENERAL ELECTRIC COMPANY, a corporation organized under the laws of the State of New York 
having its principal place of business in the City of Schenectady, in said State, and unto its Transfer Agents 
and Registrars, in the sum of... eames Roe ves 
(Sn ee Ee a) ane lawful money of the e United States of F kaon to be ane to the said 
GENERAL ELECTRIC COMPANY, its Transfer Agents and Registrars, or its and their several successors 
or assigns; for which payment well and truly to be made, we bind ourselves, our and each of our heirs, execu- 
tors, administrators, successors and assigns, jointly and severally firmly by these presents. 


Sealed with our seals and dated this... .000.0.0.0..0eseesseseceeeemened 
CONDITIONS 


The conditions of this obligation are such that 


WHEREAS the following described certificate... f ‘Speaat™* stock of GENERAL ELECTRIC 
COMPANY, that is to say, Certificate numbered.. 


of ean stock standing wpon the books of said i Copaay int the name 


of said principal, alleged to have been lost or destroyed, and 

WHEREAS said Company has agreed to issue new or duplicate certificate in lieu thereof; 

NOW THEREFORE, if the said obligors shall well and truly save harmless the said GENERAL 
ELECTRIC COMPANY, its Transfer Agents and Registrars, and its and their several successors and assigns 
against all.claims on account of said certificate. so alleged to have been lost or destroyed, and the stock 
represented thereby, and against all costs and expenses by reason of-such claims; whether or not caused by, 
based upon or arising out of inadvertence, accident, oversight, omission, failure or neglect on the part of the 
obligees or their respective officers, agents,- clerks and employees; then this obligation to be void, other- 
wise to remain in full force and virtue. 

Signed, sealed and delivered 
in the presence of: 


192......, before me personally 

‘, the principal named in the foregoing 

bond, to me personally known and personally known to me to be the individual described in and who executed 
the foregoing bond, and. he acknowledged to me that............he executed the same. 


XV 


PERMANENT CAPITAL FINANCING 
Bonps AND NOTES 


1. Introductory 


Financing carried out to secure permanent capital may be 
either an aspect of the promotion of a new enterprise or it 
may be an aspect of the expansion or reorganization of an 
old one. Sometimes financing is necessary also when two or 
more enterprises are merged or consolidated. Frequently, 
too, refunding operations are in order, their purpose being 
not to secure additional capital but to replace existing obli- 
gations with others, either because the outstanding obliga- 
tions have matured or because they may be advantageously 
exchanged for others. Nearly every piece of financing in- 
volves the valuation of assets, the only exceptions perhaps 
being the financing of entirely new enterprises and the re- 
funding of outstanding issues of securities. Even in these 
cases the principles of valuation as they affect the various 
groups of securities issued by a company cannot be disre- 
garded. 

The expression “permanent capital financing”? used here 
in contrast with “working capital financing” used in another 
section of this book is somewhat of a misnomer, since work- 
ing capital is likely to be just as permanent as are capital 
assets. In fact, working capital is just as likely to be pro- 
vided for by permanent capital financing as are capital assets 
in the form of land and plant. Current assets can be financed 
through current liabilities only to the amount of such current 
liabilities; hence the excess of current assets over current 
debts, known as working capital, must be derived from the 
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issuance of long-term bonds, stock, or the accumulation of 
surplus earnings. Permanent capital financing, therefore, is 
employed to comprehend the plans by which all asset values 
in excess of current liabilities are financed. 

From the foregoing it follows that the accumulation of 
surplus is one of the important aspects of financing both 
working capital and capital assets. The intimate dependence 
of earnings on valuation principles is evident, since adequate 
deductions for obsolescence, depletion and depreciation are 
essential to a correct determination of net profits. Likewise 
the company’s dividend policy is intimately related to its 
problem of long-term financing, the distribution of surplus 
as dividends placing greater dependence on bond and stock 
issues for the requirements of expansion. 

In all reorganizations and consolidations the application 
of appraisal principles is a matter of primary importance, 
as it is in case of all purchases and sales of property. Like- 
wise, the principles of valuation underlie correct plans of 
capitalization. These principles and their application in 
appraisals are considered in another part of this book. 


2. The Investment Banker 


The investment banker plays an important rdle in most 
permanent capital financing. Whereas the function of the 
commercial banker is to finance the current requirements of 
his customers, the function of the investment banker is to 
devise and carry into effect means of securing funds to be 
employed in long-term financing, such as the purchase of 
capital assets or the refunding of outstanding obligations in 
form of stocks or bonds. As Dewing points out in his Finan- 
cial Policy of Corporations, pages 279-280, capital is secured 
from five sources, viz., call money loans, commercial paper, 
short-term securities, long-term bonds, and capital stock. 
The commercial banker is primarily interested in the first 
two methods of financing, the investment banker in the last 
three methods, although commercial bankers sometimes 
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underwrite issues of short-term notes. It is for this reason 
that the commercial banker is primarily interested in the 
working capital position of a concern, whereas the invest- 
ment banker takes a somewhat deeper interest in capital 
asset values. 

It is the duty of the investment banker to so familiarize 
himself with the investment market and demands of investors 
that he may be able in a given instance to determine what 
form of security is most likely to meet a company’s require- 
ments, the status of the company’s finances being taken into 
consideration. Thus there are periods when short-term notes 
are extensively resorted to because of conditions of the money 
market. This was the situation during the World War. In- 
terest rates were abnormally high and to avoid incurring 
long-term obligations under such conditions short-term obli- 
gations were issued and these were usually callable before 
maturity. Immediately upon the signing of the Armistice 
long-term bonds began to advance in price and in a short time 
corporations again began financing through long-term bond 
issues. 


There are times when stocks may be readily marketable; 
at other times bonds are preferable. It is the duty of the 
investment banker to gauge the market and advise as to the 
best plan of financing under the circumstances. 

Sometimes commercial banks and stock brokers under- 
take the flotation of security issues. The desirability of such 
an innovation is doubtful. 

In making a selection of securities which he is willing to 
underwrite the investment banker must depend to a con- 
siderable extent upon the services of legal and accounting 
specialists. 


3. The Financial Plan 


Before an investment banker will finance an issue of se- 
curities he must know something of the plans of the promoter 
or manager of the enterprise. Based upon such investiga- 
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tion of these as he thinks necessary, he makes his decision 
to accept or reject the proposal. A part of his work consists 
in devising a financial plan involving the detailed consider- 
ation of the kind and amount of securities to be issued. 
Before doing this he must obtain from the management of 
the company desiring to be financed all available informa- 
tion relative to its status and earning capacity; or if the 
concern is one being promoted, he must secure all available 
information relative to its prospective possibilities. Con- 
servative bankers reject most proposals to finance new enter- 
prises because of the risks involved or because it is at once 
evident that they are “wildcat” ventures possessing none 
of the requisites of successful operation. Too often the in- 
vestment banker relies exclusively upon information derived 
from a letter written to him by the president of the company 
needing funds. Such letters may be altogether conservative 
and may contain only information which the company’s 
president believes to be accurate; nevertheless, the banker 
should make his own investigation for the purpose of sub- 
stantiating it or supplementing it with such additional infor- 
mation as his own requirements demand. For illustration of 
a letter from a corporation president to investment bankers, 
see Form 253. Especially is it necessary that the investment 
banker make an independent investigation where it is pro- 
posed to capitalize on the basis, not of conservatively valued 
assets, but of earning power where the history of the com- 
pany is not such as to justify belief that the present rate of 
earnings can be maintained. 

The investment banker assumes full responsibility for the 
financing plan, hence it is his duty to formulate it. 

It is not always clear just where the work of the promoter 
leaves off and that of the investment banker begins. In 
some instances the promoter takes it upon himself to super- 
vise the issuance of capital stock and do all things necessary 
to place the concern in a position to commence operations. 
Not infrequently this is because he is unable to interest the 
investment banker in his undertaking. 
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ForM 253 


LETTER TO INVESTMENT BANKERS 


WESTERN Power Licut & TELEPHONE COMPANY 
Office of the President 
Kansas City, Missouri, January 26, 1928. 

A. B. Leach & Co., Inc., 
Porter Fox & Co., Inc. 
Gentlemen: 

In connection with your purchase of $2,750,000 First Lien Col- 
lateral 20-Year 6% Gold Bonds, Series A, of this Company, I 
submit the following information: 


BUSINESS 


Western Power Light & Telephone Company, incorporated 
under the laws of Delaware, owns and operates through subsidiary 
companies a group of public utility properties in Kansas and Okla- 
homa and is now acquiring additional subsidiaries which will own 
and operate properties located in Missouri, Kansas and Oklahoma. 
The Company, upon completion of the present financing, will 
own all outstanding capital stocks (except directors’ qualifying 
shares) and funded debt of these subsidiary companies. 

The present subsidiaries and those to be acquired supply 100 
communities in Missouri, Kansas and Oklahoma with one or more 
classes of utility service, so located as to permit economical opera- 
tion as a unit. Electric light and power is furnished in 24, water 
in 1, and telephone service in 79 communities. Electric power is 
also supplied wholesale to 5 communities. The population served 
with electricity, water and telephone is estimated at more than 
125,000 and the number of customers exceeds 31,000. 

The Company has also acquired all outstanding capital stock 
of a subsidiary which owns three of the principal ice manufactur- 
ing plants at Dallas, Texas, and the controlling stock interest in 
City Ice Delivery Company, the leading distributor of ice for the 
entire city of Dallas. The manufacturing plants are of latest 
type and the properties have been successfully operated for 
twenty-one years under management which will continue under 
the new ownership. The manufacturing plants have a capacity 
of 210 tons per day and 13 retail ice service stations are owned, 
serving the residential district of the city. 

The electric light and power properties in south-central Kansas 
are supplied in part by electric power generated at 4 stations. 
The balance of electric energy distributed is purchased under 
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contract at favorable terms from other companies. Interconnec- 
tions are furnished by 175 miles of transmission lines. 

The telephone properties are concentrated in the rich agricul- 
tural regions of central Kansas and northern Missouri. They 
serve important trade centers and surrounding rural districts. 
The system includes 1,481 miles of toll lines and a majority of the 
79 local exchanges occupy buildings owned by the subsidiaries. 
Long distance service with all parts of the United States and 
Canada is handled over lines of the Bell Telephone System and 
other companies through joint operating agreements. 


CAPITALIZATION 
(Upon completion of the present financing) 


Authorized Outstanding 
First Lien Collateral 20-Year 6% 


Gold Bonds Series A........... $5,000,000* $2,750,000 
7% Cumulative Preferred Stock 

pare Value YSTOON ci ccc thece) do's oi 2,000,000 1,350,000 
Common Stock (par value $1).... 100,000 100,000 


Subsidiary companies will have no funded debt in the hands 
of the public. 


SECURITY 


The First Lien Collateral Bonds, in the opinion of counsel, will 
be a direct obligation of the Company and upon completion of the 
present financing will be secured by first lien on all outstanding 
capital stocks (except directors’ qualifying shares) and all out- 
standing funded debt of pledged subsidiaries, all of which will be 
deposited and pledged with the Trustee. No additional stocks or 
bonds may be issued by these pledged subsidiaries unless deposited 
with the Trustee and pledged under the Indenture. City Ice 
Delivery Company is not a subsidiary under the Indenture. 


VALUATION 


The properties were examined in 1927 by Messrs. Hagenah & 
Erickson, Engineers, whose reports show a total fair depreciated 
value of $5,448,732 for properties of subsidiaries under the Inden- 
ture. The First Lien Collateral Bonds to be outstanding upon 
completion of the financing will be less than 51 per cent of this 
valuation. 


* Additional series may be authorized, as set forth on the following page. 
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EARNINGS 


The combined earnings of the properties owned and to be ac- 
quired by subsidiaries under the Indenture, for the year ended 
November 30, 1927, before depreciation and Federal Income 
Taxes, as reported by independent auditors, are as follows: 

Gross: Révenlie\...3 ss .icaperecse cs mee pmee $879,848.76 

Operating Expenses, Maintenance and Taxes... 501,272.97 


Net Income before Interest, Depreciation and 


Federal ‘Taxesip.s j,i. es, ted oa oe esse cere $378,575-79 
Annual Interest Requirement of First Lien Col- 
lateral: BORGES es. Sage cos Ro ato ie anon $165,000.00 


The above net income before depreciation and Federal Income 
Taxes for the year ended November 30, 1927, is more than 2.29 
times the annual interest requirement of the First Lien Collateral 
Bonds to be outstanding. 


ISSUANCE OF ADDITIONAL BONDS 


The Indenture will provide that, subject to the limitations 
thereof, $2,250,000 additional First Lien Collateral Bonds of 
Series A and additional series of bonds may be issued: 

1. par for par against cash or United States Government obli- 
gations deposited with the Trustee for specified purposes; 
or 

2. to refund other bonds issued under the Indenture bearing 
the same or higher rates of interest; or 

3. In principal amount not exceeding 80 per cent of the cost 
to the Company or fair value (whichever is less) of addi- 
tions, extensions or improvements, whether constructed 
or acquired, to the permanent property of the Company, 
provided that all such extensions and purchased property 
shall be subject to the lien of the Indenture; or 

4. up to the full principal amount of first mortgage bonds of 
subsidiaries issued in amounts not exceeding 80 per cent 
of the cost to the subsidiaries or fair value (whichever is 
less) of permanent property of such subsidiaries including 
additions, extensions and improvements thereto, acquired 
after a date fixed in the Indenture. Such first mortgage 
bonds of subsidiaries shall be deposited with the Trustee 
and pledged as collateral under the Indenture and, in the 
case of any new subsidiary, not less than go per cent of all 
outstanding shares of each class of capital stock of such 
new subsidiary shall also be deposited and pledged. 
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_ The Indenture will provide that no additional bonds may be 
issued, however, unless net earnings (as defined in the Indenture 
and including net earnings from properties to be acquired) for 
twelve consecutive calendar months within the sixteen calendar 
months next preceding the date of application for such additional 
bonds, shall have been not less than 134 times the annual interest 
on all bonds then outstanding under the Indenture and those then 
proposed to be issued; but this provision shall not apply in case 
bonds, cash or United States Government obligations are delivered 
to the Trustee for the refunding or redemption of bonds issued 
under the Indenture bearing the same or higher rates of interest. 


FRANCHISES 


No competition is experienced in any of the communities served 
with electric light and power, water or telephone. In the opinion 
of counsel, the franchises under which the electric, water and 
telephone properties are operated are as a whole satisfactory and 
without burdensome restrictions. 


PuRPOSE OF ISSUE 


Proceeds from sale of these bonds, together with the sale of 
Preferred Stock, will be used to retire the issue of Two Year 
6% Gold Notes of the Company, acquire new subsidiaries referred 
to above, provide additional working capital and for other cor- 
porate purposes. 


MANAGEMENT 


The management is in the hands of an experienced organization 
comprising men who for many years have engaged in the con- 
struction and successful operation of public utility properties in 
this territory, both in their present capacities and in responsible 
positions with other utility companies. 

Yours very truly, 
NATHAN L. JONES, 
President. 


4. Financial Plan for Going Concern 


Most successful companies require refinancing at intervals 
in their history. Also the unsuccessful ones are apt to re- 
quire financial aid of one sort or another. These are 
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considered in the chapter on Reorganizations and Consolida- 
tions, also in that on Bankruptcy and Receivership. 


A not infrequent item of news in the financial page is 
illustrated by the following: 


New York, March 9. New York Air Brake, at its annual meet- 
ing on April rz, will submit to stockholders proposals for im- 
portant changes in its charter. It is planned to increase author- 
ized capital stock from 300,000 to 500,000 shares and to expand 
the company’s powers, now very limited, to permit it to engage 
in practically any line of manufacture desired. 


There is no intention to issue forthwith the 200,000 shares of 
additional stock that will be available when the charter changes 
are approved. The purpose of the authorization is to put the 
company in position to acquire other concerns and for other 
possible corporate uses. Air Brake for years has been looking 
around for additional products to manufacture and while nothing 
definite along this line has been done the present action indicates 
some action may not be far away. 


Here is indicated the inception of a program to finance 
an expanding business. The manner in which stock and 
bonds are authorized and issued and the principles govern- 
ing the financing of companies generally are considered in 
the following pages. 


5. General Principles of Borrowing 


Money may be borrowed either on the general credit of 
the borrower or on specific security. An illustration of un- 
secured loans are the lines of credit granted by banks to their 
customers; an illustration of secured loans are bonds which 
have a lien on some piece of real estate or on the general 
assets of a company. 


When money is borrowed by issuing bonds upon which a 
fixed rate of interest must be paid, it is imperative that over 
reasonably long periods of time the money be used so as to 
earn more than the amount necessary to meet interest 
charges on the debt. It is only under such circumstances 
that permanent borrowing is profitable. If this cannot be 
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accomplished, borrowing should be indulged in only as an 
emergency measure. That permanent borrowing is regarded 
as a desirable form of financing is shown in the large number 
of outstanding bond issues having maturity dates far in 
the future. 

If a company can borrow money at a rate of 514 per cent 
and employ it so as to earn 8 or ro per cent thereon, it is 
obvious that the stockholders will fare better than they would 
were no money borrowed. The reason that a concern can- 
not go on borrowing endlessly, piling up funded debts far 
in excess of capital stock and surplus, is that it cannot 
always be sure of earning interest charges in long periods 
of depression. Borrowing excessively thus becomes a 
species of speculation or even gambling, with the chances 
of greater gains and also of insolvency increasing as the 
borrowings increase in proportion to the amount of capital 
furnished by the stockholders. In some lines the risks are 
such that resort should not be had to bond issues. In others 
the amount so secured should be much smaller than that 
secured from stock sales. In still other lines relatively large 
sums may be derived with a reasonable degree of safety from 
bond issues. 

There may be other obstacles to further borrowing than 
those mentioned above. The nature of the business may be 
such that funds are not needed. Increased loans mean 
higher interest rates, both because the security furnished is 
tess satisfactory and because the fixed charges are increased. 


6. The Mortgage 


Several kinds of mortgages are employed by corporations 
when they desire to borrow money. The procedure in such 
cases is to appoint a trustee who holds the mortgage in the 
interest of the bondholders, the latter being too numerous 
to have mortgages issued to them individually. Such mort- 
gages are frequently called trust deeds, because they convey 
title to the trustee who holds it in trust for the bondholders. 
Among the more common forms of trust deeds are real estate 
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mortgages, equipment mortgages, collateral trust mortgages 
and general mortgages. 

A mortgage is a deed of title given to secure the per- 
formance of some act, usually the repayment of a_ loan. 
Although the conveyance of title is absolute in form, the 
mortgage contains a defeasance clause which provides that 
the conveyance of title shall be void in case the mortgagor 
repays the loan at the time specified. 


7. Form of Mortgage 


Form 254 is a form of mortgage issued to a trust company 
as trustee to secure one or more promissory notes. In prin- 
ciple this mortgage is the same as one given direct to an in- 
dividual; however, being issued to a trust company as trustee, 
it is known as a “trust deed.” In such cases it is the duty 
of the trust company to look after details of enforcement, 
interest collection, foreclosure, etc. 


ForM 254 


Trust DEED Form oF MortTGAGE 


(1) This Indenture, Made this ........ dayrOl ise sate in 
the year of our Lord one thousand, nine hundred and 
BEE W EEN iis isle suas Se rwepes ahead eae s Ge eect tices i eae eh eee 
hereinafter sometimes called party of the first part, and THE 
Be entepe TRUST COMPANY, an Illinois corporation, located at 
Chicago, as Trustee, hereinafter sometimes called party of the 
second part. 

(2) Witnesseth, that Whereas, the said 


oes! & ee es 


eee emcee eee ec et et ete 


9 [a..6) wleje e764. .@ ebaese) sleue 


Sabai yielic bs ais tuacy ara justly indebted upon ........ promissory 
DOLE We cress of even date herewith for the principal sum of 
oa is chat Dollars payable to ‘the order of...) 00%, eee 
Bearer and delivered; said principal note ...... being described 
as follows: 

with interest thereon from ........ aE tne Tate Oho. same per 
cent per annum, payable semi-annually on the ........ day of 
tee eeee and (oles cok , in each year, until the maturity of 
said principal note ........ evidenced hy: ies ae, interest 


notes of even date herewith, both principal and interest being 
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payable in gold coin of the United States of America of the 
present standard weight and fineness at the office of THE ...... 
TRUST COMPANY, Chicago, Illinois, and bearing interest at 
the rate of seven per cent per annum after the maturity thereof. 
The identity of said principal note ........ is evidenced by the 
certificate thereon of said Trustee. 

(3) Now, Therefore, The said party of the first part for the 
better securing of the payment of the said principal sum and 
interest, and the performance of the covenants and agreements 
therein contained by the said party of the first part to be per- 
formed, and in consideration of One Dollar in hand paid, the 
receipt whereof is hereby acknowledged, does by these presents 
convey and warrant unto the said party of the second part, the 
following described real estate situated in the ........ , County 
Obs reseea A and State of Illinois, to-wit: 

(4) To Have and to Hold the Same, together with all and 
singular the tenements, hereditaments, and appurtenances there- 
unto belonging, and the rents, issues and profits thereof, and all 
apparatus and fixtures of every kind thereon, or that may be 
placed in any building now or hereafter standing on said land, 
and also all the estate, right, title and interest of the said party 
of the first part in and to said premises, free from all rights and 
benefits under and by virtue of the Homestead Exemption Laws 
of the State of Illinois, which rights and benefits are hereby © 
expressly released and waived; 

(5) In Trust, Nevertheless, for the uses and trusts herein set 
forth, and for the equal security of the said principal and interest 
notes hereinbefore described, without preference or priority of 
said principal note... over any of the others by reason of the 
priority of time or maturity or of the negotiation thereof or 
otherwise. 

(6) Said party of the first part hereby covenants and agrees 
with the said party of the second part as follows: To pay the 
notes hereby secured as the same may become due and payable 
together with all expenses of this trust; during the period of the 
indebtedness as aforesaid to keep said premises in good repair; on 
or before the first day of May in each year to pay all taxes and 
assessments levied or assessed upon said premises or any part 
thereof and not to suffer any part of said premises or interest 
therein to be sold or forfeited for any taxes or special assessments 
whatsoever and to exhibit once a year on demand of the party of 
the second part receipts of the proper persons showing the pay- 
ment of said taxes and assessments; not to suffer any lien of 
mechanics or material men to attach to said premises, it being 
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hereby expressly agreed between the parties that no material 
men’s or mechanics’ lien shall be made or established upon the 
above described property during the existence of the lien hereby 
created, and in case any improvements or betterments are placed 
on said premises during the existence of this lien, they will be held 
as additional security for the indebtedness hereby secured, and all 
material men’s and mechanics’ liens which might otherwise have 
been established on said premises during the existence of this 
lien shall be subject to this lien and that this provision shall be 
held as a notice to all persons furnishing labor or material of the 
existence of this contract and of this agreement; not to permit 
to be done upon said premises anything that may impair the value 
thereof, nor the security intended to be affected by virtue of this 
instrument. In case of default in payment of said notes or any 
of them, or the interest thereon, or any part thereof, or in case 
any of the improvements on said premises shall be destroyed, 
or in case of waste or non-payment of taxes or assessments, or 
upon neglect to renew or procure insurance as hereinafter pro- 
vided, or in case of breach of any of the covenants or agreements 
herein contained; then the whole of the unmatured indebtedness 
hereby secured, or any part thereof, shall at once, at the option 
(without notice thereof) of any noteholder, become due and pay- 
able with the same effect as if said indebtedness had matured by 
its terms; and on application of any noteholder, said Trustee, 
with or without process of law, may enter upon and take pos- 
session of the premises hereby granted, or any part thereof, 
and collect and receive all rents, issues and profits thereof, and 
apply same to payment of the expenses of this trust and of the 
indebtedness hereby secured; and/or independently of any pro- 
ceeding to foreclose, any court of competent jurisdiction may 
upon proper application by said Trustee or any noteholder, with- 
out notice, appoint a receiver with the usual powers, to take 
possession, charge and control of said premises, or any part thereof, 
lease the same or any part thereof for such term or terms as the 
court may authorize, and collect and receive all rents, issues and 
profits thereof and apply the proceeds thereof to payment of all 
expenses of this trust paid or incurred, and indebtedness secured 
hereby as the court may direct. A proceeding for receiver only 
may, through amendment or supplement, be made a suit for fore- 
closure also. 

Said party of the first part further covenants and agrees, until 
the indebtedness aforesaid shall be fully paid, to pay all insurance 
premiums for keeping all buildings which may at any time be on 
the said premises, during the continuance of said indebtedness, 
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insured in such company or companies and for such amounts, 
not to exceed 80% of a fair value of the improvements, as the 
holder or holders of said note... or the party of the second part 
may from time to time have the same insured, with loss, if any, 
payable to said Trustee as its interest may appear, and will permit 
the said Trustee or any noteholder, as further security for the 
indebtedness aforesaid, to retain said policies, provided that 
nothing herein shall be construed as placing on the Trustee or any 
noteholder the responsibility for having or keeping said buildings 
insured. 

(7) In case of foreclosure hereof, said real estate may remain 
or be placed during the period for redemption, in possession and 
control of a receiver, who shall apply the rents, issues and profits 
thereof to the care and protection of said premises and to pay- 
ment of any deficiency on sale. Application for such receivership 
may be made by any party in interest, including any purchaser 
at sale. 

A reconveyance of said premises shall be made by the party of 
the second part to the party of the first part on full payment of 
the aforesaid indebtedness and all expenses of the trust, the per- 
formance of the covenants and agreements herein made by the 
party of the first part and the payment of the reasonable fees of 
the party of the second part. 

(8) “Expenses of this trust,” as herein used, shall include all 
reasonable expenses of every kind, paid or incurred by said 
Trustee, or any noteholder in or about the enforcement, protec- 
tion, insurance collection or release of this security, or in conse- 
quence of being a party hereto, or interested herein, and shall 
include all reasonable costs, charges and fees in and about any 
and all suits and proceedings to which said Trustee or noteholder 
may be party by reason of interest in or connection with this 
Trust Deed, and also the cost of procuring an abstract of title or 
continuation thereof in case a foreclosure suit is instituted, and 
shall bear interest at seven per cent per annum from the time same 
are paid and all such expenses are hereby authorized and made a 
lien hereunder upon the property and rights hereby conveyed and 
shall be entitled to payment prior to said note.... In case of 
foreclosure hereof, such reasonable solicitor’s fees shall be not less 
thane ss per cent on the amount or amounts otherwise due and 
owing under the provisions hereof, and shall be included as a part 
of the personal indebtedness hereunder in any decree of sale and 
foreclosure. In case of default for ten days by the party of the 
first part in the performance of any of the covenants or conditions 
herein to be performed, said party of the second part or any holder 
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of any of the principal notes herein described may employ at- 
torneys and counsel and incur reasonable expense without resorting 
to court action in the first instance in an informal effort to remedy 
such breach or default by negotiations with the party of the first 
part or otherwise, and all such reasonable expense and the reason- 
able fees and charges of the attorneys or counsel in such matter 
shall be considered an expense under this trust and shall be a 
further lien and charge upon said premises under this deed, and 
shall become so much additional indebtedness secured hereby, 
and allowed in any decree foreclosing this Trust Deed. 


(9) “Noteholder,” wherever used herein, means the legal holder 
or holders of said note... or any of them. 


(10) All lawful remedies for the collection, enforcement or pro- 
tection of the security, or the indebtedness and expenses hereby 
secured, whether herein provided for or not, may be pursued 
concurrently with, and without prejudice to any and all other 
such remedies, so far as practicable. 


(11) It is also made a covenant hereof, to run with said prop- 
erty and be binding upon all persons whomsoever, that no person 
having or claiming any interest in or lien upon said premises, 
subordinate to the lien hereof, shall be a necessary party to any 
foreclosure hereof, unless such person shall by name appear of 
record to have such interest or lien at the time of the filing of 
the bill in such foreclosure. Any lien or encumbrance by way of 
mortgage, trust deed or judgment which, after the recording 
hereof, may be made or suffered by the party of the first part, 
shall be absolutely subordinate and subject to the lien of this 
instrument even though the payment of the full amount of said 
principal indebtedness hereby secured shall not have been com- 
pleted before the taking effect of said subsequent lien. 


(12) No bona fide, innocent noteholder, taking before maturity, 
shall be affected, as to the benefit of this security, by any equities 
or matters of defense which may exist in favor of any party 
interested, against any prior holder of the note or notes held by 
such noteholder. 


(13) Said Trustee shall not incur any personal liability for acts 
or omissions hereunder, except in case of its own gross negligence 
or misconduct, and shall not be obligated or be taken to be obli- 
gated to enforce the payment of or collection of any insurance 
money, but may, in its discretion, adjust, collect or compromise 
any claim under any policy and sign all receipts or other papers 
therefor. Said Trustee has not made any examination concerning 
the title to, location, existence, or condition of the premises above 
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mentioned, and shall not be, or be taken to be liable in any manner 
or form in relation thereto. 

(14) The conditions, covenants, provisions and obligations 
hereof shall extend to and be obligatory upon the heirs, successors, 
executors, administrators and assigns of the parties hereto. 

Witness the hand. .and seal. .of said part. .of the first part the 
day and year first above written. 

PON hate tac, oe ole pe TAS (SEAL) Seve tras Gis ah Cedaiore gue anes LEAL) 
Raat tnecsieete anes cee leee (SEAL) Wiech graces tiene wet Sool etaunia QEAL:) 


STATE OF ILLINOIS, 
SS 
COUNTY OF COOK. 


| Se hstetticule rae nee a Notary Public in and for said County, in the 
State aforesaid, DO HEREBY CERTIFY that ....... ....... 
WHOS assess 9/6 x personally known to me to be the same person. . 
Whose .Name''.....s:..... subscribed to the foregoing instrument, 


appeared before me, this day in person, and acknowledged that... 
he. . .signed, sealed and delivered the said Instrument as ....... 
free and voluntary act, for the uses and purposes therein set 
forth, including the release and waiver of the right of homestead. 

Given under my hand and notarial seal, this ........ day of 
Sieticet derek Pe) aEOZ Coat. 


2 Y 


Notary Public. 
This acknowledgment should be repeated, to care for the other 
party or parties to the mortgage. 


8. Explanation of Essential Clauses, Form 254 


(1) States the parties to the indenture, viz., the mortgagor 
and the trustee, in this instance a trust company. 

(2) States, in the form of a preamble, the obligation for which 
the mortgage is given as security. 

(3) Granting clause. 

(4) Habendum clause. It limits and defines the estate which 
the grantee is to have in the property granted. 

(5) Trust reservation clause, providing for the equal security 
of all the notes. 

(6) Covenants. These are statements of what the mortgagor 
agrees to do to protect the noteholders. The sentence 
beginning, “In case of default in payment,” might be set 
out as a separate covenant. It confers the right to take 
possession and collect all rents, issues and profits in case 
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of failure of. the mortgagor to meet payment of interest 
or principal on the notes, or for other specified reasons. 
(7) Receivership and reconveyance to mortgagor. f 
(8) Expenses incurred by trustee, procuring abstract of title, 
etc. 
(9) Meaning of “noteholder.” 
(10) Lawful remedies. 
(11) Subordinate liens. 
(12) Rights of bona fide noteholders. 
(13) Trustee’s liabilities limited. 
(14) Extension of terms of trust deed to heirs, etc. 


9. Operation of Mortgage 

Although under the common law a mortgage serves to 
convey title to the property, some states, by statutory enact- 
ment, have made the mortgage a lien, in which case the action 
to be brought is a foreclosure of the lien, instead of a fore- 
closure and sale as is the case under common law procedure. 
The effect in the two cases is practically the same. Under 
foreclosure and sale procedure an action is brought to secure 
a decree directing the sale of the mortgaged property for the 
benefit of the mortgagee. In case more than one mortgage 
attaches to the same property, as first, second and third, and 
the party holding the first mortgage forecloses, the other two 
mortgagees are parties to the action, but if the party holding 
the second mortgage forecloses the party holding the first 
mortgage is not made a party to the action. The interest of 
the party holding the first mortgage is not affected in this 
case, but the interest of the party holding the third mortgage 
is being sold. The buyer of the property would take it 
subject to the first mortgage and any liens for unpaid taxes. 

Along with the mortgage the mortgagor gives the mort- 
gagee a note or bond which is evidence of the mortgagor’s 
promise to repay. The mortgage merely furnishes security 


for the payment of principal and interest in accordance with 
the terms of the note. 


10. The Corporate Mortgage 


Corporate mortgages are sometimes lengthy documents 
because they represent liens on a great number and variety 
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of properties, and because the various terms and covenants 
must be expressed in detail. The note or bond is usually 
subdivided into a great number of notes or bonds of rela- 
tively small denominations, as $100, $500, $1,000 or $10,000 
each. To issue a separate mortgage to each of the hundreds 
or thousands of bondholders would not only involve unneces- 
sary work, but would mean that thereafter the company 
would be compelled to deal separately with each bondholder, 
thus leading to endless variations and complications. It has 
become the custom to place the mortgage in the hands of one 
or more trustees whose duty it is to act in the interest of all 
the bondholders. When this is done the mortgage is termed 
a trust deed. Usually two trustees are appointed, one a 
trust company, the other an individual, the appointment of 
an individual as trustee in addition to the trust company 
being made to facilitate transactions in other states than 
that in which the trust company is incorporated. As a rule 
the individual trustee is an officer of the trust company 
which serves as trustee; hence the policy pursued is likely 
to be as unified as if there were but one trustee. The powers 
and responsibilities of the trustee are set out in the mortgage. 
As a rule the duties of trustees are little more than clerical, 
consisting in certifying to each bond, recording the trust 
deed, supervising withdrawals of collateral and the depositing 
of additional collateral, and in case of default in interest pay- 
ments, acting to conserve the interests of the bondholders 
upon the application of those representing a specified per- 
centage in ownership. The trustee is pretty well protected 
by the provisions of the trust deed, being exempted specific- 
ally from various liabilities, perhaps because his compen- 
sation is relatively small. 

Below is reproduced the first mortgage of the Marion 
Steam Shovel Company to the Guaranty Trust Company of 
New York, as trustee. It secures the Company’s first Mort- 
gage 6% Twenty-year Sinking Fund Gold Bonds, dated 
April 1, 1927, due April 1, 1947. Its provisions convey an 
idea of the detail with which such mortgages are prepared. 
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Indenture, dated the first day of April, 1927, between THE 
Marion STEAM SHOVEL CoMPANY, a corporation organized under 
the laws of the State of Ohio (hereinafter called the “Company”), 
party of the first part, and GUARANTY Trust CompaNy OF NEW 
York, a corporation organized and existing under the laws of the 
State of New York, having its principal office and place of busi- 
ness at No. 140 Broadway, Borough of Manhattan, City and 
State of New York (hereinafter called the “Trustee’’), party of 
the second part. 

Wuereas, the Company desires to provide funds and acquire 
property for its lawful corporate purposes, and to that end has 
duly authorized the issue of its First Mortgage 6% Twenty-Year 
Sinking Fund Gold Bonds (hereinafter sometimes referred to as 
the “bonds”), to be secured by a mortgage or deed of trust on the 
properties of the Company hereinafter described or referred to, 
such bonds to be dated April 1, 1927, to be payable April 1, 1947, 
to be issued in coupon form registerable as to principal, and to 
be redeemable at the option of the Company and by operation of 
a sinking fund before maturity as hereinafter provided; and 

WueErEAs, to provide for the authentication of such bonds by 
the Trustee and to establish the terms and conditions upon which 
the same are to be issued and secured, the Company has duly 
authorized the execution of an indenture in the form of these 
presents; and 

Wuereas, the bonds, the interest coupons attached thereto, and 
the Trustee’s certificate of authentication to be indorsed on all 
the bonds, are to be substantially in the following form: 


(Form or Bonn) 


ee 


UNITED STATES OF AMERICA 
STATE OF OHIO 
THE Marion STEAM SHOVEL CoMPANY 
First Mortcacre 6% TweEnty-YEAR SINKING FUND 
Gotp Bonp 
Due Apri 1, 1947 
The Marion Steam Shovel Company, a corporation organized 
under the laws of the State of Ohio (hereinafter called the “Com- 
pany”’), for value received, hereby promises to pay to bearer, or, if 
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registered, to the registered holder of this bond, on the first day 
of April, 1947, ($ ) in gold coin of the 
United States of America of or equal to the standard of weight 
and fineness existing on April 1, 1927, at the office of W. A. 
Harriman & Co., a co-partnership, having its principal place of 
business in the Borough of Manhattan, City and State of New 
York, and to pay interest thereon from April 1, 1927, in like 
gold coin at said office at the rate of six per cent (6%) per 
annum, semi-annually on the first day of April and the first day 
of October in each year, until payment of said principal sum, but, 
until maturity, only upon presentation and surrender of the 
annexed interest coupons as they severally mature. Both the 
principal and interest of this bond are payable without deduction 
for so much of any Federal income tax as shall not exceed two 
per cent (2%) thereof per annum, which the Company or the 
Trustee hereinafter mentioned or any paying agent may be per- 
mitted or required to pay thereon or to retain or deduct therefrom 
under or by virtue of any present or future law or requirement of 
the United States of America. 

It is provided in the Indenture hereinafter referred to that the 
Company will, upon the conditions, within the time and in the 
manner therein set forth, reimburse (a) to the holder of any bond 
issued thereunder who shall be a resident of the Commonwealths 
of Pennsylvania or Kentucky, or of the State of Connecticut, or 
of the District of Columbia, when paid by him, any taxes other 
than estate, succession, income and inheritance taxes assessed 
under the laws of the said State, Commonwealths or District 
respectively, upon such bond or upon such holder as a resident of 
either of said Commonwealths or District or State by reason of 
his ownership thereof, in any calendar year not in excess in the 
case of a resident of the Commonwealth of Pennsylvania or of the 
State of Connecticut of four (4) mills upon each dollar of the 
principal amount of such bond, or in the case of a resident of the 
District of Columbia or the Commonwealth of Kentucky of five 
(5) mills upon each dollar of the principal amount of such bond; 
and (b) to the holder of any bond issued thereunder who shall be 
a resident of the Commonwealth of Masachusetts when paid by 
him, any income taxes assessed by said Commonwealth upon said 
holder by reason of his ownership of said bond, in any calendar 
year not in excess of six per cent (6%) of the income derived in 
that year by said holder from the interest on said bond. Request 
for such reimbursement shall be made in writing as provided in 
said indenture within sixty (60) days after the date of payment 
of any such tax and within six (6) months after such tax shall 
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have become due and payable. The Company shall not be re- 
quired on account of any one such bond (or bonds issued in 
exchange or substitution therefor) in any one calendar year to 
make reimbursement of taxes imposed under the laws of more 
than one of said Commonwealths or State or District. 

This bond is one of a duly authorized issue of bonds of the 
Company, known as its First Mortgage 6% Twenty-Year Sinking 
Fund Gold Bonds, limited to the aggregate principal amount of 
three million six hundred thousand dollars ($3,600,000), all issued 
under and equally secured by a certain indenture of mortgage or 
deed of trust dated April 1, 1927, executed by the Company to 
Guaranty Trust Company of New York, as. Trustee, to which 
mortgage reference is hereby made for a description of the 
property mortgaged, the nature and extent of the security, and the 
rights of the Company, the Trustee and the respective holders of 
the said bonds with respect thereto. 

At the option of the Company all or any part of said bonds may 
be redeemed on any interest payment date prior to maturity on at 
least twenty-five days’ notice by publication once a week for four 
successive weeks in one daily newspaper of general circulation in 
the Borough of Manhattan, City and State of New York, and in 
one such newspaper in the City of Marion, Ohio, all as provided 
in said mortgage, at the principal amount and accrued interest, 
together with the following premiums on the principal amount: a 
premium of five per cent (5%) of the principal sum if redeemed 
on or prior to April 1, 1931; a premium of four per cent (4%) of 
the principal sum if redeemed after April 1, 1931, and on or prior 
to April 1, 1935; a premium of three per cent (3%) of the 
principal sum if redeemed after April 1, 1935, and on or prior to 
April 1, 1939; a premium of two per cent (2%) of the principal 
sum if redeemed after April 1, 1939, and on or prior to April 
I, 1943; a premium of one per cent (1%) of the principal sum 
if redeemed after April 1, 1943, and on or prior to October 
1, 1946; but in each case with interest accrued to the date of 
redemption. As provided in said mortgage, this bond is also 
subject to redemption by operation of the sinking fund therein 
provided at the aforesaid redemption prices. 

In case of default by the Company, as set forth in said mort- 
gage, the principal of this bond and of all other bonds of this issue 
may be declared or may become due and payable in the manner 
and with the effect provided in said mortgage. 

The definitive bonds are issued in denominations of $1,000 and 
$500. In the manner prescribed in the mortgage and upon pay- 
ment of the charges therein provided, bonds of either denomination 
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of the aggregate principal amount of $1,000 or any multiple 
thereof, with all unmatured coupons attached, may be exchanged 
for a like aggregate principal amount of bonds of the other 
denomination, with all unmatured coupons attached. 

This bond shall pass by delivery until registered as to principal 
in the holder’s name at the principal office of the Trustee in the 
Borough of Manhattan, City of New York, such registration being 
noted hereon. After such registration no further transfer hereof 
shall be valid unless made at the said office by the registered owner 
in person or by duly authorized attorney, and similarly noted 
hereon; but this bond may be discharged from registration by 
being in like manner transferred to bearer and thereupon trans- 
ferability by delivery shall be restored. Such registration shall 
not affect the negotiability of the attached interest coupons which 
shall continue to be payable to bearer and transferable by delivery 
merely. 

No recourse shall be had for the payment of any part of either 
the principal or interest of this bond, or for any claim based hereon 
or upon the mortgage under which this bond is issued, against any 
incorporator, or against any past, present or future stockholder, 
officer or director of the Company or of any successor corporation, 
whether by virtue of any constitution, statute or rule of law, or by 
the enforcement of any assessment or penalty or in any other 
manner, all such liability being by the acceptance hereof expressly 
waived and released. 

This bond shall not become obligatory for any purpose until 
authenticated by the execution by the Trustee of the certificate 
indorsed hereon. 

IN WITNESS WHEREOF, The Marion Steam Shovel Company has 
caused this bond to be signed in its corporate name by its President 
or a Vice-President, and its corporate seal to be hereunto affixed 
and attested by its Secretary or an Assistant Secretary, and cou- 
pons for interest bearing the facsimile signature of its Treasurer 
to be attached hereto. 

Dated the first day of April, 1927. 

THe Marion STEAM SHOVEL CoMPANY, 


Eee store terrae tte Mo's FS te pep ae : 
(SEAL) President. 
Attest: 
NAAT May TPA eda Mieuhhe sake score « Secretary. 
(Form or INTEREST Coupon) 
INC oetg a ik eons re ok pea neat le ge ae ta RS ened IO Cn Sa 
On the first day of 19, , THE Marion STEAM 


SHOVEL CoMPANY will pay to bearer, on the surrender of this 


578 CORPORATE MANAGEMENT AND PROCEDURE 


coupon, dollars ($ ) in United States gold 
coin, of or equal to the standard of weight and fineness existing on 
April 1, 1927, at the office of W. A. Harriman & Co., a partnership 
having a principal place of business in the Borough of Manhattan, 
City and State of New York, without deduction for so much of 
any Federal income tax as shall not exceed 2% per annum, being 
six months interest then due on its First Mortgage 6% Twenty- 
Year Sinking Fund Gold Bond No. , unless such bond 
shall have been called for previous redemption. 
mr ne es Ss ; 
Treasurer. 
The words “unless such bond shall have been called for previous 
redemption,” will not appear upon the coupon payable October 
PrlO2 7. 
(Form oF TRUSTEE’S CERTIFICATE) 


This is one of the bonds described in the within mentioned 
indenture. 
GuaRANTY TRrusT CoMPANY OF NEw York, 
Trustee, 


Vice-President. 
Assistant Secretary. 


WHEREAS, all things necessary to make the bonds, when authen- 
ticated by the Trustee and issued as in this Indenture provided, 
valid, legal and binding obligations of the Company, and to 
constitute this Indenture a valid mortgage and deed of trust to 
secure the payment of the principal and interest of all ponds issued 
hereunder, have been done and performed, and the creation, 
execution and delivery of this Indenture and of the bonds have in 
all respects been duly authorized; 

Now, THEREFORE, THIS INDENTURE WITNESSETH: That in 
consideration of the premises and of the acceptance and purchase 
of the bonds by the holders thereof, and of the sum of one dollar 
to the Company duly paid by the Trustee at or before the execu- 
tion and delivery of these presents, and for other good and 
valuable considerations, the receipt whereof is hereby acknowl- 
edged, and in order to secure the payment of the principal and 
interest of all the bonds at any time outstanding under this 
Indenture, and the faithful performance and observance of all 
the covenants and conditions hereinafter set forth, the Company 
has granted, bargained, sold, warranted, released, conveyed, con- 
firmed, assigned, transferred, mortgaged, and set over, and by 
these presents does grant, bargain, sell, warrant, release, convey, 
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confirm, assign, transfer, mortgage and set over unto the Trustee, 
its successors and assigns forever, all the following described 
property (hereinafter sometimes collectively termed the ‘“mort- 
gaged property”): 


TRACT I: 


Situated in the City of Marion, County of Marion and State of 
Ohio and being part of the east half of the southwest quarter of . 
Section 21, Township 5 South, Range 15 East, and described as 
follows: 

Beginning at a point in the north line of West Center Street, as 
now located, and 35 feet west of the center line of the main track 
of The Hocking Valley Railway Company; thence west on the 
north line of West Center Street to the east line of Kenton Avenue; 
thence northwestwardly along the east line of Kenton Avenue to 
the south line of the right of way of the N. Y. P. & O. Railroad; 
thence following the curve of said N. Y. P. & O. Railroad right 
of way in a northeasterly direction until it intersects the south 
line of the right of way of the C. C. C. & St. L. Railroad; thence 
in an easterly direction along the south line of said C. C. C. & 
St. L. Railroad right of way to a point 35 feet west of the center 
line of the main track of The Hocking Valley Railway Company; 
thence on a curved line parallel with, and 35 feet distant from, the 
center line of said main track to the north line of West Center 
Street as now located, being the place of beginning. 


PRACT! 2: 

Situated in the County of Marion, in the State of Ohio and in 
the Township of Marion, Township 5, Range 15, Section 21 and 
bounded and described as follows: Beginning at the intersection 
of the south line of West Center Street in the city of Marion with 
the west boundary line of the right of way of The Hocking Valley 
Railway Company; thence east with the south line of said street 
twenty-two (22) feet and three (3) inches; thence south at right 
angles to said street line one hundred and seventeen (117) feet to 
the west boundary line of the right of way of The Hocking Valley 
Railway Company; thence northwestward with a curve to the 
left of 2,782 feet radius along said boundary line to the place of 
beginning, containing about three one hundredths (0.03) of an 
acre of land, more or less. 


‘ERACT, 3: 
Situated in the county of Marion, in the state of Ohio and in 
the city of Marion and bounded and described as follows, to-wit: 
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Part of the southeast quarter of the southwest quarter of section 
21, township 5, range 15, Marion Township, beginning at an iron 
monument in the western boundary of the right of way of The 
Hocking Valley Railway Company 584.3 feet north 2° 30’ west 
from the stone monument at the southeast corner of the southwest 
quarter of said section 21; thence south 2° 30’ east 230 feet to the 
northwestern boundary of the original right of way of the Atlantic 
_& Great Western Railroad Company; thence south 45° 15° west 
with the boundary line of said original right of way 12 feet toa 
point 83 feet westward at right angles from the center line of the 
main track of The Hocking Valley Railway Company; thence 
northward with a curve to the left of 2,782 feet radius parallel to 
the center line of the main track of The Hocking Valley Railway 
and 83 feet westward therefrom 240 feet to the place of beginning, 
containing two hundredths (0.02) of an acre of land, more or less. 


TRACT 4: 

Situated in the village of Marion, county of Marion and state 
of Ohio and known as a strip of land fifty (50) feet wide extending 
from the Big Island turnpike to the northwest boundary of the 
land of the New York, Pennsylvania and Ohio Railroad Company, 
the east side of said strip being parallel to and 83 feet west of the 
center line of the main track of the Columbus, Hocking Valley 
and Toledo Railway, containing 8/ro of an acre of land and being 
the west 50 feet of the tract of about two and thirty hundredths 
(2.30) acres of land conveyed to the Columbus & Toledo Railroad 
Company by W. W. Conklin and wife by deed dated June 14, 
1877, recorded Vol. 45, page 482, Marion County Records of 
Deeds. 


TRACT 5: 


Situated in the city of Marion, county of Marion and state of 
Ohio and known as being part of the east part of the southwest 
quarter of section 21, township 5 south, range 15 east and 
bounded as follows: on the east by lands formerly owned by 
Edward Huber, on the south and east by lands formerly belonging 
to the New York, Pennsylvania and Ohio Railroad Company, on 
the west by lands formerly owned by Charlotte Davids by will of 
John E. Davids, the premises described herein below, on the north 
by the center of the Marion and Big Island free turnpike road 
(now Center Street), containing two (2) acres more or less, being 
same land willed to Louisa Thompson by W. W. Conklin in his 
will recorded in Vol. 5, page 571, Records of Wills of Marion 
County, Ohio. 
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TRACT 6: 

Situated in the city of Marion, county of Marion and state of 
Ohio and known as being lots 1, 2, 3, 4, 5, 6, 7, 8, 9, IO, II, 12, 
13, 14, 15, 16, 17, 18, 19, 20, 21, 22, 23, 24, 25, and the south 
part of lot 43, all in John E. Davids “West Marion” Addition to 
the city of Marion, Ohio; also the original streets and alleys in 
said “West Marion” Addition adjacent to the aforesaid lots, which 
streets and alleys have been vacated by the City of Marion, Ohio, 
and which said lots in said plat were vacated by action in the 
Common Pleas Court of Marion County, Ohio. 


‘ERACT 7: 

Situated in the city of Marion, county of Marion and state of 
Ohio and bounded and described as follows: Known as being 
lots 2347, 2348, 2349, 2350, 2351, 2352, 2353, 2354, 2355, 2356, 
2357; 2358, 2359, 2360, 2361, 2362, 2363, 2364, 2365, 2366 and 
2367 in Orchard Mound Addition to said city of Marion; also 
the streets and alleys adjoining said lots, which were vacated by 
the Council of the City of Marion, Ohio, and which said lots in 
said plat were vacated by action in the Common Pleas Court of 
Marion County, Ohio. 


TRACT 8: 

Situated in the city of Marion, county of Marion and state of 
Ohio, viz: Beginning on the northerly line of Howard Street (also 
known as Bennett Street) in said city, at a point fifty (50) feet 
northwesterly from the center line of the old abandoned main 
track of the Nypano Railroad as measured at right angles to said 
center line; thence northeasterly along a line drawn parallel with 
and fifty (50) feet distant northwesterly from said center line of 
said main track three hundred and thirty-two (332) feet to a 
point; thence southeasterly in a direct line one hundred and two 
(102) feet to a point of intersection with the westerly line of 
lands or right of way of The Columbus, Hocking Valley and 
Toledo Railway Company; thence southwesterly along a line 
drawn parallel with and fifty (50) feet distant southeasterly from 
said center line of said main track two hundred and twenty-two 
(222) feet to said northerly line of said street; thence westerly 
along said northerly line of said street one hundred and thirty- 
seven (137) feet to the point of beginning, containing sixty-three 
hundredths (.63) of an acre of land, more or less; tract No. 8 
being the same premises conveyed by The Nypano Railroad 
Company and Erie Railroad Company, Lessee, to The Marion 
Steam Shovel Company by quit-claim deed dated April 30, 1901, 
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recorded in Vol. 93, page 118 of the Deed Records of Marion 
County, Ohio. 


TRACT 9: 

Situate in the city of Marion, county of Marion and state of 
Ohio, to-wit: Beginning on the northerly line of Howard Street 
(also known as Bennett Street) in said city at a point fifty (50) 
feet northwesterly from the center line of the old abandoned main 
track of the Nypano Railroad as measured at right angles to said 
center line of said main track; thence easterly along said north- 
erly line of said street one hundred and thirty-seven (137) feet to 
a point fifty (50) feet distant southeasterly from said center line 
of said main track, as measured at right angles thereto; thence 
southwesterly along a line parallel with and fifty (50) feet distant 
southeasterly from said center line of said main track to the 
easterly line of David Street; thence northerly along said easterly 
line of David Street to a point fifty (50) feet distant northwest- 
erly from said center line of said main track as measured at right 
angles thereto; thence northeasterly along a line parallel with and 
fifty (50) feet northwesterly from said center line of said main 
track to the point of beginning, containing one and nineteen 
hundredths (1.19) acres of land, more or less; tract No. 9 being 
the same premises conveyed by The Nypano Railroad Company 
and Erie Railroad Company, Lessee, to The Marion Steam Shovel 
Company by quit-claim deed dated June 3, 1901, recorded in 
Vol. 92, page 536 of the Deed Records of Marion County, 
Ohio. 


TRACT I0: 


Situate in the county of Marion, in the state of Ohio and in the 
city of Marion and bounded and described as follows, to-wit: 

Known as being a part of the east half of the northwest quarter 
of section 28, township 5 south, of range 15 east, beginning at the 
intersection of the north line of section 28 and the east line of 
Davids Street; thence south twenty feet to the place of beginning; 
thence east three hundred and twenty-nine and one-half feet to 
the west line of the right of way of the N. Y. P. & O. Ry. Co.; 
thence southwest along said west right of way line to the east line 
of Davids Street; thence north on the east line of Davids Street 
three hundred and eight and seven-tenths feet to the place of 
beginning; tract No. ro being the same premises conveyed by 
Daniel W. Murphy and A. C. Edmondson to The Marion Steam 
Shovel Company by warranty deed dated July 13, 1901, recorded 
in Vol. 93, page 488 of the Deed Records of Marion County, Ohio. 
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TRACT IT: 


Situate in the city of Marion, county of Marion and state of 
Ohio and known as being lots numbers 26, 27 and 28 in John 
E. Davids “West Marion” Addition; the title to said lots having 
been registered in the name of The Marion Steam Shovel Company 
in cause No. 16772 filed in the Common Pleas Court of Marion 
County, Ohio, and said registration being evidenced by original 
certificates of title No. 114 found in Vol. 1 of the Register of Title 
at page 143, Recorder’s office, Marion County, Ohio. 


PERACT 12: 


Situate in the city of Marion, county of Marion and state of 
Ohio and known as being lots numbered 29, 30, 31, 32, 33, 34, 35, 
36, 37, 38, 39, 40, 41 and 42 in John E. Davids “West Marion” 
Addition; also the following, being the streets and alleys adjacent 
to said lots as originally platted in said addition, which said 
streets and alleys have been vacated as such by the City of 
Marion, Ohio. 

Tracts No. 2 to 12 hereinbefore described may likewise be 
described and are included in the following consolidated descrip- 
tion: 

Situate in the city of Marion, county of Marion and state of 
Ohio and beginning at the intersection of the east line of David 
Street with the south line of Center Street; thence in an easterly 
direction and on the south line of Center Street to the point of 
intersection of the south line of Center Street with the west line 
of the right of way of The Hocking Valley Railway Company; 
thence in a southerly direction along the west line of the right of 
way of The Hocking Valley Railway Company to the intersection 
of said west line of the right of way of The Hocking Valley 
Railway Company with the north line of Columbia Street; thence 
in a westerly direction along the north line of Columbia Street to 
the point of intersection of said north line of Columbia Street with 
the east line of David Street; thence in a northerly direction along 
the east line of David Street to the intersection of said east line of 
David Street with said south line of Center Street, and being the 
place of beginning. 


TRACT 13: 

Situate in the county of Marion, in the state of Ohio, and in the 
city of Marion and bounded and described as follows: 

Known as being lots numbers 3123, 3124, 3125, 3126, 3127, 
3128, 3129, 3130, 3131, 3132, 3133, 3134, 3135, 3136, 3137, 
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3138, 3139, 3140, 3141, 3142 and 3143 in Silas Uncapher’s Second 
Addition to the city of Marion, Ohio. 


TRACT 14: 

Situate in the county of Marion, in the state of Ohio, and in the 
city of Marion and bounded and described as follows: 

Known as being lots numbers 5869, 5879, 5871, 5872, 5873, 
5874, 5875, 5876, 5877, 5878, 5870, 5880, 5881, 5882 and 5883 in 
Wyman Addition to the city of Marion, Ohio. 


TRACT 15: 


Situate in the county of Marion, in the state of Ohio and in the 
township of Marion and bounded and described as follows: Be- 
ginning at a stone in the south line of the right of way of the old 
N. Y. P. & O. Railway Company, which stone is southwesterly of 
the intersection of said south line with the center of the road 
running north and south on the line between the east and west 
half of said quarter section (now called Uncapher Avenue) seven- 
teen and five hundredths (17.05) chains; thence easterly four and 
thirty-six hundredths (4.36) chains; thence south three and 
eighty-six hundredths (3.86) chains; thence west eight and twelve 
hundredths (8.12) chains to a stone in the south line of the right 
of way of said railroad; thence northeasterly along the south line 
of said right of way five and twenty-four hundredths (5.24) chains 
to the place of beginning, containing two and forty-one hundredths 
(2.41) acres, more or less. 

Also, situate in same section, township and range and described 
as follows: beginning at a stone in the south line of the right of 
way of the old N. Y. P. & O. Railway, which stone is southwesterly 
of the intersection of said south line with the center of the road 
running north and south on the line between the east and west half 
of said quarter section (now called Uncapher Avenue) fourteen 
and nine-tenths (14.9) chains; thence in a southwesterly direction 
along the south line of said railroad two and ninety-six hundredths 
(2.96) chains to a stone; thence easterly four and _ thirty-six 
hundredths (4.36) chains to a corner; thence north two and ten 
hundredths (2.10) chains; thence westerly to the place of be- 
ginning, containing one-half acre, more or less. 


TRACT 16: 
; Situate in the county of Marion, in the state of Ohio, and in the 
city of Marion and bounded and described as follows: 
Being part of sections 28 and 29, township 5 south, range 15 
east, beginning at the southeast corner of a five and forty-four 
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hundredths (5.44)-acre tract of land deeded by Joseph Uncapher 
and wife to Daniel Uncapher (see Deed Record 59, page 77); 
thence west along said south line of said five and forty-four 
hundredths (5.44)-acre tract of land sixty-three and forty-four 
hundredths (63.44) rods to a stone in the line of the right of way 
of the New York, Pennsylvania and Ohio Railroad; thence in a 
southwesterly direction along said right of way to a stone in 
the line of land deeded to Miram L. Uncapher now owned by 
Christopher S. Lippincott and Samuel B. Lippincott in section 29; 
thence east one hundred thirty-four and sixty-four hundredths 
(134.64) rods to a stone in center of road (now Uncapher Ave.) ; 
northeast corner of land formerly owned by John A. Uncapher, 
now owned by Christopher S. Lippincott and Samuel B. Lippin- 
cott; thence north along center of said road (now Uncapher 
Ave.) to place of beginning, containing forty-three (43) acres, 
be the same more or less, being 34.7 acres in section 28 and 8.3 
acres in section 29. 


TRACT 17: 

Situated in the city of Marion, county of Marion and state of 
Ohio, and described as follows: Being all that part of the south- 
east quarter of the northeast quarter of section 29, township 5 
south, range 15 east, lying north and west of the N. Y. P. & O. 
R. R.; also, all that part of the northeast quarter of the south- 
east quarter of said section lying north and west of said N. Y. P. 
& O. R. R.; also, situated in section 28, township 5 south, range 
15 east, beginning at the point of intersection of the north line of 
the southwest quarter of the northwest quarter of said section 
and the center line of Latourette Street; thence south on said line 
to the north and west line of the N. Y. P. & O. Railroad; thence 
northeast along said west line of said railroad to a point due 
south of the west line of an alley running north and south between 
Latourette Street and Fies Avenue; thence north to a point in the 
north line of the southwest quarter of the northwest quarter of 
the said section; thence west to the place of beginning, containing 
in all 59.82 acres, more or less. 

Also situate in the city of Marion, county of Marion and 
state of Ohio, and described as follows: Being part of the north- 
west quarter of section 28, township 5 south, range 15 east, 
bounded and described as follows: Beginning at a point where 
the west line of Fies Avenue, extended, in the city of Marion, 
Ohio, intersects the north right of way line of the N. Y. P. & O. 
Ry. Company; thence southwest along the north line of the N. Y. 
P. & O. Ry. Company to a point where the west line of the first 
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alley west of Fies Avenue, and running parallel therewith, ex- 
tended, intersects said north line of the N. Y. P. & O. Ry. Com- 
pany; thence northward on the west line of said alley extended 
to the south line of Glenwood Addition to the city of Marion, 
Ohio; thence east along the south line of Glenwood Addition to 
the west line of Fies Avenue; thence south on the west line of 
Fies Avenue to the place of beginning, containing about one-half 
(%) acre of land. 


TRACT 18: 

Situated in the city of Marion, county of Marion and state of 
Ohio and being known as lots numbers 11900, IIgOI, 11902, 
11903, 11932, “T1973, . “11914, LIOTS, LT1916; *TIOL7, T1989, 
11920, IIQ2I, 11922, 11923, 11924, 11925 and 11926 in Clover- 
Dale Addition to the City of Marion, Ohio. 

Also all plants, buildings, factories, offices, fixtures, engines, 
boilers, machinery, belting, shafting, cranes, tanks, machine shops, 
conveyors, pipes and fittings, dynamos, generators, switchboards, 
electrical apparatus, all patterns for the manufacture of all types 
and styles of steam, gasoline and electrical shovels, cranes and 
other products, and all tools, implements, apparatus, appliances, 
equipment, and accessories and all other property of every descrip- 
tion owned by the Company in the City of Marion, Ohio, and 
now or at any time hereafter located on or appurtenant to or 
used in the operation of or in connection with any real property 
hereinabove described, and also’‘all such plants and all other such 
property at any time located on or appurtenant to or used in the 
operation of or in connection, with any real property hereafter 
subjected to the lien of this Indenture. 

Also all improvements, additions, betterments and extensions 
now existing or which may hereafter be made or acquired of, 
to or for the property above described located in Marion, Ohio. 

Also all rights of way, interests or easements in real estate now 
owned, possessed or enjoyed by the Company and appurtenant 
to or used in connection with the property above described located 
in Marion, Ohio. 

The apparatus, appliances, equipment and accessories now or 
at any time or times hereafter conveyed, transferred or assigned 
pursuant to this Indenture shall be real estate for all purposes of 
this Indenture and shall be held and taken to be fixtures and 
appurtenances of the property hereby conveyed. 

The effect of these general words of description shall not be 
deemed to be lessened or impaired by any specific descriptions 
hereinabove contained. 
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TOGETHER with all and singular the tenements, hereditaments 
and appurtenances belonging or in any way appertaining to the 
aforesaid property or any part thereof, with the reversion and 
reversions, remainder and remainders, rents, issues and profits 
thereof, and all the estate right, title, interest and claims whatso- 
ever at law or in equity, which the Company now has or which it 
may hereafter acquire in and to the aforesaid property and every 
part and parcel thereof. 

It is expressly provided, however, that nothing in this Inden- 
ture contained shall be deemed to include in the property mort- 
gaged or pledged (1) raw material, supplies, storeroom contents, 
manufactured products and products in the process of manufac- 
ture, or any other personal property (except as expressly granted) 
or (2) any bonds, notes, evidences of indebtedness, shares of stock 
or other securities. 

TO HAVE AND TO HOLD all and singular the said premises and 
property unto the Trustee and its successors and assigns forever; 

IN TRUST, NEVERTHELESS, subject to the provisions of this In- 
denture, for the equal and proportionate benefit, security and 
protection of all holders of bonds and interest coupons issued or 
to be issued under and secured by this Indenture, without pref- 
erence, priority or distinction as to lien or otherwise of any bond 
over any other bond by reason of priority in the time of issue, sale 
or negotiation thereof or otherwise for any cause whatsoever, so 
that each and every bond issued hereunder shall have the same 
right, lien and privilege under and by virtue of this Indenture, 
as if all had been dated, issued, sold and negotiated simultaneously 
with the execution and delivery of this Indenture (subject, how- 
ever, to the provisions of Section 9 hereof). 

Provided, however, that these presents are upon the express 
condition, that if the Company, its successors or assigns, shall 
well and truly pay or cause or secure to be paid the principal of 
the bonds (and premium, if any) and the interest due or to 
become due thereon, at the times and in the manner mentioned in 
said bonds and interest coupons respectively, according to the 
true intent and meaning thereof, or shall provide for such pay- 
ments by depositing with the Trustee at any time for the pay- 
ment of the bonds and coupons the entire amount due thereon 
for principal (and premium, if any) and interest, and shall well 
and truly keep, perform and observe all the covenants and con- 
ditions in this Indenture expressed to be kept, performed and 
observed by it, and shall pay to the Trustee all sums of money 
due or to become due to it in accordance with the terms and pro- 
visions hereof, then this Indenture and the rights hereby granted 
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shall cease, terminate and be void, and the Trustee, in such case, 
on demand of the Company and at the cost and expense of the 
Company, shall execute and deliver to the Company such deeds, 
satisfactions, discharges or other instruments as shall be requisite 
to discharge the lien hereof and to reconvey to or to revest in the 
Company, or in whomsoever shall lawfully be entitled thereto, 
all the mortgaged property, and also shall redeliver to the Com- 
pany, or to whomsoever shall lawfully be entitled thereto, all 
personal property which then may be held by the Trustee, and 
shall execute and deliver proper instruments of assignment and 
transfer thereof, and shall redeliver any cash to which it shall 
be entitled; otherwise this Indenture to be and remain in full 
force and effect. 

AND IT IS FURTHER COVENANTED AND AGREED that the bonds 
are to be issued, authenticated and delivered and the mortgaged 
property is to be held by the Trustee, subject to the following 
further covenants, conditions and trusts, and the Company, for 
itself, its successors and assigns, does hereby covenant and agree 
to and with the Trustee and its successors in said trust, for the 
benefit of those who shall hold said bonds and interest coupons, 
as follows: 


ARTICLE ONE. 
Form, EXECUTION, EXCHANGE AND ISSUE OF BonDs. 


SECTION 1. The bonds, coupons and Trustee’s certificate shall 
be substantially in the form hereinabove set forth. The bonds 
shall be known as the Company’s First Mortgage 6% Twenty- 
Year Sinking Fund Gold Bonds, shall be dated April 1, 1927, and 
payable April 1, 1947, and shall bear interest at the rate of six 
per cent. (6%) per annum, payable semi-annually on the first 
day of April and the first day of October in each year until pay- 
ment of the principal sum, both principal and interest to be pay- 
able in gold coin of the United States of America of or equal 
to the standard of weight and fineness existing on April 1, 1927. 

The bonds shall be issued in coupon form payable to bearer, 
with interest coupons attached, registerable as to principal only, 
in the denomination of $1000, numbered consecutively M-1 and 
upwards, and in the denomination of $500, numbered consecu- 
tively D-1 and upwards. The bonds may contain such specifica- 
tions or bear such legends as may be required to conform to any 
rule of any stock exchange or any usage with respect thereto. 

SECTION 2. All bonds shall be signed on behalf of the Com- 
pany in its corporate name by its President or a Vice-President 
and impressed with its corporate seal, attested by its Secretary 
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or an Assistant Secretary. Bonds so executed may from time 
to time be delivered to the Trustee for authentication, and the 
Trustee shall authenticate and deliver the same in accordance 
with the provisions of this Indenture, and not otherwise. 

In case any of the officers of the Company who shall have signed 
or sealed any of the bonds shall cease to be such officers before 
the bonds shall have been actually authenticated or issued, such 
bonds may nevertheless be adopted by the Company, and shall 
be authenticated by the Trustee and may be issued by the Com- 
pany, as though the persons who had signed or sealed such bonds 
had not ceased to be such officers, and also any such bonds may 
be signed and sealed in behalf of the Company by such person 
as at the actual date of the execution of the bond shall be the 
proper officer of the Company, although on the date of the bond 
any such person shall not have been such officer. 

The interest coupons to be attached to the bonds shall be 
executed with the facsimile signature of the present or any future 
Treasurer of the Company; and the Company may adopt and 
use for that purpose the facsimile signature of any person who 
shall have been such Treasurer, notwithstanding the fact that he 
may have ceased to be such Treasurer at the time when such 
bonds shall be actually authenticated or issued. 

Only such bonds as shall bear thereon indorsed a certificate of 
authentication in the form hereinbefore recited, executed by the 
Trustee, shall be secured by this Indenture or be entitled to any 
right, benefit or security hereunder. No bond and no coupon 
thereunto appertaining shall be valid or obligatory for any pur- 
pose until such certificate shall have been duly indorsed on such 
bond; and such authentication by the Trustee upon any such 
bond shall be conclusive evidence that the bond so authenticated 
has been duly issued hereunder and that the holder is entitled to 
the benefit and security of the trust hereby created. 

The Trustee shall not authenticate or deliver any bonds unless 
all coupons thereon then matured shall have been detached and 
cancelled. 

SECTION 3. The Company will keep at the principal office of 
the Trustee in the Borough of Manhattan, City of New York, 
a sufficient register or registers of bonds, and upon presentation 
for such purpose at such office the Company will under such 
reasonable regulations as it may prescribe register therein as to 
principal any bonds so presented to it. 

The holder of any bond may have the ownership thereof 
registered at said office, such registration being noted on the bond 
by the Trustee acting as bond registrar. After such registration, 
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no further transfer of such bond shall be valid unless made at 
the said office by the registered owner in person or by duly author- 
ized attorney, and similarly noted on the bond; but the same 
may be discharged from registry by being in like manner trans- 
ferred to bearer, and thereupon transferability by delivery shall be 
restored. Bonds shall continue to be subject to successive regis- 
trations and transfers to bearer, at the option of their respective 
holders; but no registration of any bond shall affect the nego- 
tiability of the interest coupons pertaining thereto, which shall 
continue to be payable to bearer upon presentation and surrender, 
and transferable by delivery merely. 

SECTION 4. The Company and the Trustee and the Paying 
Agent may deem and may treat the bearer of any bond hereby 
secured which shall not at the time be registered as to principal 
as hereinabove provided, and the bearer of any coupon for 
interest on any bond, whether such bond shall be registered or not, 
as the absolute owner of such bond or coupon, as the case may 
be, for the purpose of receiving payment thereof and for all other 
purposes, and neither the Company nor the Trustee nor the 
Paying Agent shall be affected by any notice to the contrary. 

The Company and the Trustee and the Paying Agent may 
deem and treat the person in whose name any bond issued here- 
under shall be registered as to principal upon the books of the 
Company, as herein provided, as the absolute owner of such bond 
for the purpose of receiving payment of or on account of the prin- 
cipal of such bond and for all other purposes except to receive 
payment of interest represented by outstanding coupons. 

SECTION 5. Whenever any bond or bonds of one denomination 
together with all unmatured coupons thereto appertaining of the 
aggregate principal amount of $1,000 or any multiple thereof, 
shall be surrendered to the Company for exchange for a like 
aggregate principal amount of bonds of the other denomination, 
the Company shall execute, and the Trustee shall authenticate 
and deliver in exchange therefor, a like aggregate principal 
amount of bonds of the other denomination of numbers not con- 
temporaneously outstanding, bearing all unmatured coupons. All 
such exchanges shall be made at the principal office of the Trustee 
in the Borough of Manhattan, City of New York. 

In every case of such exchange the Trustee forthwith shall 
cancel the surrendered bond (and coupons, if any) and shall 
deliver the same to the Company. 

For any exchange of bonds the Company may require the pay- 
ment of a sum sufficient to reimburse it for any stamp tax or 
governmental charge, and in addition thereto the further sum of 
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not exceeding two dollars for each new bond issued upon such 
exchange. 

SECTION 6. Until definitive bonds are prepared and ready for 
delivery, the Company may execute, and thereupon the Trustee 
shall authenticate and deliver, in lieu of such definitive bonds, 
one or more temporary bonds, typewritten or printed, with or 
without interest coupons, of any denomination or denominations, 
substantially of the tenor of the definitive coupon bonds. Every 
such temporary bond shall be authenticated by the Trustee in 
substantially the same manner, and with like effect, as the defini- 
tive bonds. When definitive bonds are prepared and ready for 
delivery, all or any of such temporary bonds may be surrendered 
in exchange therefor, and, upon the cancellation thereof, the 
Trustee shall authenticate and deliver in exchange therefor, with- 
out expense to the holder, an equal aggregate principal amount 
of definitive bonds. The temporary bonds so surrendered and 
cancelled shall from time to time be delivered to or upon the 
written order of the Company. Until exchanged for definitive 
bonds as above provided, the temporary bonds shall in all respects 
be entitled to the benefit and security of this Indenture as bonds 
issued and authenticated hereunder; and interest shall be paid 
thereon only upon presentation thereof for the notation of such 
payment thereon. After the definitive bonds have been pre- 
pared and are available for exchange for temporary bonds, the 
Company shall be obligated to pay interest in respect of any tem- 
porary bond only upon surrender of such temporary bond in 
exchange for a definitive bond or bonds‘as hereinabove provided. 

SECTION 7. The aggregate principal amount of bonds which 
may be executed by the Company and authenticated by the 
Trustee is limited to the sum of Three million six hundred thou- 
sand dollars ($3,600,000) at any one time outstanding (except as 
provided in Section 8 hereof). Forthwith upon the execution and 
delivery of this Indenture, or from time to time thereafter, whether 
before or after the recording or filing hereof, bonds in the aggre- 
gate principal amount of Three million six hundred thousand 
dollars ($3,600,000) may be executed by the Company and de- 
livered to the Trustee for authentication, and thereupon shall be 
authenticated and delivered by the Trustee upon the written order 
of the Company signed by its President or any Vice-President or 
its Treasurer or any Assistant Treasurer. 

SEcTION 8. In case any definitive or temporary bond issued 
under this Indenture shall become mutilated or be destroyed or 
lost, the Company in its discretion may issue, and thereupon the 
Trustee shall authenticate and deliver, a new bond of like tenor, 
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in exchange and substitution for such mutilated bond or in lieu 
of and substitution for such destroyed or lost bond. In case of 
destruction or loss, the applicant for a substituted bond shall 
furnish to the Company and the Trustee evidence to their satis- 
faction, in their discretion, of the destruction or loss of such bond 
and of the ownership thereof, and also such security or indemnity 
as may be required by the Company and the Trustee. Upon the 
issue of any substituted bond, the Company, at its option, may 
require the payment of a sum sufficient to reimburse it for any 
stamp tax or other governmental charge or other expense connected 
therewith, and also a further sum not exceeding the cost of prepa- 
ration of each bond so issued in substitution. 


ARTICLE TWO. 
PARTICULAR COVENANTS OF THE COMPANY. 


SECTION 9. The Company will promptly pay or cause to be 
paid the principal and interest of all bonds at any time issued here- 
under according to the terms hereof. As the coupons annexed to 
said bonds are paid they shall be cancelled. Coupons shall not 
be kept alive after maturity by extension thereof or by the pur- 
chase thereof, by or on behalf of the Company. No coupon 
belonging to any bond hereby secured, which in any way at or 
after maturity, shall have been transferred or pledged, separate or 
apart from the bond to which it relates, or which shall in any 
manner have been kept alive after maturity by extension or by 
the purchase thereof by or on behalf of the Company, shall be 
entitled, in case of a default hereunder, to any benefit of or from 
this Indenture, except after the prior payment in full of the 
principal of all the bonds issued hereunder and of all coupons not 
so transferred, pledged, kept alive or extended. 

SECTION 10. At the time of the delivery of this Indenture, 
the Company has a good and sufficient estate in fee simple or in 
possession absolute, according to the nature of the property con- 
veyed, in and to all of the property described in the granting, 
clauses of this Indenture, and has good right and lawful authority 
to mortgage the same for the purposes herein expressed; and said 
premises and property are free and clear of any deed of trust, 
mortgage, lien, charge or encumbrance thereon or affecting the 
title thereto prior to this Indenture, except as set forth in the 
granting clauses hereof and except taxes for the current year and 
taxes or assessments not yet due. The Company will maintain 
and preserve the lien of this Indenture so long as any of the bonds 
issued hereunder are outstanding, and will forever warrant and 
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defend the title to the property described as being mortgaged 
hereby against all claims and demands of any persons whatsoever. 

SECTION 11. The Company will duly pay and discharge or 
cause to be paid or discharged, as the same shall become due and 
payable, all real estate and personal property taxes, water rates, 
assessments and governmental and other charges lawfully levied 
and imposed upon the mortgaged property, including the earnings 
and business of the Company, and will duly observe and conform 
to all valid requirements of any governmental authority relative 
to any of the property or rights at any time covered hereby; and 
it will not suffer any mechanic’s, laborer’s, statutory or any other 
lien, charge or encumbrance to be hereafter created and remain 
upon said property, or any part thereof, or the income therefrom, 
prior to the lien of this Indenture; provided, however, that the 
Company shall not be required to pay any such tax, assessment, 
lien or charge so long as the Company in good faith shall contest 
the validity thereof. 

SECTION 12. The Company will at all times maintain, pre- 
serve and keep, or cause to be maintained, preserved and kept, 
the mortgaged property and every part thereof, with the appurte- 
nances, in good repair, working order and condition, and from 
time to time will make or cause to be made all needful and proper 
repairs and renewals, replacements and substitutions, so that at 
all times the value of the security of the bonds issued hereunder 
and the efficiency of the property hereby mortgaged shall be fully 
preserved and maintained. 

SECTION 13. The Company will keep or cause to be kept all 
the plants, properties, buildings, equipment, machinery, apparatus 
and other property subject to the lien hereof, as are usually 
insured by companies operating like properties, insured in good 
and responsible insurance companies against any risk customarily 
insured against by companies engaged in a similar business, and in 
the same manner and to the same extent. The policies of insur- 
ance shall provide that in the case of any loss arising out of any 
one fire or disaster in excess of $100,000, all insurance shall be 
paid to the Trustee as its interest may appear. The Company 
will furnish to the Trustee annually, or oftener if the Trustee shall 
so request, a schedule of the amount and character of the insur- 
ance in force and a full list of the companies issuing policies of 
insurance on said mortgaged property, setting forth the character 
and amount of each policy. The Trustee shall be under no obli- 
gation or duty to obtain any such schedule, and shall have no 
duty with respect thereto, except to exhibit the same to any 
holders of bonds desiring to inspect the same. In case of any 
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loss in respect to any of the mortgaged property covered by any 
policy of insurance, any appraisement or adjustment of such loss 
and settlement and payment of indemnity therefor, which shall 
be agreed upon between the Company and any insurance com- 
pany, shall be accepted by the Trustee. 

In case of loss or damage to any of the mortgaged property, 
the proceeds of any such insurance shall be promptly applied to 
the repair or replacement of the property destroyed or damaged _ 
or to one or more of the purposes provided in Section 30 hereof 
with respect to the proceeds of released property; PROVIDED, that, 
in any case where the proceeds of any such insurance shall amount 
to a sum in excess of $100,000 in the aggregate on account of any 
one loss, all such moneys shall be promptly deposited with the 
Trustee. 

All insurance moneys received by the Trustee shall be held by 
it as part of the mortgaged property and shall be paid out from 
time to time upon the written order of the Company( 1) for the 
purpose of providing the Company with funds necessary to pay 
the cost of repair or replacement of the property destroyed or 
damaged, or (2) for one or more of the purposes provided in 
Section 30 hereof with respect to the application of the proceeds 
of released property. 

Upon any application for withdrawal of proceeds of insurance 
deposited with the Trustee under clause (1) of this Section, the 
Company shall deliver to the Trustee the verified certificate of the 
President or a Vice-President of the Company describing in 
reasonable detail the repairs or replacements for which such 
moneys are to be expended, and the cost thereof. In case such 
application is made under clause (2) of this Section, the Company 
shall comply with the requirements of Section 30 hereof in respect 
to an application for the withdrawal of the proceeds of released 
property. 

Anything herein contained to the contrary notwithstanding, the 
Company may in whole or in part in lieu of insuring or causing 
to be insured such property, maintain a system of self insur- 
ance which will accord with approved practices of similar Com- 
panies maintaining such systems. The Company at any time 
and from time to time at the request of the Trustee will furnish 
to the Trustee full details and information in writing of any such 
system of self insurance which is then in effect or the adoption of 
which is then contemplated by it. 

SECTION 14. The Company will cause this Indenture and all 
indentures supplemental hereto to be recorded and filed, and to be 
duly re-recorded and refiled in such manner and in such places 
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as may be required by law in order fully to preserve and protect 
the security of the bondholders and the lien and rights of the 
Trustee in respect to all property at any time subject to the lien 
hereof, will pay any and all taxes and charges legally due in 
connection with all such recording and filing, and will do whatever 
else may be necessary in order fully to perfect and continue the 
lien of this Indenture upon the mortgaged property. 

SECTION 15. The Company, on the written demand of the 
Trustee at any time, will make, execute, acknowledge and deliver, 
or cause to be made, executed, acknowledged and delivered, to 
the Trustee any and all such further acts, deeds and assurances 
as may be reasonably required for effectuating the intention of 
this Indenture and for the better assuring and confirming to the 
Trustee, upon the trusts and for the purposes herein expressed, 
all the mortgaged property, whether now owned or possessed by 
the Company or hereafter acquired. 

SECTION 16. The Company will reimburse (a) to the holder 
of any bond issued hereunder who shall be a resident of the 
Commonwealths of Pennsylvania or Kentucky, or of the State 
of Connecticut, or of the District of Columbia, when paid by him, 
any taxes other than estate, succession, income and inheritance 
taxes, assessed under the laws of the State, Commonwealths or 
District, respectively, upon such bond or upon such holder as a 
resident of either of said Commonwealths or District or State by 
reason of his ownership thereof, in any calendar year not in excess 
in the case of a resident of the Commonwealth of Pennsylvania or 
of the State of Connecticut of four (4) mills upon each dollar 
of the principal amount of such bond, or in the case of a resident 
of the District of Columbia or of the Commonwealth of Kentucky 
of five (5) mills upon each dollar of the principal amount of such 
bond; and (b) to the holder of any bond issued hereunder who 
shall be a resident of the Commonwealth of Massachusetts when 
paid by him, any income taxes assessed by said Commonwealth 
upon said holder by reason of his ownership of said bond, in any 
calendar year not in excess of six per cent. (6%) of the income 
derived in that year by said holder from the interest on said bond. 

Such reimbursement shall be made upon the written request 
of such holder thereof stating the number of the bond and the 
denomination thereof and setting forth that he was a holder thereof 
and a resident of such Commonwealths or District or State, 
respectively, on the date when such tax was assessed, and that he 
was assessed and did pay such tax, and upon submission, if 
required by the Company, of receipted tax bill and/or other 
documentary evidence establishing the payment of such tax. Such 
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request shall be mailed to the Company addressed to it at Marion, 
Ohio, (or to such other address as it may from time to time 
designate in writing to the Trustee) within a period of sixty (60) 
days after the date of the payment of such tax by such holder and 
within six (6) months after such tax shall have become due and 
payable. The Company shall not be liable to reimburse such 
holder for any such tax unless such request be made and evidence 
submitted within the said period of time, and it shall in no event 
be required directly or indirectly to reimburse any such holder 
for any interest or penalty assessed upon or paid by him in addi- 
tion to the amount of such tax as originally assessed. The Com- 
pany shall not be required on account of any one such bond (or 
bonds issued in exchange or substitution therefor) in any one 
calendar year to make reimbursement of taxes imposed under the 
laws of more than one of said Commonwealths or District or 
State. On receipt of any such request for reimbursement and 
submission of such evidence, the Company shall within thirty 
(30) days thereafter, pay to the bondholder making such request 
a sum sufficient to reimburse such holder, as herein provided. 

SEcTION 17. The Company will maintain an office or agency 
in the Borough of Manhattan, City and State of New York, while 
any of said bonds are outstanding, where notices, presentations 
and demands to or upon the Company in respect of said bonds or 
their coupons may be given or made. In default of any such 
office or agency presentation and demand may be made and notice 
served at the office of the Trustee. 

The Company hereby appoints W. A. Harriman & Co., a co- 
partnership having its principal place of business in the Borough 
of Manhattan, City and State of New York, and its successors 
as its paying agent (hereinafter sometimes referred to as the 
Paying Agent), at whose office all bonds and coupons issued here- 
under shall be payable. Said appointment is irrevocable so long 
as any of the bonds are outstanding hereunder. 

SECTION 18. The Company at all times will keep or cause to 
be kept proper books of record and account in which full, true 
and correct entry will be made of all dealings, business and affairs 
of the Company and its subsidiaries, including proper and com- 
plete credits to the proper accounts covering property worn out, 
abandoned or sold, all in accordance with the generally recog- 
nized rules and process of accounting employed by responsible 
corporations engaged in a business similar to that transacted by 
the Company. 

The Trustee may, and if requested in writing by the holders 
of at least twenty-five per cent. (25%) in principal amount of 
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the bonds issued hereunder and then outstanding and provided 
with funds necessary therefore shall, at any time or from time 
to time cause the books and accounts of the Company to be exam- 
ined, and audited by certified public accountants selected by the 
Trustee. 

The Company will within four (4) months after the close of 
each fiscal year file with W. A. Harriman & Co., Inc., an audit 
of the books of account of the Company made by an accountant 
or accountants selected by the Company and satisfactory to 
W. A. Harriman & Co., Inc., showing in reasonable detail the 
financial condition of the Company as of the close of the fiscal 
year next preceding and the net earnings of the Company for such 
fiscal year. 

SECTION 19. The Company covenants that it will not declare 
or pay any dividends upon its common stock if after the declara- 
tion and payment of such dividends the net current assets (as here- 
inafter defined) of the Company would be reduced to an amount 
less than the principal amount of all bonds issued hereunder and 
then outstanding. 

As used in this Indenture the phrase “net current assets” shall 
mean the amount remaining after deducting from the amount of 
current assets (as hereinafter defined) the amount of current 
liabilities (as hereinafter defined). 

“Current assets” shall include the following: 

(a) Cash on hand and in bank. 

(6) United States Government obligations taken at their 
current market value. 

(c) Other good and readily marketable securities, taken 
at their current market value. 

(d) Good and collectible accounts, bills and notes re- 
ceivable and trade acceptances received from customers in 
the ordinary course of business, not over sixty (60) days 
past due and maturing within one year from the date thereof; 
and also items of like character which mature within more 
than one year and less than two years from the date thereof; 
provided, that such last mentioned items maturing within 
more than one year and less than two years may only be 
included as current assets up to but not exceeding in the 
aggregate thirty-three and one-third per cent. (33-1/3%) 
of the total current assets under this clause (d) exclusive of 
such items maturing within more than one year and less than 
two years, and provided, further, that no such items maturing 
in more than one year from the date thereof shall be included 
as current assets unless payment of the same is adequately 
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secured by pledge, mortgage, vendors’ or other lien on prod- 
ucts sold or on other property which itself would fall within 
one of the clauses of this definition of current assets. 

(e) Inventories of raw materials and supplies, work in 
process and finished products taken at cost or market value 
(after reasonable deduction for obsolete machines or parts, 
if any) whichever is lower. 

As used in this Indenture the words “current liabilities” shall 
mean all the obligations and liabilities, due or accrued, maturing 
within one year and all such obligations and liabilities maturing 
in more than one year and not later than the date of the last 
maturing current asset then included by the Company under 
clause (d) of this Section; provided, that, obligations maturing in 
more than one year from the date thereof and secured by mort- 
gage shall not be deemed current liabilities. 

SECTION 20. If the Company shall fail to perform any of the 
covenants contained in Sections 11, 12, 13 or 14 hereof, the 
Trustee may, but shall not be required to (unless requested in 
writing so to do by the holders of ten per cent (10%) in principal 
amount of the bonds then issued and outstanding and provided 
with the funds necessary therefor), make advances to perform the 
same in its behalf; and all sums so advanced shall at once be 
repayable by the Company, and shall bear interest at the rate of 
six per cent (6%) per annum until paid, and shall be secured 
hereby, having the benefit of the lien hereby created in priority 
to the indebtedness evidenced by the bonds and coupons; but no 
such advance shall be deemed to relieve the Company from any 
default hereunder. 


AR TICE ERR. 
SINKING FUND. 


SECTION 21. The Company covenants and agrees to create a 
sinking fund for the retirement of bonds issued hereunder by 
semi-annual payments which shall be sufficient to retire all bonds 
issued hereunder on or before the date of maturity of the bonds. 
For such purposes the Company covenants and agrees that so long 
as any bonds are outstanding hereunder it will pay semi-annually 
to the Trustee in the Borough of Manhattan, City and State of 
New York, on or before February 23 and August 25 in each year, 
beginning with August 25, 1927, and ending with February 
23, 1947, the following sums in cash as a sinking fund for the 
retirement of bonds issued hereunder, as hereinafter in this Article 
provided: 
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(a) the sum of Fifty thousand one hundred and fifty 
Dollars ($50,150); plus 
(6) an amount equal to three per cent (3%) of the aggre- 
gate principal amount of (1) all bonds theretofore delivered 
to the Trustee in payment of any prior sinking fund pay- 
ment in lieu of cash as hereinafter provided and of (2) all 
bonds previously redeemed or called for previous redemption 
by operation of the sinking fund; 
provided, however, that the sinking fund payment to be made on 
February 23, 1947, shall be an amount necessary to pay at 
maturity all bonds then outstanding. 

In the case of any such payment the Company shall have the 
right, in lieu of making such payment as above provided, to 
furnish to the Trustee security that such payment will be made 
at least five (5) days prior to such interest payment date, in which 
case the Company will make such payment at least five (5) days 
before such interest payment date. Such security shall be either 
(a) an amount of securities of the United States Government of 
an aggregate market value at least equal to such payment, or (b) 
a guarantee by some banking institution acceptable to the Trustee 
that such payment will be made as above provided. 

At its option, the Company may, in lieu of all or any part of 
any sinking fund payment in cash, deliver to the Trustee on or 
before the date on which such payment in cash is due, bonds 
previously authenticated by the Trustee and delivered hereunder, 
with all unmatured coupons attached, each bond so delivered to be 
received by the Trustee in lieu of cash in an amount equal to the 
principal amount of such bond; provided that in any such case 
the Company shall notify the Trustee in writing of the aggregate 
principal amount of bonds which it will deliver to the Trustee in 
lieu of cash as part of such sinking fund payment, at least one 
and one-half months prior to such interest payment date, viz, on 
or before February 15th and August 15th of each year, as the 
case may be. 

SEcTION 22. After February 15th and August 15th of each 
year beginning with August 15, 1927, the Trustee shall draw by 
lot in such manner as it may elect a number of bonds equal so far 
as possible to the number of bonds which, at the redemption price 
in effect on the next succeeding interest payment date, may be 
redeemed by the amount of such next succeeding sinking fund 
payment payable in cash plus any balance of cash at the time held 
in the sinking fund; and the Trustee shall thereupon, in anticipa- 
tion of the receiving of such payment, call the bonds so drawn for 
redemption on the next succeeding interest payment date at the 
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redemption price in effect on such interest payment date as herein- 
after prescribed in Article Four hereof. Notice of such redemption 
shall be given by the Trustee, on behalf of the Company, by 
publication as hereinafter in said Article Four provided, and such 
redemption shall in all respects be in accordance with the provi- 
sions of said Article Four. 

The coupons maturing on such redemption date shall not be 
paid out of sinking fund moneys, but shall continue to be payable 
by the Company in accordance with the terms thereof. 

Anything in this Article to the contrary notwithstanding, the 
Trustee shall not be required to publish any notice of redemption 
under this Article at any time, unless the moneys to be available 
for such purpose shall amount to at least Twenty-one Thousand 
Dollars ($21,000). 

SECTION 23. Bonds delivered to the Trustee as part of any 
sinking fund payment and bonds redeemed by the operation of the 
sinking fund shall be cancelled and no bonds shall be issued in 
place thereof. 

Any interest allowed by the Trustee upon sinking fund moneys 
shall from time to time be paid to the Company upon its request, 
so long as the Company shall not be in default hereunder. 

The Company convenants and agrees to pay to the Trustee, 
upon request, otherwise than out of the sinking fund, the cost of 
advertising of redemption notices and any other disbursements and 
other expenses under this Article. 


ARTICLE FOUR. 
REDEMPTION OF BoNDs. 


SECTION 24. The Company at its option may redeem all or 
any part of the bonds issued hereunder and then outstanding on 
any interest payment date prior to maturity, at the principal 
amount thereof and accrued interest to the date of redemption, 
together with the following premiums on the principal amount; a 
premium of five per cent (5%) of the principal sum if redeemed 
on or prior to April 1, 1931; a premium of four per cent (4%) of 
the principal sum if redeemed after April 1, 1931, and on or prior 
to April 1, 1935; a premium of three per cent (3%) of the princi- 
pal sum if redeemed after April 1, 1935, and on or prior to April 
I, 1939; a premium of two per cent (2%) of the principal sum if 
redeemed after April 1, 1939, and on or prior to April 1, 1943; a 
premium of one per cent (1%) of the principal sum if redeemed 
after April 1, 1943, and on or prior to October 1, 1946; but in 
each case with interest accrued to the date of redemption. Notice 
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of intention to redeem shall be given by the Company by publica- 
tion in one daily newspaper of general circulation in the Borough 
of Manhattan, City and State of New York, and in one such 
newspaper in the City of Marion, Ohio, once a week for four (4) 
successive weeks, the first publication to be not less than twenty- 
five (25) nor more than fifty (50) days before such redemption 
date. A copy of such notice shall also be mailed by the Company 
at least twenty-five (25) days and not more than fifty (50) days 
before such redemption date to the holders of bonds registered as 
to principal which are to be redeemed, at their last addresses 
appearing upon the registry books. The failure to give such 
notice by mailing shall not, however, affect the validity of any 
proceeding for the redemption of bonds. At least thirty (30) days 
before the redemption date specified in such notice, the Company 
will deposit with the Trustee an amount in cash sufficient to 
redeem all of the outstanding bonds which are to be redeemed, to 
be held for the account of the holders thereof and to be paid to 
them respectively upon presentation and surrender of said bonds 
with all unmatured coupons thereto attached. The sworn certifi- 
cate of any officer of the Company as to the giving of proper 
notice of redemption shall be full and complete authority to the 
Trustee for any action to be taken by it in reliance thereon. 

In the case of any such payment the Company shall have the 
right, in lieu of making such payment thirty (30) days before the 
redemption date, as above provided, to furnish the Trustee security 
that such payment will be made at least five (5) days prior to 
such redemption date, in which case the Company will make such 
payment at least five (5) days before such redemption date. Such 
security shall be either (a) an amount of securities of the United 
States Government of an aggregate market value at least equal 
to such payment, or (0) a guarantee by some banking institution 
acceptable to the Trustee that such payment will be made as 
above provided. 

In case the Company shall elect to redeem less than all of the 
bonds then outstanding, it shall give the Trustee written notice 
at least fifty (50) days prior to the redemption date of the aggre- 
gate principal amount of bonds to be redeemed, and thereupon 
the Trustee shall draw by lot, in such manner as the Trustee may 
elect, from the numbers of bonds outstanding, the distinguishing 
numbers of a principal amount of bonds equal to such aggregate 
principal amount of bonds to be redeemed, and shall thereafter 
notify the Company in writing of the numbers of the bonds so 


drawn. 
SecTION 25. On the date set for redemption, the notice of 
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intention to redeem having been completed by publication as 
above provided, said bonds so called shall become due and pay- 
able at the principal office of W. A. Harriman & Co., a co-partner- 
ship, in the Borough of Manhattan, City of New York, and the 
necessary funds for redemption having been deposited with the 
Trustee, said bonds so called shall cease to draw interest and the 
coupons for interest accruing after that date shall be void, and 
such bonds shall no longer be deemed to be outstanding hereunder 
and shall cease to be entitled to the benefit and security of this 
Indenture except to receive payment from the moneys reserved 
therefor in the hands of the Trustee. If after having completed 
the publication of notice of intention to redeem, the Company 
shall fail to deposit the necessary funds for such redemption, such 
failure shall constitute a default under this Indenture and there- 
upon all the remedies provided for in Article Seven hereof with 
respect to a default in the payment of principal shall be available 
to and enforceable by the Trustee. 

Bonds redeemed shall be cancelled and be delivered to the 
Trustee and no bonds shall be issued in place thereof. 

On the deposit with the Trustee of the amount necessary to 
redeem all of the bonds outstanding, together with accrued interest 
on the principal thereof, and on delivery to the Trustee of (1) 
proof satisfactory to the Trustee that notice of redemption thereof 
has been given as aforesaid, or (2) a written instrument executed 
by the Company under its corporate seal and expressed to be 
irrevocable, authorizing the Trustee to give notice for and on 
behalf of the Company, and on payment to the Trustee of all 
costs, charges and expenses in relation thereto and under this 
Indenture, the Trustee shall, by proper instrument, release, convey 
and deliver the mortgaged property free from the lien of this 
Indenture and take all reasonable and necessary steps to cause 
this Indenture to be cancelled, satisfied and discharged of record. 
The Trustee shall apply the moneys so deposited with it to the 
payment, through the Paying Agent, of the bonds so called for 
redemption, but shall in no event be liable beyond the amount so 
deposited with it. 


ARTICLE FIVE. 
RELEASE OF PROPERTY. 
SECTION 26. Unless and until an Event of Default shall occur 
as defined in Section 35 hereof, the Company shall be suffered and 
permitted to retain full possession and control of the mortgaged 


property and to receive, use and enjoy the rents, issues and 
profits thereof free from the lien of this Indenture. 
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SECTION 27. From time to time, subject to the conditions and 
limitations in this Article provided and not otherwise, the Com- 
pany may sell or exchange for other property any part of the 
mortgaged property, and the Trustee shall release from the lien of 
this Indenture any such property, upon delivery to the Trustee of 

(1) the written request of the Company; 

(2) a copy of a resolution of its Board of Directors, cer- 
tified by its Secretary or an Assistant Secretary under its 
corporate seal, authorizing or approving such request and the 

‘certificate herein provided for; and 

(3) the verified certificate of the President or a Vice- 
President of the Company, setting forth (a) a description 
of the property, a release of which is requested; (6) that it 
is no longer necessary or advantageous to retain such prop- 
erty for use in connection with the business of the Company, 
and that such sale or exchange and release of such property 
is for the best interests of the Company and of the bond- 
holders, and that the security hereby afforded will not be 
impaired by such release; (c) that the release requested is 
required for the purpose of carrying out an agreement for 
the sale of the property to be released or for the exchange 
thereof for other property; (d) the sale price of the property, 
a release of which is requested, if such property is to be sold, 
and a description of any other property to be received in 
exchange therefor; (e) that the fair value, in the opinion of 
the signer, of the property, a release of which is requested, 
is not greater than its sale price or the fair value of any 
property to be received in exchange; and (f) that the Com- 
pany is not to the knowledge of the signer in default in the 
performance of any covenant or agreement in the bonds or 
in this Indenture contained; 

(4) the cash or the cash and purchase money obligations, 
assignment and opinion of counsel required by Section 28 
hereof to be delivered to the Trustee. 

SECTION 28. In any case where property is sold, there shall be 
deposited with the Trustee an amount in cash equal to the sale 
price of the property as stated in the certificate provided for in 
paragraph (3) of Section 27 hereof; provided that in case of the 
release of real property, plants and buildings owned in fee or by 
perpetual leasehold, in lieu of the full amount of such cash there 
may be deposited with the Trustee cash equal to at least one-third 
(1/3) of such amount, together with the obligation of the pur- 
chaser to pay the remainder of such amount, secured by purchase 
money mortgage upon the property sold, duly assigned to the 
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Trustee. In case of such deposit and assignment of any purchase 
money obligation and purchase money mortgage, there shall also 
be delivered to the Trustee the written opinion of counsel (who 
may be counsel for the Company) that such purchase money 
obligation and purchase money mortgage have been properly 
authorized and executed and that such purchase money obligation 
has been validly issued and that such mortgage securing such 
obligation is a valid lien upon the property which it purports to 
convey. 

In case of the release of any property in exchange for other 
property, the fair value of the property to be received in exchange 
(over and above the principal amount of all liens thereon as 
hereinafter in this Section permitted) as stated in the certificate 
delivered to the Trustee as provided in paragraph (3) of Section 
27 hereof, shall be at least as great as the fair value of the property 
released, as stated in such certificate. 

Any and all property acquired by the Company in exchange 
for or to take the place of any property released hereunder, and 
any and all property acquired by the Company by the use of the 
proceeds of sale of released property paid out under Section 30 
hereof, ipso facto shall become and be subject to the lien of this 
Indenture as fully as if specifically mortgaged and pledged hereby; 
but if requested by the Trustee the Company will convey such 
property to it by appropriate deeds and assignments upon the 
trusts and for the purposes of this Indenture. The Company shall 
deliver to the Trustee the written opinion of counsel (who may be 
counsel for the Company) stating either that such deeds or other 
instruments delivered to the Trustee are sufficient for that pur- 
pose, or that no deeds or other instruments are necessary to subject 
any such property to the lien of this Indenture, and also stating 
that such property has been (or by the execution and delivery of 
such deeds or other instruments will be) subjected to the lien of 
this Indenture as a first lien thereon, subject only to liens as 
hereinafter permitted by this Section, any such liens to be 
described and their principal amount set forth in said opinion. 
All such property shall become subject to the lien of this Indenture 
as a first lien thereon, except for mortgage or other liens existing 
thereon at the time of acquisition thereof by the Company and 
purchase money mortgages created thereon in connection with 
such acquisition. 

SECTION 29. The Company, from time to time, may make such 
changes, alterations, modifications or substitutions in, or exten- 
sions or renewals of, any and all leases or contracts now subject 
or which may at any time become subject to the lien of this 
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Indenture, as it shall deem advantageous, or may terminate the 
same. Any new lease entered into in place of the lease so termi- 
nated shall ipso facto become subject to the lien hereof. 

SECTION 30. All moneys held by the Trustee under this Article 
from time to time upon the written request of the Company shall 
be paid out to reimburse the Company for the actual cost to the 
Company of additional physical property, including betterments, 
improvements, extensions and additions to the mortgaged prop- 
erty, acquired or constructed by the Company subsequent to the 
date of this Indenture and subjected to the lien hereof. Upon any 
such application there shall be delivered to the Trustee: 

(1) the written request of the Company; 

(2) a copy of a resolution of its Board of Directors, cer- 
tified by its Secretary or an Assistant Secretary under its 
corporate seal, authorizing or approving such request; 

(3) the verified certificate of the President or a Vice- 
President and the Treasurer or an Assistant Treasurer of the 
Company, describing such additional property, betterments, 
improvements, extensions and additions in reasonable detail, 
stating the actual cost thereof to the Company, and that the 
same is not greater than the fair value thereof, and that the 
same have been acquired or constructed by the Company 
subsequent to the date of this Indenture and subjected to the 
lien hereof. 

At the option of the Company, any moneys held by the Trustee 
under this Article shall upon the written request of the Company 
be applied by the Trustee (a) to the purchase, through the Paying 
Agent, of bonds hereby secured, at the best prices obtainable, not 
exceeding the then redemption price thereof with accrued interest, 
or (6) to the redemption before maturity in the manner provided 
in Article Four hereof of bonds hereby secured. 

Moneys received as compensation for any part of the mortgaged 
property taken by the exercise of the power of eminent domain 
shall, after deduction of the reasonable expenses of defending such 
condemnation, be treated as if realized from a voluntary sale. 

The principal of any purchase money obligations received by the 
Trustee under this Article shall be collected by the Trustee, the 
interest as received thereon meanwhile to be paid over to the 
Company unless and until the Company shall be in default under 
any of the provisions hereof. 

SECTION 31. The Company shall have full power, from time to 
time in its discretion, without reference to the Trustee, to dispose 
of, free from the lien hereof, any of its machinery, apparatus, 
appliances, tools, implements, materials and supplies (whether or 
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not the same be fixtures), at any time subject to the lien hereof, 
which may have become worn out or unserviceable or unsuitable 
for use in its business, provided that the same shall be replaced 
by new machinery, apparatus, appliances, tools, implements, mate- 
rials and supplies or other physical property, of at least equal 
value, which shall forthwith become subject to the lien of this 
Indenture. 

SECTION 32. In case the mortgaged property shall be in the 
possession of a receiver lawfully appointed, the powers in and by 
this Article conferred upon the Company may be exercised by such 
receiver, with the approval of the Trustee, and if the Trustee shall 
be in possession of the mortgaged property under any provision 
of this Indenture, then all the powers in this Article conferred 
upon the Company may be exercised by the Trustee. 

The Trustee shall not be required under any of the provisions: 
of this Article to release at the request of the Company any part 
of the mortgaged property from the lien hereof at any time when 
to the knowledge of the Trustee the Company shall be in default 
in the performance of any covenant or agreement in the bonds or 
in this Indenture contained, but notwithstanding any such default, 
the Trustee may, and if requested by the holders of twenty-five per 
cent (25%) in principal amount of bonds at the time outstanding 
shall, release from the lien hereof any part of the mortgaged © 
property, upon compliance with the conditions specified in this 
Article with respect thereof. 

SECTION 33. The Trustee shall be fully protected in relying on 
the written requests, certificates, certified copies of resolutions, 
opinions and any other instruments or papers herein provided for 
in this Article, and shall be under no duty to make any inquiry or 
independent investigation as to the truth of any statements con- 
tained therein, but it may make such investigation in its discretion 
at the expense of the Company. 

In no event shall any purchaser or purchasers of any property 
sold or disposed of under any provisions of this Article be required 
to ascertain the authority of the Trustee to execute the release, to 
see to the application of the purchase money, or to inquire as to 
any facts required by the provisions hereof for the exercise of 
such authority. 


ARTICLE SIX. 
SUPPLEMENTAL INDENTURES. 


_ SECTION 34. The Company and the Trustee may, from time to 
time, enter into such indentures supplemental hereto as shall be 
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deemed by them necessary or desirable, for one or more of the 
following purposes: 

(a) To correct the description of any property hereby 
mortgaged or intended so to be, or to mortgage hereunder 
additional property, for the equal and proportionate benefit 
and security of the holders of all bonds at any time issued and 
outstanding hereunder; 

(b) To add to the covenants and agreements of the Com- 
pany for the protection of the holders of bonds outstanding 
hereunder and of the mortgaged property; 

(c) To evidence the succession of another corporation to 
the Company, or successive corporations, and the assump- 
tion. by the successor corporation of the covenants, agree- 
ments and obligations of the Company under this Indenture; 

(d) For any other purpose not inconsistent with the 
terms of this Indenture, or for the purpose of curing any 
ambiguity or of curing, correcting or supplementing any 
defective or inconsistent provision, contained herein or in 
any supplemental indenture. 


ARTICLE SEVEN. 
REMEDIES ON DEFAULT. 


SECTION 35. If one or more of the following events, hereinafter 
called “Events of Default”, shall happen, that is to say: 

(a) Default shall be made in the payment of ‘any instal- 
ment of interest upon any of the bonds issued hereunder 
when and as the same shall become due and payable, and 
such default shall have continued for the period of sixty 
(60) days, or 

(6) Default shall be made in the payment of the prin- 
cipal of any of the bonds issued hereunder when and as the 
same shall become due and payable, whether at maturity as 
therein expressed or by declaration or otherwise as author- 
ized by this Indenture, or 

(c) Default shall be made in the payment of any sum 
payable for the sinking fund hereby created, and such default 
shall have continued for the period of ninety (90) days, or 

(d) Default shall be made in the due observance or per- . 
formance of any other of the covenants, conditions or agree- 
ments on the part of the Company in the bonds or in this 
Indenture contained, and such default shall have continued 
for the period of sixty (60) days after written notice thereof 
and demand for such performance shall have been given to 
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the Company by the Trustee (whose duty it shall be to give 
such notice and demand on written request by the holders 
of twenty-five per cent (25%) in principal amount of the 
bonds then outstanding), or 
(e) An order shall have been made for the appointment 
of a receiver of the Company or of its property and remain 
unvacated for a period of sixty (60) days, or the Company 
shall be judicially declared to be bankrupt or insolvent, or 
shall institute proceedings for voluntary bankruptcy, or shall 
apply for or consent to the appointment of a receiver for 
itself or its property, or shall have made a general assign- 
ment for the benefit of creditors, 
then in each and every such case the Trustee may, and upon 
written request of the holders of twenty-five per cent (25%) in 
principal amount of the bonds then outstanding and upon being 
indemnified to its satisfaction shall, declare the principal of all 
the bonds then outstanding hereunder (if not already due), to- 
gether with all accrued interest, to be due and payable imme- 
diately; and upon any such declaration the principal of all the 
bonds, together with all accrued interest, shall become and be due 
and payable immediately, anything in this Indenture or in said 
bonds contained to the contrary notwithstanding. 

This provision, however, is subject to the condition that if at 
any time after the principal of the bonds shall have been so 
declared and become due and payable, and before any sale of the 
mortgaged property shall have been made, all arrears of interest 
upon all the bonds, with interest upon any overdue instalment of 
interest at the rate expressed in the bonds, and all expenses of the 
Trustee, shall be paid by the Company, and every other default in 
the observance or performance of any other covenant or provision 
of the bonds or of this Indenture shall be made good or shall be 
secured to the satisfaction of the Trustee, or arrangements deemed 
by the Trustee to be adequate shall be made therefor—then and 
in every such case the Trustee may, and upon the written request 
of the holders of a majority in principal amount of the bonds 
hereby secured then outstanding shall, waive the default by reason 
of which the principal of the bonds shall have so become due, and 
rescind and annul such declaration and its consequences; but no 
such waiver, rescission or annulment shall extend to or affect any 
subsequent default or shall impair any right consequent thereon. 

SECTION 36. In case any Event of Default shall occur as 
defined in Section 35 hereof, then and in each and every such case 
the Company, upon demand of the Trustee, shall forthwith sur- 
render to the Trustee the actual possession of, and it shall be 
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lawful for the Trustee, personally or by its agents or attorneys, to 
enter upon and take possession of all of the mortgaged property 
and to hold, operate and manage the same, and to conduct the 
business of the Company to the best advantage of the holders of 
bonds hereby secured, and from time to time to make all needful 
or proper repairs, renewals, replacements, alterations, additions, 
extensions, betterments and improvements to the mortgaged prop- 
erty as to the Trustee may seem best, and to receive the rents, 
earnings, income, issues and profits thereof, and after deducting 
all the expenses of so taking, holding and managing the same, and 
all payments which may be made for taxes, assessments, insurance 
and prior and other proper charges upon the mortgaged property 
or on any part thereof, together with reasonable compensation for 
the services of the Trustee, its agents, servants and counsel, the 
Trustee shall apply the remainder of the moneys so received by 
it (subject to the provisions of Section g hereof) first to the pro 
rata payment of the unpaid interest, if any, due upon all bonds 
hereby secured then outstanding, and then to the payment equally 
and ratably of the principal of the bonds if they shall have 
matured by declaration or otherwise, the balance, if any, to be 
returned to the Company. 

Whenever all that is due upon all bonds both for principal and 
interest shall have been paid, and all defaults thereunder and 
hereunder made good, the Trustee shall surrender possession of the 
mortgaged property to the Company, its successors and assigns. 
The same right of entry, however, shall exist upon any subsequent 
default. 

SECTION 37. In case any Event of Default shall occur as 
defined in Section 35 hereof, then and in each and every such case 
of default the Trustee in its discretion either 

(a) may sell to the highest bidder all and singular the 
mortgaged property, and all right, title and interest, claim 
and demand therein and thereto, and all right of redemption 
thereof, which sale or sales shall be made at public auction 
at such place or places, and at such time and upon such 
terms, as the Trustee may fix and briefly specify in the notice 
of sale to be given as hereinafter provided, or as may be 
required by law; or 

(b) may proceed to protect and enforce its rights and the 
rights of the holders of the bonds and coupons by a suit or 
suits in equity or at law, whether for the specific performance 
of any covenant or agreement contained herein, or in aid of 
the execution of any power herein granted, or for the fore- 
closure of this Indenture, or for the enforcement of any other 
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appropriate legal or equitable remedy, as the Trustee, being 
advised by counsel, shall deem most effectual to protect or 
enforce any of its rights or duties hereunder. 

SECTION 38. Upon the written request of the holders of 
twenty-five per cent (25%) in principal amount of the bonds 
then outstanding, in case any Event of Default shall occur as 
defined in Section 35 hereof, it shall be the duty of the Trustee, 
upon being indemnified to its satisfaction, to take all steps needful 
for the protection and enforcement of the rights of the Trustee 
and the rights of the holders of the bonds hereby secured, and 
to exercise the power of sale herein conferred, or to take appro- 
priate judicial proceedings by action, suit or otherwise, as the 
Trustee, being advised by counsel, shall deem most expedient in 
the interest of the holders of the bonds hereby secured. 

Anything in this Indenture to the contrary notwithstanding, 
the holders of a majority in principal amount of the bonds hereby 
secured and then outstanding, from time to time shall have the 
right, by an instrument in writing executed and delivered to the 
Trustee, to direct whether the Trustee shall proceed to sell all 
or any of the mortgaged property, or shall proceed by suit in 
equity or action at law, or both, and to direct and control the 
method and place of conducting any proceedings for any sale of 
the mortgaged property, or for the foreclosure hereof, or for a 
receiver, or any other proceeding hereunder; but they shall have 
no right or power to involve the Trustee in any personal liability 
of any kind to anybody, without first and from time to time 
indemnifying it to its satisfaction, and the Trustee shall have the 
right to decline to follow any such direction which in its opinion, 
or as it may be advised, would be unjustly prejudicial to non- 
assenting bondholders. 

SECTION 39. In the event of any sale, whether made under the 
power of sale herein granted, or under or by virtue of judicial pro- 
ceedings, the whole of the premises and property subject to this 
Indenture shall be sold in one parcel and as an entirety, unless 
such sale as an entirety is in the judgment of the Trustee imprac- 
ticable or inadvisable for any reason, or unless the holders of a 
majority in principal amount of the bonds hereby secured shall 
in writing request the Trustee to cause said property to be sold 
in parcels, in which case the sale shall be made in such parcels 
and in such order as may be specified in such request. 

SecTIon 40. Notice of any sale, whether made under the 
power of sale herein granted or under or by virtue of judicial pro- 
ceedings, shall state the time and place when and where the same 
is to be made, and shall contain a brief general description of the 
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property to be sold, and shall be sufficiently given if published 
once in each week for four successive weeks prior to the date fixed 
for such sale in one daily newspaper of general circulation in the 
Borough of Manhattan, City and State of New York, and in one 
such newspaper in the City of Marion, Ohio; such notice shall 
also comply with any requirements of law. 

SECTION 41. The Trustee, in its discretion, may adjourn from 
time to time any sale by it to be made under the provisions of this 
Indenture or under or by virtue of judicial proceedings, by an- 
nouncement at the time and place appointed for such sale or for 
such adjourned sale or sales; and without further notice or publi- 
cation such sale may be made at the time and place to which the 
same shall be so adjourned. 

SECTION 42. Upon the completion of any sale or sales under 
this Indenture or under or by virtue of judicial proceedings, the 
Trustee shall execute and deliver to the accepted purchaser or 
purchasers a good and sufficient deed or other instrument con- 
veying, assigning and transferring the property sold. The Trustee 
is hereby appointed the true and lawful attorney irrevocable of the 
Company, in its name and stead to make all deliveries and to 
execute all deeds and instruments of conveyance, assignment and 
transfer, and may substitute one or more persons with like power, 
the Company hereby ratifying and confirming all that its said 
attorney or such substitute or substitutes may lawfully do by 
virtue hereof. Nevertheless the Company shall, if so requested 
by the Trustee, ratify and confirm any sale or sales by executing 
and delivering to the Trustee or to such purchaser or purchasers, 
or by joining in the execution thereof, all such deeds and instru- 
ments as may be necessary or in the judgment of the Trustee 
proper for the purpose, and as may be designated in such request. 

Any such sale or sales, whether under the power of sale herein 
granted or under or by virtue of judicial proceedings, shall operate 
to divest all right, title, interest, claim and demand whatsoever, 
either at law or in equity, of the Company of, in and to the prop- 
erty so sold, and shall be a perpetual bar both at law and in 
equity against the Company, its successors and assigns, and 
against any and all persons claiming or to claim the property sold, 
or any part thereof from, through or under the Company, its 
successors or assigns. 

SECTION 43. The receipt of the Trustee for the purchase 
money paid at any such sale under the power of sale herein 
granted, or of the Trustee or of a Special Master for the purchase 
money paid at any such sale had under or by virtue of judicial 
proceedings, shall be a sufficient discharge therefor to any pur- 
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chaser of the property or any part thereof, sold as aforesaid; and 
no such purchaser or his representatives, grantees or assigns, after 
paying such purchase money and receiving such receipt, shall be 
bound to see to the application of such purchase money upon or 
for any trust or purpose of this Indenture, or in any manner what- 
soever be answerable for any loss, misapplication or non-appli- 
cation of any such purchase money or any part thereof, or be 
bound to inquire as to the authorization, necessity, expediency 
or regularity of any such sale. 

SECTION 44. In case of a sale, whether made under the power 
of sale herein granted or under or by virtue of judicial proceed- 
ings, the principal amount of all bonds hereby secured then out- 
standing, together with all accrued imterest thereon, if not 
previously due, shall immediately thereupon become and be due 
and payable, anything in said bonds or in this Indenture to the 
contrary notwithstanding. 

SECTION 45. The purchase money, proceeds or avails of any 
sale, whether made under the power of sale herein granted or 
under or by virtue of judicial proceedings, together with any 
other sums which then may be held by the Trustee under any of 
the provisions of this Indenture, shall be applied as follows and 
in the following order: 

First. To the payment of the costs and expenses of such 
sale, including a reasonable compensation to the Trustee, its agents, 
attorneys and counsel, and to the payment of all expenses, liabili- 
ties and advances made or incurred by the Trustee, and to the 
payment of all taxes, assessments or liens prior to the lien of these 
presents, except any taxes, assessments or other prior liens subject 
to which such sale shall have been made; 

Second. ‘To the payment of the whole amount then owing and 
unpaid upon the bonds hereby secured for principal and interest, 
with interest on the principal and on the overdue instalments of 
interest at the rate expressed in the bonds; and in case such pro- 
ceeds shail be insufficient to pay in full the whole amount so due 
and unpaid upon the bonds, then to the payment of the principal 
and interest of the bonds, without preference or priority of prin- 
cipal over interest, or of interest over principal, or of any instal- 
ment of interest over any other instalment of interest, ratably to 
the aggregate of such principal and the accrued and unpaid in- 
terest; upon presentation of the several bonds and coupons and 
the stamping thereon of such payment, if only partially paid, and 
upon surrender thereof, if fully paid; subject, however, to the 
provisions of Section 9 hereof; 

Third. ‘To the payment of the surplus, if any, to the Company, 
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its successors or assigns, or to whomsoever may be lawfully entitled 
. receive the same, or as a court of competent jurisdiction may 
irect. 

SECTION 46. Upon any sale, whether made under the power 
of sale herein granted or under or by virtue of judicial proceed- 
ings, any purchaser, for or in settlement or payment of the pur- 
chase price of the property purchased, shall be entitled to use 
and apply any of the bonds and any matured and unpaid coupons, 
subject to the provisions of Section 9 hereof, by presenting such 
bonds and coupons in order that there may be credited thereon 
the sums applicable to the payment thereof out of the net pro- 
ceeds of such sale to the owner of such bonds and coupons as his 
ratable share of such net proceeds, after the deduction of costs, 
expenses, compensations and other charges; and thereupon such 
purchaser shall be credited, on account of such purchase price 
payable by him, with the portion of such net proceeds that shall 
be applicable to the payment of, and that shall have been credited 
upon, the bonds and coupons so presented. 

At any such sale the Trustee, either on behalf of the bond- 
holders or in its own behalf, or any bondholder, may bid for 
and may purchase such property, and may make payment there- 
for as aforesaid, and upon compliance with the terms of sale, may 
hold, retain and dispose of such property without further 
accountability. 

SECTION 47. The Company covenants that in case (a) default 
shall be made in the payment of the principal of any of the bonds 
issued hereunder when and as the same shall become due and 
payable, whether at maturity as therein expressed or by declara- 
tion or otherwise as authorized by this Indenture or (0) default 
shall be made in the payment of any instalment of interest upon 
any of the bonds issued hereunder when and as the same shall 
become due and payable, and such default shall have continued 
for a period of sixty (60) days, the Company will pay to the 
Trustee, upon demand, for the benefit of the holders of the bonds 
then outstanding, the whole amount which then shall have become 
due and payable on all the bonds and coupons then outstanding, 
for interest or principal or both, as the case may be, with interest 
upon the principal and on the overdue instalments of interest at 
the rate expressed in the bonds; and in addition thereto, such 
further amount as shall be sufficient to cover the costs and expenses 
of collection, including a reasonable compensation to the Trustee, 
its agents, attorneys and counsel, and any and all expenses and 
liabilities incurred by the Trustee hereunder. Until such demand 
is made by the Trustee, the Company may pay the principal and 
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interest of each of the bonds to the bearer or registered holder, as 
the case may be; but after such demand shall have been made, 
payment of the bonds and of the coupons shall be made only to 
the Trustee. 

In case the Company shall fail to pay the same forthwith upon 
such demand, the Trustee, in its own name and as trustee of an 
express trust, shall be entitled to recover judgment for the whole 
amount so due and unpaid. The Trustee shall be entitled to 
recover judgment either before or after or during the pendency 
of any proceedings, judicial or otherwise, for the enforcement of 
the lien of this Indenture, and the right of the Trustee to recover 
such judgment shall not be affected by any sale hereunder, or by 
the exercise of any other right, power or remedy for the enforce- 
ment of the provisions of this Indenture or for the foreclosure of 
the lien hereof; and in case of any sale of the property subject 
to this Indenture and of the application of the proceeds of sale to 
the payment of the indebtedness hereby secured, the Trustee, in 
its own name and as trustee of an express trust, shall be entitled 
to enforce payment of and to receive all amounts then remaining 
due and unpaid for principal and interest as aforesaid upon any 
and all of the bonds then outstanding, for the benefit of the holders 
thereof, and shall be entitled to recover judgment for any portion 
of the debt remaining unpaid, with interest. No recovery of any 
such judgment by the Trustee, and no levy of any execution upon 
any such judgment upon any part of the mortgaged property, 
or upon any other property, shall in any manner or to any extent 
affect the lien of this Indenture upon the property, or any part 
of the property, subject to this Indenture, or shall affect any 
rights, powers or remedies of the Trustee hereunder, or any 
lien, rights, powers or remedies of the Trustee or of the bondhold- 
ers, but such lien, rights, powers and remedies shall continue 
unimpaired as before. 

Any moneys collected by the Trustee under this Section shall 
be held by the Trustee and applied, first, to the payment of the 
expenses, disbursements and compensation of the Trustee, its 
agents, attorneys and counsel, and second, towards payment of 
the amounts then due and unpaid for principal and interest upon 
the bonds and coupons in respect of which such moneys shall 
have been collected, ratably and without any preference or priority 
of any kind (except as provided in Section 9 hereof), according 
to the amounts due and payable upon the bonds and coupons 
respectively, at a date fixed by the Trustee for the distribution of 
such moneys, upon presentation of the several bonds and coupons 
and the stamping of such payments thereon, if partly paid, and 
upon surrender thereof, if fully paid. 
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SECTION 48. The Company will not at any time insist upon 
or plead, or in any manner whatever claim, or take the benefit 
or advantage of, any stay or extension law now or at any time 
hereafter in force; nor will it claim, take or insist upon any benefit 
or advantage from any law now or hereafter in force providing 
for the valuation or appraisal of the mortgaged property or any. 
part thereof, prior to any sale or sales thereof to be made pur- 
suant to any provision herein contained or to the decree, judgment 
or order of any court of competent jurisdiction; nor after any 
such sale or sales, will it claim or exercise any right under any 
statute enacted by the United States of America or by any State 
or otherwise, to redeem the property so sold or any part thereof; 
and it hereby expressly waives all benefit and advantage of any 
such law or laws, and it covenants that it will not hinder, delay or 
impede the execution of any power herein granted and delegated 
to the Trustee, but it will suffer and permit the execution of every 
such power as though no such law or laws had been made or 
enacted. 

SECTION 49. Upon the filing of a bill in equity or other com- 
mencement of any suit or judicial proceeding hereunder, the 
Trustee shall be entitled, as of right, to the appointment, by any 
Federal or State court having jurisdiction, of a receiver or re- 
ceivers of the mortgaged property or any part thereof, with full 
power to manage and operate the same pending such proceedings 
and to collect and receive the proceeds arising from such 
operation. 

SECTION 50. Except as herein expressly provided to the con- 
trary, no remedy herein conferred upon or reserved to the Trustee 
is intended to be exclusive of any other remedy or remedies, but 
each and every such remedy shall be cumulative, and shall be in 
addition to every other remedy given hereunder, or now or here- 
after existing at law or in equity or by statute. 

SECTION 51. All rights of action under this Indenture or under 
any of said bonds or coupons, enforceable by the Trustee, may 
be enforced by the Trustee without the possession of any of the 
bonds or coupons or the production thereof on any trial or other 
proceedings relative thereto, and any such suit or proceedings 
instituted by the Trustee shall be brought in its own name for the 
ratable benefit of the holders of said bonds and coupons. 

SECTION 52. No delay or omission of the Trustee or of any 
holder of bonds to exercise any right or power accruing upon any 
default, shall impair any such right or power or shall be construed 
to be a waiver of any such default or an acquiescence therein; and 
every power and remedy given by this Indenture to the Trustee 
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or to the bondholders may be exercised from time to time, and 
as often as may be deemed expedient. No waiver by the T rustee 
or by the bondholders of any such default, whether such waiver 
be full or partial, shall extend to or be taken to affect any subse- 
quent default or to impair any rights resulting therefrom. 

SECTION 53. In case the Trustee shall have proceeded to en- 
force any right under this Indenture by foreclosure or otherwise, 
and such proceeding shall have been discontinued or abandoned 
because of waiver or for any other reason, or shall have been 
determined adversely to the Trustee, then, and in every such 
case, the Company and the Trustee shall severally and respectively 
be restored to their former position and rights hereunder in respect 
of the mortgaged property, and all rights, remedies and powers 
of the Trustee shall continue as though no such proceedings had 
been taken. 

Section 54. No holder of any bond or coupon shall have the 
right to institute any suit, action or proceeding at law or in equity 
upon or in respect of this Indenture, or for the execution of any 
trust or power hereof, or for any other remedy under or upon 
this Indenture, unless such holder shall previously have given to 
the Trustee written notice of an existing Event of Default as 
hereinbefore in Section. 35 hereof defined, nor unless also the 
holders of at least twenty-five per cent (25%) in principal amount 
of the bonds then outstanding shall have made written request 
upon the Trustee after the happening and continuance of such 
default, and shall have afforded to it reasonable opportunity, 
either to proceed itself to execute the powers hereinbefore granted 
or to institute such action, suit or proceeding in its own name, and 
unless the Trustee shall not have so proceeded within a reasonable 
time; nor unless also such holder or holders shall have tendered 
to the Trustee security and indemnity satisfactory to it against all 
costs, expenses and liabilities which may be incurred in or by 
reason of any such action, suit or proceeding; and such notifica- 
tion, request and tender of indemnity are hereby declared, in every 
such case, at the option of the Trustee, to be conditions precedent 
to the execution of the powers and trusts of this Indenture and 
to any action or cause of action for foreclosure or for any other 
remedy hereunder; it being intended that no one or more holders 
of the bonds or coupons shall have any right in any manner what- 
ever to affect, disturb, or prejudice the lien of this Indenture by 
his or their action or to enforce any right hereunder, except in 
the manner herein provided, and that all proceedings hereunder 
shall be instituted and maintained in the manner herein provided 


for the equal benefit of all holders of the outstanding bonds and 
coupons. 
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The foregoing provisions of this Section shall not be construed 
to affect any discretion or power by any provision of this Inden- 
ture given to the Trustee to determine whether or not it shall take 
action in respect of any default without such notice or request 
from bondholders, or to affect any other discretion or power given 
to the Trustee. 


ARTICLE EIGHT. 
WAIVER OF INDIVIDUAL LIABILITY 


SECTION 55. Each of the bonds secured hereby is issued upon 
-the express condition, to which each successive holder thereof 
expressly assents and by receiving the same agrees, that no re- 
course under or upon any obligation, covenant or agreement of 
this Indenture, or for the payment of any bonds or coupons hereby 
secured, shall be had to any individual liability of any incorpo- 
rator, or any past, present or future stockholder, officer or director 
of the Company or of any successor corporation, whether by vir- 
tue of any constitution, statute or rule of law or by the enforce- 
ment of any assessment or penalty or otherwise howsoever, all 
such liability being waived, and it being expressly understood 
and agreed that this Indenture and the obligations issued here- 
under are solely corporate obligations, and that any and all 
personal liability of every nature, either at law or in equity or 
by statute or constitution, of every such incorporator, stockholder, 
officer and director is hereby expressly waived and released as 
a condition of and as part of the consideration for the execution 
of this Indenture and the issue of such bonds and coupons. 


ARTICLE NINE. 


EVIDENCE oF RIGHTS OF BONDHOLDERS AND OWNERSHIP OF 
Bonps. 


SecTION 56. Any demand or request or other instrument re- 
quired by this Indenture to be signed and executed by bond- 
holders may be in any number of concurrent writings of similar 
' tenor and may be signed or executed by such bondholders in 
person or by agent appointed in writing. Proof of the execution 
of any such demand, request or other instrument, or of the writing 
appointing any such agent, and of the ownership by any person 
of any bond not registered as to principal, shall be sufficient for 
any purpose of this Indenture, if such proof be made in the fol- 
lowing manner: 

The fact and date of the execution by any person of any such 
demand, request or other instrument in writing may be proved 
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by the certificate of any notary public or other officer authorized 
to take acknowledgments of deeds to be recorded, to the effect that 
the person signing such request or, other instrument acknowledged 
to him the execution thereof, or by the affidavit of a witness to 
such execution. 

The fact of the holding by any bondholder of any bond not 
registered as to principal and the amounts and numbers of such 
bonds and the date of his holding the same, may be proved by 
either producing and exhibiting to the Trustee the actual bonds 
themselves, or by a certificate executed by any trust company, 
bank or banker, wherever situated, if such certificate shall be. 
deemed by the Trustee to be satisfactory, showing that at the 
date therein mentioned such person had on deposit with such trust 
company, bank or banker the bonds described in such certificate. 
Such ownership may be deemed to continue until written notice to 
the contrary is served upon the Trustee. The ownership of 
registered bonds shall be proved by the register of such bonds. 


ARTICLE TEN. 
CONCERNING THE TRUSTEE. 


The Trustee accepts the trusts hereby created, but only upon 
the terms and conditions hereafter in this Article set forth. 

SECTION 57. ‘The Trustee shall not be answerable for the de- 
fault or the misconduct of any agent or attorney appointed in 
pursuance hereof, if such agent or attorney shall have been selected 
with reasonable care, nor for anything whatever in connection 
with this trust except for its individual wilful misconduct. The 
Trustee shall not be under any obligation to take any action 
toward the execution or enforcement of the trusts hereby created 
which, in its opinion, shall be likely to involve it in expense or 
liability, unless one or more of the holders of bonds issued here- 
under shall, as often as required by the Trustee, furnish indemnity 
satisfactory to the Trustee against such expense or liability; nor 
shall the Trustee be required to take notice of any default or 
Event of Default hereunder, and it may, for all purposes, con- 
clusively assume that there has been no default or Event of De- 
fault hereunder, unless and until notified in writing thereof by 
one or more holders of bonds issued hereunder and then out- 
standing, or to take any action in respect of any default or Event 
of Default unless requested to take action in respect thereof by a 
writing signed by the holders of not less than twenty-five per cent 
(25%) in principal amount of the bonds issued hereunder and 
then outstanding, and upon being tendered indemnity as herein- 
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before provided. The foregoing provisions of this Section are 
intended only for the protection of the Trustee and shall not be 
construed to affect any discretion or power by any provision of 
this Indenture given to the Trustee to determine whether or not 
it shall take action in respect of any default or Event of Default 
without such notice or request from bondholders, or to affect any 
other discretion or power given to the Trustee. 

Any action by the Trustee upon the request of any person who 
at the time is the owner of any bonds, shall be conclusive and 
binding upon all future owners of the same bonds. 

The Trustee shall be under no obligation to see to any recording, 
registry, filing, refiling or renewal of this Indenture or of any 
supplemental indenture or instrument of further assurance. 

The Trustee shall incur no liability to anybody in acting upon 
any notice, request, opinion, consent, certificate, note, document 
or paper believed by it to be genuine or to have been signed or 
presented by the proper persons or properly authorized or duly 
made. 

As to the existence or non-existence of any fact or circum- 
stance or as to the sufficiency or validity of any instrument, paper 
or proceeding, the Trustee shall be entitled to rely upon a certifi- 
cate of the Company signed by its President or a Vice-President 
and attested by its Secretary or an Assistant Secretary, as suffi- 
cient evidence of the facts therein contained or of the truth of 
the statements therein made, unless other evidence is specifically 
required herein. The Trustee may receive a certificate under the 
corporate seal of the Company and signed by the Secretary or an 
Assistant Secretary of the Company as sufficient evidence of the 
due adoption of any resolution by the Board of Directors of the 
Company. The Trustee may rely upon, and shall incur no 
liability for any action taken by it in reliance upon any such 
resolution so certified. 

The Trustee shall be reimbursed by the Company upon demand 
for, and be indemnified against, any liability or damages which 
may be sustained by it in the premises. The Trustee shall have a 
lien upon the mortgaged property prior to that of any bond issued 
hereunder for its compensation and expenses, and also for any 
liability or damage by it sustained in the premises. 

The Trustee makes no undertaking in respect of, and shall not 
be responsible in any manner whatsoever for, the validity or suffi- 
ciency of this Indenture or of the lien hereof or of any of the 
bonds issued hereunder, or for any recitals herein or in the bonds 
contained, all such recitals being made and to be taken as state- 
ments of the Company solely; nor shall the Trustee be account- 
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able for the use of any bonds authenticated and delivered 
hereunder, or for the application of the proceeds of such bonds, or 
for insuring any property, or for the payment of any insurance 
premium or of any tax, assessment or other charge which may 
be levied or assessed against the Company, or against the property 
hereby mortgaged or intended so to be, or for the performance of 
any covenant, agreement or condition herein on the part of the 
Company, or for the titles of the Company to any of the mortgaged 
property, or for the value or validity of any of the security here- 
under. The Trustee may advise with counsel, and any action 
taken or suffered under this Indenture in good faith by the Trustee 
in accordance with the opinion of counsel, shall be conclusive 
on the Company and on all holders of bonds issued hereunder, 
and the Trustee shall be fully protected in respect of any such 
action. 

Anyone holding the office of Trustee hereunder may from time 
to time-purchase, acquire, hold, own and deal in any of the bonds 
issued hereunder, and assert its rights in respect thereof in the 
same manner as any other bondholder hereunder. 

Any moneys received by the Trustee under any provision of 
this Indenture, may be treated by it, until it is required to pay 
out the same conformably herewith, as a general deposit, without 
any liability for interest, save such as during that period it may 
agree with the Company to pay thereon. The Trustee shall not 
be under any obligation to invest any monies held by it or under 
its control. 

The Trustee shall be entitled to reasonable compensation for all 
services rendered by it in the execution of the trusts hereby created, 
including reasonable counsel fees for the services of counsel in 
connection with the execution of such trusts, and the Company 
hereby agrees to pay such compensation, as well as all expenses 
necessarily incurred by the Trustee. In case of non-payment of 
any such compensation or expenses, the amount unpaid shall be a 
claim against the Company and a lien upon the mortgaged prop- 
erty prior to the bonds issued hereunder and they shall be payable 
out of any funds or monies in the hands of the Trustee. The 
compensation of the Trustee shall not be limited by any provision 
of law in regard to the compensation of a trustee of an express 
trust. 

SEcTION 58. Any notice or demand by any bondholder shall 
be due and sufficient notice or demand for each and every purpose 
hereunder if given or made at the principal office of the Trustee. 
Any notice or demand which by any provision of this Indenture 
is required or provided to be given or served by the Trustee on 
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the Company shall be deemed to have been sufficiently given and 
served, for all purposes, by being deposited as registered mail 
matter, postage prepaid, in any United States Post Office in the 
city where the principal office of the Trustee is then located, 
addressed as follows: The Marion Steam Shovel Company, 
Marion, Ohio, or at such other address as the Company may from 
tine to time designate in writing to the Trustee. 

SECTION 59. Any company into which the Trustee may be 
merged, or with which it may be consolidated, or any company 
resulting from any merger or consolidation to which the Trustee 
shall be a party, shall be the successor of the Trustee hereunder, 
without the execution or filing of any paper or any further action 
on the part of any of the parties hereto, anything herein to the 
contrary notwithstanding. In case any of the bonds issued here- 
under shall have been authenticated but not delivered, then any 
successor trustee may adopt the certificate of authentication of 
Guaranty Trust Company of New York and deliver the same so 
authenticated; and in case any of such bonds shall not have been 
authenticated, any successor trustee may authenticate such bonds 
by the appropriate officer of the successor trustee; and in all such 
cases such certificate shall have the full force which it is anywhere 
in said bonds or in this Indenture provided that the certificate 
of the original Trustee shall have. 

SECTION 60. The Trustee or any trustee or trustees hereafter 
appointed, may resign the trust hereby created and become and 
remain fully discharged from all further duty or responsibility 
thereunder, upon giving thirty days’ notice in writing to the 
Company or any officer thereof, or such short notice as the Com- 
pany may accept as sufficient, in which notice there shall be stated 
a date when such resignation shall take effect; and such resigna- 
tion shall take effect on the day specified in said notice unless 
previously a successor trustee or co-trustee shall be appointed as 
hereinafter provided, in which event such resignation shall take 
effect immediately upon the appointment of such successor trustee. 
The Trustee may be removed from office at any time by an 
instrument in writing under the hands of the holders of a majority 
in principal amount of the bonds issued hereunder and then out- 
standing, subject to the right of the Trustee to receive reasonable 
compensation and repayment of all costs, charges and expenses 
incurred. 

SECTION 61. In case the Trustee shall resign or be removed, 
or otherwise become incapable of acting hereunder, or in case the 
Trustee shall be taken under the control of any public officer or 
of a receiver appointed by a court, the Company shall nominate 
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and appoint a new trustee or co-trustee in its place and stead. Any 
trustee appointed hereunder shall be a national banking associa- 
tion, bank or trust company in good standing and having its 
principal office in the Borough of Manhattan, City of New York, 
and having a capital and surplus aggregating at least two million 
dollars, if there shall then be such a banking association, bank 
or trust company willing and able to accept the trusts upon 
reasonable terms. Said appointment by the Company shall be 
attested by the certificate in writing of the President or a Vice- 
President and the Secretary or an Assistant Secretary of the 
Company under its corporate seal, and the written acceptance 
thereof by the Trustee so appointed, and the Trustee so appointed 
shall have the like powers and be subject to the same conditions 
as hereinbefore provided. 

Immediately upon any such appointment the Company shall 
give notice thereof by publication in one daily newspaper of 
general circulation in the Borough of Manhattan, City and State 
of New York, and in one such newspaper in the City of Marion, 
Ohio, once a week for four weeks. Within six months after the 
commencement of such publication the holders of a majority in 
principal amount of bonds issued hereunder and then outstanding 
shall have power to nominate and appoint, by an instrument in 
writing, signed by such a majority, another trustee in the place 
and stead of the one so appointed by the Company. The Trustee 
so appointed shall upon written acceptance have the like powers 
and be subject to the same conditions as hereinbefore provided, and 
if the holders of a majority in principal amount of bonds issued 
hereunder and then outstanding shall not make such nomination 
and appointment within said six months, then the Trustee so 
nominated and appointed by the Company shall continue to act 
as, and be the Trustee hereunder. 

Any such new Trustee appointed hereunder shall execute, 
acknowledge and deliver to the Company an instrument accepting 
such appointment hereunder, and thereupon such successor Trustee 
without any further act, deed or conveyance, shall become vested 
with all the estate, properties, rights, powers, trusts, duties and 
obligations of its predecessor in the trust hereunder, with like 
effect as if originally named as Trustee hereunder; but, neverthe- 
less, on the written request of the Company or of the successor 
Trustee, the Trustee ceasing to act shall execute and deliver an 
instrument transferring to such successor Trustee upon the trusts 
herein expressed, all the estate, properties, rights, powers and 
trusts of the Trustee so ceasing to act, and shall deliver to its 
successor all property and moneys held by it. Upon request of 
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any such successor Trustee, the Company shall execute, acknowl- 
edge and deliver any and all instruments in writing for more 
fully and certainly vesting in and confirming to such successor 
Trustee all such estate, properties, rights, powers and trusts. 

SECTION 62. If at any time or times, in order to conform to 
any legal requirement, the Trustee shall so request, the Company 
and the Trustee shall unite in the execution and performance of 
all instruments and agreements necessary or proper to appoint 
another bank or trust company or one or more persons, approved 
by the Trustee, either to act as co-trustee or co-trustees of all or 
any part of the mortgaged property, jointly with the Trustee 
originally named herein or its successor, or to act as separate 
trustee or trustees of any such property; and any such trustee 
or trustees may be removed by the Company and the Trustee 
named herein or its successor at any time by an instrument in 
writing executed by them jointly. The Company hereby irre- 
vocably appoints the Trustee its agent at any future time or 
times and without any further act by the Company (whenever 
the Company shall not join with it in any such appointment or 
removal within twenty days after written request by the Trustee 
so to do) to appoint or remove any such trustee or co-trustee 
and to execute, deliver and perform any and all instruments and 
agreements necessary or proper in connection with the foregoing. 

In all cases where this Indenture does not make other express 
provision as to the evidence on which the Trustee may rely for 
any action, non-action, judgment or exercise of discretion on its 
part, the Trustee may accept as conclusive evidence of any fact 
or conclusion or circumstance, and may act or refrain from acting 
and shall be protected in acting or refraining from acting or in 
exercising any judgment or discretion under any provision of 
this Indenture in reliance upon, a certificate signed by the Presi- 
dent or a Vice President and by the Treasurer or an Assistant 
Treasurer of the Company. 


ARTICLE ELEVEN. 
CoNSOLIDATION, MERGER, Etc. 


SEcTION 63. Nothing contained in this Indenture or in any 
bond hereby secured shall prevent any consolidation or merger 
of the Company with any other corporation or corporations, or a 
series of consolidations or mergers, or successive consolidations or 
mergers in which the Company or its successor or successors shall 
be a party or parties, or shall prevent any sale, conveyance or 
transfer of the mortgaged property as an entirety or substantially 
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as an entirety, subject to the continuing lien of this Indenture, to 
any other corporation authorized to acquire the same; PROVIDED, 
however, that no such consolidation, merger, sale, conveyance 
or transfer shall impair the lien and security of this Indenture 
or any of the rights or powers hereunder of the Trustee or of the 
holders of bonds hereby secured, and provided further that upon 
any such consolidation, merger, sale, conveyance or transfer the 
due and punctual payment of the principal and interest of all 
of the bonds hereby secured, according to their tenor, and the 
due and punctual performance and observance of all of the 
covenants and conditions of this Indenture, shall be expressly 
assumed by the corporation formed by any such consolidation 
of the Company with any other corporation, or the corporation 
into which the Company shall have been merged, or the corpora- 
tion acquiring the mortgaged property as an entirety, as aforesaid. 

SEcTION 64. In case of any such consolidation or merger of 
the Company with any other corporation, or in case of any such 
sale, conveyance or transfer, and in case the successor corporation 
shall have assumed, by instrument in writing delivered to the 
Trustee, the due and punctual payment of the principal and 
interest of all the bonds and the due and punctual performance 
and observance of all the covenants and conditions of this Inden- 
ture, such successor corporation shall succeed to and be substituted 
for the Company with the same effect as if it had been named 
herein as such party of the first part; and upon the order of such 
successor corporation, instead of the Company, and subject to 
all the terms, conditions and limitations of this Indenture, the 
Trustee shall authenticate and deliver such of the bonds as pre- 
viously shall have been signed and delivered by the Company 
to the Trustee for authentication and such of the bonds as there- 
after shall be signed and delivered to the Trustee for that purpose. 
And such successor corporation may cause to be signed and 
issued, either in its own name or in the name of the Company, any 
and all bonds thereafter to be issued hereunder which theretofore 
shall not have been signed by the Company and delivered to the 
Trustee. All of the bonds so issued shall have in all respects the 
same benefit of this Indenture as bonds theretofore or thereafter 
issued in accordance with the terms of this Indenture, as though 
all of said bonds had been issued at the date of the execution 
hereof. 

The Trustee shall be under no duty to see that such successor 
corporation shall assume the payment of the bonds issued here- 
under or the performance of the covenants or conditions hereof, 
except as a condition precedent to the vesting in such successor 
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corporation of the rights and powers of the Company conferred 

by this Indenture. The Trustee shall be protected in acting 

hereunder upon the receipt of an opinion of counsel approved by 

it (who may be counsel for the Company) that any such proposed 

pee ae merger or sale complies with the provisions of this 
rticle. 


ARTICLE TWELVE. 
MISCELLANEOUS. 


SECTION 65. Nothing expressed or mentioned in or to be 
implied from this Indenture, or in or from the bonds issued here- 
under, is intended or shall be construed to give to any person, firm 
or corporation, other than the parties hereto and: the holders of 
the bonds hereby secured, any legal or equitable right, remedy 
or claim under or in respect of this Indenture, or under any 
covenant, condition or provision herein contained; this Indenture 
and all the covenants, conditions and provisions hereof being 
intended to be and being for the sole and exclusive benefit of the 
parties hereto and the holders of the bonds hereby secured, as 
herein provided. 

SECTION 66. As used in this Indenture, the term “Trustee” 
shall mean Guaranty Trust Company of New York, and its 
successor for the time being in the trust hereby accepted by it, 
and the term “Company” shall mean The Marion Steam Shovel 
Company (organized under the laws of the State of Ohio by a 
certificate of incorporation filed April 13, 1927), and its suc- 
cessors and assigns. 

This Indenture has been executed in several counterparts, 
each of which shall be an original, and all collectively but one 
instrument. 

IN WITNESS WHEREOF, THE MARION STEAM SHOVEL COMPANY, 
party of the first part, has caused this Indenture to be signed by 
its President and its corporate seal to be hereunto affixed and 
attested by its Secretary or Assistant Secretary; and GuARANTY 
Trust Company or New York, party of the second part, in 
evidence of its acceptance of the trusts hereby created, has caused 
this Indenture to be signed by a Vice-President, and its corporate 
seal to be hereunto affixed and attested by an Assistant Secretary, 
all as of this day and year first above written. 

Tue Marion STEAM SHOVEL CoMPANY, 
By J. L. AcKErson, 
[CORPORATE SEAL] President. 
Attest: 
HAMILTON PELL, 
Assistant Secretary. 
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Witnesses as to The Marion Steam 
Shovel Company: 
Grorce A. BROWNELL 
Henry C. ALEXANDER. 


GuarANTy Trust Company oF NEw York, 


By C. H. PLATNER, 
[CORPORATE SEAL | Vice-President. 
Attest: 
E. L. BRICKHOUSE, 
Assistant Secretary. 
Witnesses as to Guaranty 
Trust Company of New 
York: 
Joun R. Douctass 
Lro H. BomBarp. 
StaTE oF NEw York, leg ré 


County or New York, J 
On this 25th day of April, 1927, personally appeared before 
me, a Notary Public, within and for said County in the State 
aforesaid, J. L. AckERSon and HaMILTon PELL, to me known and 
known to me to be respectively the President and Secretary of 
Tue Marton STEAM SHOVEL Company, one of the corporations 
which executed the foregoing instrument, who severally acknowl- 
edged that they did sign and seal said instrument as such President 
and Secretary for and on behalf of said corporation and that the 
same is their free act and deed as such President and Secretary 
respectively and the free and corporate act and deed of said 
corporation; and said J. L. AcKErson, being by me duly sworn, 
did depose and says: that he resides in New York, State of New 
York; that he is the President of THz Marion STEAM SHOVEL 
Company, one of the corporations described in and which executed 
the above instrument; that he knows the seal of said corporation; 
that the seal affixed to said instrument is such corporate seal; that 
it was so affixed by order of the Board of Directors of said cor- 
poration, and that he signed his name thereto by like order. 
IN WITNESS WHEREOF I have hereunto set my hand and 
official seal. 
Wo. H. BrupeEr 

Notary Public, Bronx County No. 128 

Certificate filed in New York County No. 395 

Bronx County Register’s No. 2974 

New York County Register’s No. 9376 
[SEAL] Commission Expires March 30, 1929. 
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STATE OF NEw York, }ss 


County or New York, 

On this 26th day of April, 1927, personally appeared before 
me, a Notary Public, within and for said county in the State 
aforesaid, C. H. PLATNER and E. L. BrickHousr, to me known 
and known to me to be respectively a Vice-President and an 
Assistant Secretary of GUARANTY TRUST COMPANY OF NEW YorK, 
one of the corporations which executed the foregoing instrument, 
who severally acknowledged that they did sign and seal said 
instrument as such Vice-President and Assistant Secretary for 
and on behalf of said corporation and that the same is their free 
act and deed as such Vice-President and Assistant Secretary 
respectively and the free and corporate act and deed of said 
corporation; and said C. H. PLatner, being by me duly sworn, 
did depose and say: that he resides in South Orange, State of 
New Jersey; that he is a Vice-President of Guaranty TRUST 
ComPpaNy or NEw York, one of the corporations described in 
and which executed the above instrument; that he knows the seal 
of said corporation; that the seal affixed to said instrument is 
such corporate seal; that it was so affixed by order of the Board 
of Directors of said corporation, and that he signed his name 
thereto by like order. 

IN WITNESS WHEREOF I have hereunto set my hand and 
official seal. 

FREDERICK B. KINGSLEY 
Notary Public, Bronx County 
Bronx County Clerk’s No. 136, Register’s No. 2838A 
New York County Clerk’s No. 656, Register’s No. 
8458 
[ SEAL | Commission Expires March 30, 1928. 
FREDERICK B. KINGSLEY 
State oF New York, }ss 


County oF NEw York, 

The undersigned makes oath and says that he is the duly 
authorized agent of the Guaranty Trust Company of New York, 
Trustee, the within-named mortgagee; that said mortgage is a 
valid claim against the within-named mortgagor, The Marion 
Steam Shovel Company, amounting to three million six hundred 
thousand dollars ($3,600,000), payable as in the within instru- 
ment set forth in gold coin of the United States of America, of 
the present standard of weight and fineness, together with interest 
thereon at the rate of six per cent (6%) per annum, payable 
semi-annually in like gold coin; that the amount of such principal 
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and interest is evidenced by certain bonds and coupons thereto 
attached of said mortgagor, The Marion Steam Shovel Company; 
that said claim is just and unpaid; and that the foregoing mort- 
gage is given in good faith to secure the payment thereof. 
C. H. PLATNER. 
Subscribed and sworn to before me, a notary public in and for , 
said county, this 26th day of April, 1927. 
FREDERICK B. KINGSLEY 
Notary Public, Bronx County 
Bronx County Clerk’s No. 136, Register’s No. 2838A 
New York County Clerk’s No. 656, Register’s No. 
8458 
[SEAL] Commission Expires March 30, 1928. 
FREDERICK B. KINGSLEY 
RECORDATION Data. 
STATE oF OuIO, fs ; 
Marion County, 
Presented for Record Apr. 28, 1927, at 10:45 o’clock A. M. 
Recorded Apr. 28, 1927, in Mtg. Book No. 132, page 127. 
Cuas. E. SMITH, 
Recorder Marion County, Ohio. 
Paid $32.00. 


Below is reproduced the collateral trust indenture of the 
Electrical Securities Corporation to the Guaranty Trust 
Company of New York, as trustee. It secures the twentieth 
of a series of issues of collateral trust bonds, the present, or 
twentieth, series being an issue of $1,000,000 Collateral 
Trust Sinking Fund 5% Gold Bonds. 
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THIS INDENTURE, dated the second day of 
January, 1926, made by and between the ELec- 
TRICAL SECURITIES CORPORATION, a corporation of 
the State of New York, party of the first part 
(hereinafter called the Company), and GuaRaNTy 
Trust Company oF NEw York, a corporation of 
the State of New York, party of the second part 
(hereinafter called the Trustee), WITNESSETH 
THAT: 


Wuereas the Board of Directors of the Com- 
pany, pursuant to authority delegated to and vested 
in it, has deemed it necessary to borrow money 
and to that end has authorized the issue of the 
bonds below described, and the execution and de- 
livery of this Indenture and the transfer to the 
Trustee of the securities hereinafter specified: 

AND WHEREAS the form of bond, coupon, and 
trustee’s certificate are substantially as follows, 
to-wit: 


[FORM OF BOND] 
ELECTRICAL SECURITIES CORPORATION 


CoLLATERAL TRUST SINKING FUND 5% GOLD Bonp. 


20th Series $1,000,000. 


20th Series 20th Series 
No. T No. T 
$1,000. $1,000. 


For VALUE RECEIVED ELECTRICAL SECURITIES 
CoRPORATION, a corporation of the State of New 
York, herein called the Company, promises to pay 
to bearer, or, if this bond be registered, to the 
registered owner hereof, at its office or agency in 
the City of New York, on the rst day of January, 


1956, 

ONE THOUSAND DOLLARS 
in gold coin of the United States of America of or 
equal to the present standard of weight and fineness 
and to pay interest thereon in like gold coin at 
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the rate of five per centum per annum from the 
first day of January, 1926, upon presentation and 
surrender at said office or agency of the annexed 
interest coupons as they severally mature, on the 
first days of January and July in each year until 
redemption or payment hereof, all without deduc- 
tion on account of any tax or governmental charge 
(except succession and inheritance taxes, income 
taxes imposed by any state and such portion of any 
federal income tax as shall be in excess of 2% per 
annum), which the Company may be required or 
permitted to pay thereon, or to retain therefrom, 
by virtue of any present or future law or require- 
ment of the United States of America, or of any 
state, county, municipality or other taxing authority 
therein. 

This bond is one of a series of one thousand 
bonds of like date, tenor and amount, numbered 
consecutively from T 1 to T 1000, inclusive, all 
of which are equally secured by the pledge with 
Guaranty Trust Company of New York as Trustee 
of public utility stocks (as defined in the Indenture 
hereinafter mentioned), and equally entitled to the 
benefits and subject to the provisions of a Trust 
Indenture dated January 2, 1926, by and between 
the Company and said Trustee, under the pro- 
visions of which said stocks are pledged. By the 
terms of said Indenture the Company covenants 
that the aggregate market value of the collateral 
securities pledged thereunder shall not at any time 
be less than one hundred and twenty-five per 
centum (125%) of the principal amount of the 
bonds of this series then outstanding. Reference 
is hereby made to said Indenture for a description 
of the collateral securities pledged and for a state- 
ment of the terms and conditions on which such 
collateral securities may be withdrawn, exchanged 
or substituted, of the rights and remedies of the 
holders of the bonds with respect thereto and of the 
terms and conditions upon which the bonds are 
secured. 

This bond may be registered on the books of the 
Company at its office or agency in the City of New 
York, and such registration noted hereon, after 
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which no valid transfer of this bond may be made 
except on such books until after registered transfer 
to bearer, whereupon this bond will again become 
transferable by delivery. It may be again and from 
time to time registered and transferred to bearer, 
as the holder or owner may elect, but registration 
shall in no case affect the annexed interest coupons, 
which shall continue to be transferable by delivery. 

The bonds of this issue are redeemable as a whole 
or in part at the option of the Company on any 
interest payment date, upon three weeks’ notice 
published in the Borough of Manhattan, City of 
New York, as provided in said Indenture, at 103% 
of the principal amount thereof and accrued interest. 

This bond shall not be valid until the certificate 
endorsed hereon shall have been signed by the 
Trustee. 

In WItNEss WHEREOF, said Electrical Securities 
Corporation has caused its corporate seal to be 
hereto affixed and this bond to be signed in its name 
by its President or a Vice-President, and counter- 
signed by its Treasurer, and the coupons attached 
to be authenticated by a facsimile signature of its 
Treasurer, this second day of January, 1926. 

ELECTRICAL SECURITIES CORPORATION, 


By 
Countersigned: Vice-President. 
Treasurer. 
[FORM OF COUPON] 
IN ese hey ect $2'5. 
On the first day of , 19 , ELEC- 


TRICAL SECURITIES CORPORATION will pay to the 
bearer at its office or agency in the City of New 
York, Twenty-Five Dollars in gold coin of the 
United States of America without deduction on 
account of any tax or governmental charge (except 
succession and inheritance taxes, income taxes im- 
posed by any state and such portion of any federal 
income tax as shall be in excess of 2% per annum), 
being six months’ interest then due on its Collateral 
Trust Sinking Fund 5% Gold Bond, No. T...... 
This coupon will not be payable if said bond 
shall have been called for previous redemption. 


Treasurer. 


Form of 
Coupon. 
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[TRUSTEE’S CERTIFICATE] 
This bond is one of the series of bonds described 


in the Trust Indenture in this bond referred to. 


GuaRANTy Trust CoMPANY OF NEw York, 


Trustee, 
By 
Assistant Secretary. 


Now THEREFORE, the Company in consideration 
of the premises and of one dollar to it paid by the 
Trustee, the receipt whereof is hereby acknowledged, 


and in order to secure due and punctual payment 
of said bonds and of the interest thereon, does 
hereby sell, assign, transfer and pledge to, and agree 


forthwith to deposit with, the party of the second 


part, Trustee as herein provided, and its successors 
in the Trust: 


1,000 Shares $7 Cumulative Preferred Stock 
American & Foreign Power Company, Inc. 

1,000 Shares Capital Stock Brooklyn Edison 
Company, Inc. 

1,000 Shares $7 Prior Lien Preferred Stock Cen- 
tral & South West Utilities Company. 
1,000 Shares Capital Stock Commonwealth Edi- 

son Company. 

1,000 Shares Capital Stock The Detroit Edison 
Company. 

1,000 Shares $7 Cumulative Preferred Stock Elec- 
tric Power & Light Corporation. 

1,000 Shares $8 Series “A” Cumulative Pre- 
ferred Stock General Gas & Electric Cor- 
poration. 

1,000 Shares $6 Series “C” Cumulative Pre- 
ferred Stock Metropolitan Edison Company. 

1,000 Shares $6 Cumulative Preferred Stock 
North American Edison Company. 

1,000 Shares Common Stock Public Service Cor- 
poration of New Jersey. 

1,000 Shares 7% Prior Preference Stock Standard 
Gas & Electric Company. 

1,000 Shares 7% Cumulative Preferred Stock 
Utilities Power & Light Corporation. 


Form of 
Trustee’s 
Certificate. 


Consideration. 


Pledge. 


Collateral 
Securities 
pledged. 
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Such pledged stocks, and any additions thereto 
and substitutes therefor, being hereinafter referred 
to as the “Collateral Securities”’; 

IN TRUST, NEVERTHELESS, subject to the pro- 
visions hereof, for the equal pro rata benefit and 
security of the holders of said bonds and coupons, 
at whatever period the bonds may be certified or 
issued, without any preference or priority of one 
bond over another, and also without preference as 
between principal and interest; 

AND IT IS HEREBY COVENANTED AND AGREED by 
and between the parties hereto, and the Company, 
for itself and its successors, hereby covenants and 
agrees with the Trustee for the benefit of those who 
shall hold the bonds and coupons, or any of them, 
as follows: 

ARTICLE 1. Bonds for the aggregate principal 
amount of One Million Dollars ($1,000,000) shall 
be certified and delivered by the Trustee at once 
or at any time or times hereafter in accordance with 
the order or orders of the Company evidenced by 
a writing or writings signed by its President or a 
Vice-President. 

ARTICLE 2. Upon receipt by the Company and 
the Trustee of evidence satisfactory to them of the 
loss, destruction, theft or mutilation of any bond 
hereby secured and upon receipt of indemnity satis- 
factory to them, and upon surrender and cancella- 
tion of such bond, if mutilated, the Company may 
execute, and the Trustee may certify and deliver, a 
new bond of like tenor and principal amount to be 
issued in lieu of such lost, destroyed, stolen or 
mutilated bond. 

ARTICLE 3. In case any of the officers who shall 
have signed or sealed any of the said bonds shall 
cease to be such officers of the Company before the 
bonds so signed and sealed shall have been actually 
certified by the Trustee or delivered by the Com- 
pany, such bonds, nevertheless, may be issued, cer- 
tified and delivered with the same force and effect 
as though the person or persons who signed or 
sealed such bonds had not ceased to be such officer 
or officers of the Company. 
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ARTICLE 4. The Company covenants that it is the 
true and lawful owner of each and all of the Col- 
lateral Securities, and that it has good right and 
authority to sell, assign, transfer and pledge the 
same to the Trustee as herein provided. 


ARTICLE 5. The Company covenants that it will 
pay the principal of all bonds secured hereby accord- 
ing to the’ terms thereof when the principal shall 
become or be declared due and payable, and that it 
will pay the interest thereon according to the terms 
of the bonds and coupons until the principal is paid. 
As the coupons annexed to the bonds are paid they 
shall be canceled, and no purchase of any coupons 
nor any advance or loan thereon nor redemption 
thereof by or on behalf of the Company shall pre- 
serve the lien of such coupons, after the maturity 
thereof, upon the Collateral Securities as against the 
holder or holders of the other bonds and coupons or 
any of them. 


ARTICLE 6. The Company covenants that it will 
from time to time pay and discharge all taxes, 
assessments and other governmentai charges of 
whatsoever kind lawfully imposed upon the Col- 
lateral Securities, or upon the income or profits 
thereof, or upon the interest or estate of the Trustee 
therein, in order that the lien afforded by these 
presents shall be fully preserved in respect to such 
Collateral Securities; provided, however, that the 
Company shall have the right to contest by legal 
proceedings any such tax, assessment or other gov- 
ernmental charge, and pending such contest may 
delay or defer the payment thereof. 


ARTICLE 7. The Company shall keep at its office 
or agency in the City of New York, books for the 
registration and transfer of the principal of the 
bonds, which books shall at all times be open for 
inspection by the Trustee, and upon presentation for 
such purpose the Company shall, under such reason- 
able regulations as it may prescribe, register or 
transfer or cause to be registered or transferred 
therein the principal of any of such bonds. 
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The holder of any bond may have the ownership 
thereof as to principal registered on said books and 
such registration shall be noted thereon. After 
such registration no transfer shall be valid unless 
made on said books by the registered owner in per- 
son, or by attorney duly authorized in writing, and 
similarly noted on the bond; but the same may be 
discharged from registration by being in like man- 
ner transferred to bearer, and thereupon trans- 
ferability by delivery shall be restored, and such 
bond may again from time to time be registered or 
transferred to bearer as before. Such registration 
shall not, however, affect the negotiability of the 
coupons, and every such coupon shall continue to be 
transferable by delivery merely and shall remain 
payable to bearer, and payment thereof to the 
bearer shall fully discharge the Company in respect 
of the interest therein mentioned, whether the bond 
be registered or not. 


ARTICLE 8. The Company covenants that the 
value of the Collateral Securities pledged hereunder 
shall be equal at all times at market price to not 
less than 125% of the aggregate principal amount of 
the bonds outstanding hereunder and that from 
time to time as it may become necessary so to do, in 
order to maintain such value, it will deposit with 
the Trustee in pledge hereunder shares of public 
utility stocks of sufficient value at market price to 
make the total value of the Collateral Securities at 
market price equal to 125% of the aggregate prin- 
cipal amount of bonds outstanding hereunder. For 
the purposes of this Article, bonds for the purchase 
or redemption of which funds are available in the 
hands of the Trustee under any of the provisions 
of this Indenture shall be deemed not to be out- 
standing hereunder. 

The term “public utility stocks,” as used in this 
Indenture, includes shares of the preferred and/or 
common stock of corporations directly engaged in 
the operation of properties of the class commonly 
known as public utilities and corporations whose 
principal assets consist of shares of stocks, bonds 
or other securities of companies operating such 


properties. 
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The Company covenants that beginning in Janu- 
ary, 1927, it will within the first fifteen days of each 
January and July file with the Trustee a writing 
signed by the Treasurer or Assistant Treasurer and 
countersigned by the President or a Vice-President 
of the Company stating the then current market 
values of the Collateral Securities and stating sep- 
arately the value of each item thereof. The Trustee 
may rely on such statements as showing the facts, 
but it shall not be required to do so. 


ARTICLE 9. While not in default in the perform- 
ance of any of its covenants in this Indenture con- 
tained, the Company may at any time and from time 
to time make such exchanges and substitutions of 
the Collateral Securities as it may see fit, provided 
that the market value of the securities substituted 
shall be equal to or greater than the market value of 
the securities withdrawn, and further provided, that 
all Collateral Securities pledged at any time here- 
under shall be certificates for shares of public utility 
stocks as defined in Article 8 hereof. 


While not in default as aforesaid, the Company 
may also on the 15th day of January and/or the 
15th day of July in any year beginning with the 
month of January in the year 1927, if the aggregate 
market value of the Collateral Securities be then 
in excess of the 125% requirement contained in 
Article 8 hereof, withdraw Collateral Securities of 
market value equal to such excess. In exercising 
its rights under this Article 9 the Company may act 
by its President, a Vice-President or any officer 
authorized thereto by a general or special resolution 
of its Board of Directors. 


ARTICLE 10. While not in default in the perform- 
ance of any of its covenants in this Indenture con- 
tained, the Company shall have the right at any 
time and from time to time to withdraw from pledge 
hereunder such of the Collateral Securities as the 
Company may specify on (1) filing with the Trustee 
a writing signed by its President, a Vice-President 
or an officer duly authorized by a general or special 
resolution of its Board of Directors or Executive 
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Committee, requesting such withdrawal, and (2) 
depositing with the Trustee cash, or surrendering 
to the Trustee for cancellation bonds of this issue, 
to the amount of 80% of the market value of the 
Collateral Securities to be withdrawn; for the pur- 
poses of such surrender, such bonds shall be valued 
at par. Cash so deposited with the Trustee shall be 
available for the purchase or redemption of bonds 
of this issue in the manner provided in Article 12 
hereof. 


While not in default as aforesaid, the Company 
may at any time and from time to time withdraw 
any cash so deposited on (1) filing with the Trustee 
a writing signed by its President, a Vice-President 
or an officer duly authorized by a general or special 
resolution of its Board of Directors or Executive 
Committee, requesting such withdrawal, and (2) 
depositing with the Trustee for cancellation bonds 
of this issue in principal amount equal to the 
amount of cash to be withdrawn, or pledging with 
the Trustee hereunder shares of public utility stocks 
(as defined in Article 8 hereof), the market value of 
which is equal to 125% of the amount of cash to 
be withdrawn; provided, however, that the Com- 
pany may not withdraw any cash which it shall have 
previously requested the Trustee to use for the pur- 
chase or redemption of bonds under the provisions 
of Article 12 hereof. 


ARTICLE 11. For the purpose of determining the 
market value of the Collateral Securities pledged 
hereunder and/or stocks offered by the Company in 
substitution for such Collateral Securities or for 
deposited cash, the Trustee’s determination of such 
market value shall be conclusive upon the Company. 
The Trustee may, without incurring any liability in 
the matter, itself determine the pertinent question 
or questions as to market value or values; or it 
may, at the expense of the Company, appoint for 
the purpose of investigating and reporting to it 
thereon any person believed by it to be disinterested 
and competent therefor. In any case of such ap- 
pointment, the market value or values under investi- 
gation shall be taken as determined by the report 
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of the appointee except that the Trustee may in its 
discretion reduce but not increase the values stated 
in such report. 


ARTICLE 12. Whenever the Company, by a writ- 
ing signed by its President, a Vice-President or an 
officer duly authorized by a general or special reso- 
lution of its Board of Directors or Executive Com- 
mittee, shall so request, the Trustee shall, provided 
there shall be on deposit with it a sufficient sum 
available for the purpose, publish an advertisement 
twice in each of two successive calendar weeks in 
one or more daily newspapers published in the City 
of New York, inviting proposals for the sale to it of 
bonds secured hereby to an amount which the sum 
specified in such writing will suffice to purchase, 
and so far as possible shall purchase the required 
bonds from among those offered at any price or 
prices not exceeding one thousand and thirty dollars 
($1,030) and accrued interest per bond, always 
purchasing first the bonds offered at the lowest price 
or prices. If the bonds offered exceed in number 
the bonds required to be purchased, the bonds pur- 
chased shall be taken from the respective offerings 
in such manner and proportions as to the Trustee 
shall seem fairest in the interest of all parties con- 
cerned; and other things being equal, an offer em- 
bracing all or any part of a specified number of 
bonds shall be preferred to one made upon the con- 
dition that all or none of the bonds offered shall be 
accepted. 


Whenever the Company, by a writing signed by 
its President, a Vice-President or an officer duly 
authorized by a general or special resolution of its 
Board of Directors or Executive Committee, shall 
so request, the Trustee shall use any funds on de- 
posit with it available for the purpose in redeeming 
bonds secured hereby upon the next interest day 
at the price of one thousand and thirty dollars 
($1,030) and accrued interest per bond, and, in 
such case, the Trustee shall, if less than all of the 
bonds outstanding are to be redeemed, select the 
particular bonds for redemption by lot, and, in any 
event, shall give notice of their redemption by pub- 


Purchase of bonds 
upon request of 
Company. 
Advertisement 
for proposals. 


Redemption 
of bonds upon 
request of 
Company. 


Selection 
by lot. 


BONDS AND NOTES 


lication twice in each of three successive calendar 
weeks in one or more daily newspapers published in 
the Borough of Manhattan, City of New York. 
The first publication of such notice shall be made 
not less than twenty-one days before the day fixed 
for redemption. If any bonds so selected for re- 
demption shall not be presented on the day fixed 
therefor, the Trustee shall hold the money available 
for the redemption of such bonds for account of the 
holders thereof and pay the same out only upon such 
bonds when presented and surrendered, and after 
said interest day, interest upon such bonds shall 
cease and such bonds shall not be entitled to the 
benefit of the security afforded by these presents. 

When money available for the purchase or re- 
demption of bonds shall have remained on deposit 
with the Trustee for one year, and the Company 
shall not have requested the Trustee to use such 
money in purchasing or redeeming bonds, the 
Trustee shall use the amount so remaining on de- 
posit in redeeming bonds of this issue in the manner 
provided above. 

The Company may surrender bonds of this issue 
to the Trustee for cancellation, or may offer such 
bonds to the Trustee for purchase as provided in 
this Article 12, whether such bonds were part of the 
original issue unsold, or whether they have been 
issued and repurchased by the Company, and upon 
any offer by the Company to the Trustee, the Com- 
pany shall stand upon the same footing, in all 
respects, as any other holder of such bonds. 


ARTICLE 13. All bonds surrendered to the Trustee 
for cancellation, or purchased or redeemed by the 
Trustee under any of the provisions of this Inden- 
ture, shall be forthwith canceled and cremated by 
the Trustee and a certificate of such cremation shall 
be delivered to the Company. No bonds shall be 
issued or reissued in lieu of any so canceled. 


ARTICLE 14. In order to provide a sinking fund 
for the retirement of bonds of this issue, the Com- 
pany covenants that it will, either by surrendering 
bonds to the Trustee for cancellation or by pro- 
viding for the purchase or redemption of bonds in 
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the manner set forth in Article 12 hereof, retire or 
cause to be retired at least fifteen of such bonds 
during the twelve months period ending the last day 
of December, 1931, and that it will in the same 
manner retire or cause to be retired a like number of 
such bonds during each twelve months period there- 
after; provided, however, that if the Company shall 
retire or redeem bonds of this issue prior to January 
I, 1932, or shall retire or redeem bonds at any time 
in excess of the current sinking fund requirement, 
the retirements so made shall be applied in dis- 
charge, pro tanto, of the Company’s next succeeding 
sinking fund obligation or obligations. 

Upon surrendering bonds to the Trustee for can- 
cellation under the requirements of this Article, the 
Company shall be permitted to withdraw Collateral 
Securities or cash in the manner provided in Article 
10 hereof. 


ARTICLE 15. The Trustee may in its discretion at 
any time transfer into its name as Trustee hereunder 
or into the name of its nominee, any or all of the 
shares of stock embraced in the Collateral Securities 
now or hereafter pledged hereunder. So long as it is 
not in any default hereunder known to the Trustee, 
the Company shall be entitled to exercise all the 
rights of a stockholder as to each and every share of 
stock pledged hereunder, including especially the 
power to vote on the pledged shares; and to this 
end, in any case where shares shall have been trans- 
ferred to the name of the Trustee or its nominee as 
aforesaid, the Trustee shall (the Company at the 
time being in no default known to the Trustee) 
execute and deliver, or cause to be executed and 
delivered, to the Company on demand of its Presi- 
dent, a Vice-President, Treasurer or Assistant Treas- 
urer from time to time, such proxies or powers of 
attorney as may be necessary or appropriate in the 
premises, the same to be drawn in favor of such 
person or persons as shall be designated by the 
Company’s officer in his request therefor. 


So also, while it is in no default hereunder known 
to the Trustee, the Company shall be entitled to 
receive and hold to its own use all dividends paid 
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on the Collateral Securities; but upon any default 
by the Company the right to such dividends shall 
pass from the Company and vest in the Trustee; and 
the latter shall be entitled to receive and hold as a 
part of the collateral security all such dividends as 
may be paid during the continuance of the default. 
From time to time on the written request of the 
President, a Vice-President, Treasurer or Assistant 
Treasurer of the Company, while the Company is 
not in any default known to the Trustee, the Trustee 
shall, as to any and all shares of pledged stock that 
stand in the name of the Trustee or its nominee, 
execute and deliver, or cause to be executed and 
delivered to the Company, suitable orders for the 
payment to it of such dividends. 


ARTICLE 16. No recourse shall be had for the 
payment of any principal or interest of any bonds 
issued hereunder against any individual or any 
stockholder, officer, or director of the Company, and 
the respective holders of the bonds of this issue 
shall be bound by the provisions of this Article 16. 


ARTICLE 17. If the Company shall fail to pay the 
coupons, or ‘any of them, according to the tenor 
thereof, on the presentation and surrender of the 
same, or shall fail faithfully to observe any of the 
requirements made of it by these presents, and any 
such failure shall continue for a period of sixty days 
after written notice thereof given by the Trustee or 
any bondholder to the Company, it shall be lawful 
for the Trustee immediately, or at any time there- 
after while such default continues, without demand 
upon the Company, to declare all the outstanding 
bonds to be due and payable, whereupon all of such 
bonds, together with all accrued interest thereon, 
shall become immediately due and payable. 


ARTICLE 18. If the Company shall fail to pay the 
bonds secured hereby, or any of them, when they 
fall due and payable, or shall fail to pay the coupons 
or any of them according to the tenor thereof, on 
the presentation and surrender of the same respec- 
tively, or shall fail faithfully to observe any of the 
requirements made of it by these presents, and any 
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such failure shall continue for a period of sixty days 

after written notice thereof given by the Trustee, or 

by any bondholder, to the Company, it shall be 

lawful for the Trustee immediately or at any time 

or from time to time thereafter while said default 
continues without demand upon the Company, to 

sell and dispose of for cash, all the Collateral Secu- 

rities, or such number or portion thereof as the 
Trustee may deem proper, either at public auction 

in said City of New York, or at private sale; having At public 
first, in all cases where the sale is made at public private sale; 
auction, given such notice thereof as the Trustee Gfpublic 
may think reasonable. In cases of private sales, the @uction- 
Trustee is hereby fully authorized and empowered 

to sell at such prices as it may deem fair and reason- 

able, always endeavoring to realize as much as pos- 
sible from the sales; but the Trustee agrees that Qotice to 
before making any private sale hereunder of the private sale. 
Collateral Securities or any of them, it will, if the 
Company shall at the time have an office in New 

York City known to the Trustee, inform the Com- 

pany, by letter addressed to it at such office and 

mailed thereto, of the pending sale, including the 
contemplated purchase price, to the end that the . 
Company or some of its officers may have an oppor- 

tunity to advise in the matter; but it is distinctly 
understood that the ultimate decision as to the 
question of making the sale and the terms thereof 

shall rest solely with the Trustee. In order to trans- 

fer to and vest absolutely in the purchaser or pur- 

chasers at such sales the title and ownership, both 

legal and equitable, of the Collateral Securities pur- 

chased by them respectively, the Trustee is hereby 

further authorized and empowered, either in its own 

name or in the name of the Company, as may best 
facilitate the transfer, to make, execute, acknowl- 

edge, and deliver all such assignments, powers of 
attorney, or other instruments, as may be necessary 

or proper, and any sale made as aforesaid shall be 

a perpetual bar, both in law and in equity, against 

the Company and all persons asserting any claim 

by, through, or under it, to the Collateral Securities 

so sold, or any right, title, or interest therein; and 

for the purpose aforesaid, the Trustee is hereby 
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constituted irrevocably the attorney of the Com- 
pany. Out of the proceeds arising from such sale 
or sales, the Trustee shall first defray the expenses 
thereof, together with its just and lawful charges for 
services and expenses, including reasonable allow- 
ance for attorney and counsel fees; and the balance 
of said proceeds, together with any other moneys 
which may then be held by the Trustee under any 
of the provisions of this instrument, shall be applied 
first to the payment of the principal of the bonds 
of this issue at the time outstanding (whether then 
or thereafter payable) and the interest thereon 
accrued to the time of the application and remain- 
ing unpaid, all without preference of one bond over 
another or of interest over principal, or vice versa, 
and any residue then remaining shall be paid over 
to the Company or its assigns, together with all the 
Collateral Securities, if any, remaining undisposed 
of. 

It is hereby declared and agreed that any one 
or more of the holders of the bonds of this issue or 
any person in his or their behalf, other than the 
Trustee, shall have the right to purchase the Col- 
lateral Securities at any sale made as aforesaid, and 
that the receipt of the Trustee shall be a sufficient 
discharge to the purchaser or purchasers for his or 
their purchase money. 

No declaration of principal to be immediately 
due and payable shall be a condition precedent to 
any exercise of the Trustee’s right to make a sale 
or sales of the Collateral Securities, the Company 
hereby expressly covenanting that, in case of any 
default or failure on its part occurring and continu- 
ing as hereinbefore provided, a right to sell the Col- 
lateral Securities or any of them as above stipulated 
shall ipso facto arise, the same to be exercised by 
the Trustee through the power of sale hereinbefore 
contained or through the cumulative remedy of 
judicial proceedings. 


ARTICLE 19. No delay or omission by the Trustee 
in exercising the rights and powers herein granted 
shall be held to exhaust or impair such rights and 
powers, or be construed as a waiver thereof; but the 
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holder or holders of four-fifths in amount of the 
bonds at the time outstanding may, by an instru- 
ment in writing signed and acknowledged by them, 
at any time waive, or instruct the Trustee to waive, 
any default on the part of the Company other than 
a default in the payment of principal upon the final 
date of maturity specified in said bonds; provided 
always that a waiver of default in the payment of 
interest shall be construed only as postponing to a 
time specified the time for the payment of the over- 
due interest, and that no waiver of any kind shall 
extend to or be taken to affect any subsequent 
default, or impair the rights resulting therefrom. 


ARTICLE 20. Upon the payment by the Company 
of all the bonds secured by this Indenture, and of 
all interest accrued thereon, and of all proper 
charges, including the compensation and expenses 
of the Trustee (any bond to be deemed paid if 
money has been deposited with the Trustee for its 
purchase or redemption), then the right to the pos- 
session of the Collateral Securities then remaining 
unsold in the possession of the Trustee, including 
any moneys held as part of the security, shall revert 
to and vest in the Company, its successors and 
assigns, and in such event the Trustee agrees to 
redeliver all of the said Collateral Securities to the 
Company. 


ARTICLE 21, The Trustee may for all purposes of 
this Indenture assume, until it shall receive notice 
to the contrary, that there has been no default here- 
under; and the Trustee shall not be required to take 
notice of any default hereunder unless specifically 
notified in writing of such default by one or more 
holders of bonds hereby secured. In acting upon 
or with reference to any bonds, request, consent, or 
other paper believed by it to be genuine and to have 
been signed or presented by the proper person, the 
Trustee shall be protected in so acting. The Trus- 
tee shall not be liable or responsible for acts or 
neglects hereunder except for its own gross negli- 
gence or wilful default, and shall not be responsible 
or liable for or by reason of any default or omission 
of any agent, attorney or employee by it employed 
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hereunder provided such agent, attorney or em- 
ployee be selected with reasonable care. The 
Trustee shall be reimbursed and indemnified by the 
Company against any liability or damage it may 
sustain or incur in the premises. 

The Trustee shall be under no obligation to take 
any proceedings for the purpose of enforcing the 
provisions of this Indenture or otherwise protecting 
the interests of the bondholders hereunder unless 
requested in writing so to do by twenty-five per 
cent in amount of the holders of bond hereunder, 
nor unless it shall have been first indemnified to its 
satisfaction in respect thereof. 

The Trustee makes no representations as to the 
validity of this Indenture or the security hereby 
afforded, and shall not be liable for any recital of 
fact herein contained or in the bonds hereby se- 
cured, or have any responsibility as to the validity 
or value of the Collateral Securities or as to the 
execution or acknowledgment hereof. 


The Trustee shall be under no obligation to see 
to the recording or filing of this Indenture, if such 
recording or filing shall be necessary, or to take any 
action or to do any act in respect to any taxes which 
may be assessed against the property pledged here- 
under or to do any other act for protecting, perpet- 
uating or keeping good the lien hereof upon the 
whole or any portion of the property pledged here- 
under for the payment of said bonds hereby secured; 
but the Company, its successors and assigns shall 
and will, from time to time, do all things needful 
in that behalf. 

The Trustee may in its discretion advise with 
counsel to be selected and employed by it and 
anything done or suffered in good faith by the 
Trustee in accordance with the opinion of such 
counsel shall be conclusive in favor of the Trustee 
and binding upon the Company and all holders of 
bonds hereby secured. 

The Trustee shall be entitled to reasonable com- 
pensation (which shall not be limited by any law 
relating to the compensation of trustees of an 
express trust) for all services rendered by it in the 
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execution of the trust hereby created, which com- 
pensation, together with all reasonable expenses of 
the Trustee including counsel fees, the Company 
agrees to pay upon demand of the Trustee and the 
Trustee shall have a lien under this indenture pref- 
erential to the bonds hereby secured upon the 
Collateral Securities and cash deposited with it 
hereunder. 


Any money received by the Trustee under any bea beak 
provision of this Indenture shall be held by it until received; 
it is required to pay out the same in conformity ; 
herewith, such interest being allowed on the money 
as the Trustee shall at that time be allowing on 


other similar funds. 


The Trustee may acquire or hold bonds and cou- Tee teonay, 
pons hereby secured with the same right which it hold bonds. 


would have if it were not Trustee. 


The Trustee may resign upon giving ten days’ Resignation 
notice to the Company, and, in case the office of 
Trustee shall become vacant for any cause, the 
Company may appoint any trust company doing 
business in the City of New York, as a new trustee 
to fill such vacancy. 


Any corporation into or with which the Trustee Merasr or. 
on 

or any successor trustee may be merged or con- of Trustee. 
solidated or any corporation resulting from any ~° 
merger or consolidation to which the Trustee or 
any successor trustee may be a party or any corpo- 
ration succeeding to the property and business of 
the Trustee or of any successor trustee shall be the 
successor of the Trustee hereunder without the 
execution or filing of any instrument or the per- 
formance of any further act on the part of any of 
the parties hereto. 


The Trustee and every successor trustee shall be ae Peal 
exempt from giving any bond or surety to cover the giving bond. 
execution of the trust and powers herein contained 


or otherwise in respect of the premises. 
IN WITNESS WHEREOF, said Electrical Securities Testimonium. 
Corporation has caused these presents to be signed 
in its name and behalf, and its corporate seal to be 
hereto affixed by its President or a Vice-President, 
and attested by its Secretary or an Assistant Secre- 
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tary, and said Guaranty Trust Company of New 
York, to evidence its acceptance of the trust hereby 
created, has caused the same to be signed in its name 
and behalf and its corporate seal to be hereto affixed 
by its President or a Vice-President, and attested by 
its Secretary or an Assistant Secretary, all of said 
officers being hereto duly authorized. 


ELECTRICAL SECURITIES CORPORATION, 
[CORPORATE SEAL | By C. N. Mason 
President. 
Attest: 
L. W. OsBorNE 
Secretary. 
GuaRANTY Trust Company or NEw York, 
[CORPORATE SEAL | By C. H. PLATNER 
Vice-President. 
_Attest: 
C. M. Scumipt 


Asst. Secretary. 


STATE OF NEw York 
County or New York SS.- 

On the 16th day of February, in the year one 
thousand nine hundred and twenty-six, before me 
personally came C. N. Mason, to me known, who, 
being duly sworn, did depose and say that he re- 
sides in New York, N. Y.; that he is the President 
of ELECTRICAL SECURITIES CORPORATION, one of the 
corporations described in and which executed the 
foregoing instrument; that he knows the seal of said 
corporation; that the seal affixed to said instrument 
is such corporate seal; that it was so affixed by order 
of the Board of Directors of said corporation, and 
that he signed his name thereto by like order. 

SuSAN L. SANBORN 
[NOTARIAL SEAL | 
Notary Public, New York County 
Clerk’s No. 565, Register’s No. 7477 
Commission Expires March 30, 1927. 


StaTE oF NEw York f 
County oF New YorkK 

On the 16th day of February, in the year one 
thousand nine hundred and twenty-six, before me 


Signatures 
and Seals, 


Acknowledg- 
ments, 


649 


650 CORPORATE MANAGEMENT AND PROCEDURE 


personally came C. H. Pater, to me known, who, 
being by me duly sworn, did depose and say that 
he resides in South Orange, N. J.; that he is a Vice- 
President of GUARANTY TrRusT CoMPpANY OF NEW 
York, one of the corporations described in and 
which executed the foregoing instrument; that he 
knows the seal of said corporation; that the seal 
affixed to said instrument is such corporate seal; 
that it was so affixed by order of the Board of Direc- 
tors of said corporation, and that he signed his name 
thereto by like order. . 
Jamie H. Kerr 
Notary Public, Bronx County 

[NOTARIAL SEAL] 

Bronx County Clerk’s No. 153 

Bronx County’s Register’s No. 2640A 

New York County Clerk’s No. 672 

New York County Register’s No. 6088A 

Commission Expires March 30, 1926 

JAMIE H. KERR 


11. Nature of Trust Indenture 


The trust indenture is, in its essential features, the same 
as a mortgage, but is usually much longer. The first mort- 
gage trust deed of the Marion Steam Shovel Company, 
reproduced elsewhere, is relatively brief, while the collateral 
trust deed of the Electrical Securities Corporation, also re- 
produced elsewhere in this volume, is unusually brief. It is 
apparent that to issue a mortgage of even this length to each 
bondholder would be a troublesome arrangement. Hence 
the desirability of issuing a single mortgage to a trustee 
whose duty it is to see that the interests of the bondholders 
are protected and, in general, to do for the bondholders what 
they would be expected to do for themselves but for the 
intervention of the trustee. The title to the property mort- 
gaged is vested in the trustee in trust, thus enabling him to 
act to conserve the interests of the bondholders whenever 
such action becomes necessary. This plan provides for con- 
centration of managements and responsibility not otherwise 
obtainable. 
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12. Contents of Trust Indenture 


Although trust deeds vary greatly in length they conform 
rather closely toa common plan. They are invariably form- 
ally worded documents. The printed copies of the indenture 
begin with a table of contents, but this is not in the indenture 
as executed or recorded. For this and other matter illustra- 
tive of the following outline, see the first mortgage indenture 
of the Marion Steam Shovel Company (see page 568), also 
the collateral trust mortgage of the Electrical Securities 
‘Corporation (see page 628). An analysis of the first of 
these documents shows its contents to conform to the fol- 
lowing outline: 

1. Date of indenture. 
. Parties to indenture. 
. Preample—containing recitals of purpose of proposed issue 
and authority therefor. 
. Text of bond, form of interest coupon, and trustee’s certificate. 
. Consideration for transfer of title to the trustee and grant 


4 
5 
thereof. 

6. Description of property transferred. 
7 

8 


Wn 


. Trust reservation providing for equal protection of all bond- 
holders. 
. Reconveyance of mortgaged property to company. 
9. Form, execution, registration and exchange of bonds. 
10. Particular covenants of company. 
11. Sinking fund. 
12. Redemption of bonds. 
13. Release of property from lien of the indenture. 
14. Supplemental indentures. 
15. Remedies on default. 
16. Waiver of individual liability of various persons. 
17. Evidence of rights of bondholders and ownership of bonds. 
18. Powers and duties of trustee. 
19. Provisions regarding consolidation and merger. 
20. Miscellaneous. 
21. Signatures and seals of parties to indentures. 
22. Acknowledgments. 
23. Recordation data. 


A comparison of the provisions of the collateral trust deed 
of the Electrical Securities Corporation (see page 628) with 
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the above will indicate certain differences of content and 
arrangement. An outline of these follows: 


1. Date of indenture. 

2. Parties to indenture. 

3. Preamble—containing recitals as to authority for proposed 
bond issue. Whereas the indenture of the Marion Steam 
Shovel Company states that the company “desires to provide 
funds and acquire property for its lawful corporate purposes,” 
the indenture of the Electrical Securities Corporation merely 
states that the board of directors has ‘“deemed it necessary to 
borrow money.” 

4. Text of bond, form of interest coupon, and trustee’s certificate. 

. Consideration for pledge of securities to the trustee. This dif- 

fers from the corresponding provision of the indenture of The 
Marion Steam Shovel Company. In case of collateral in form 
of securities the trustee is given actual possession, while in 
case of real estate mortgages the mortgagor retains possession 
and use of the property. 

6. Description of securities pledged and deposited. 

7. Trust reservation providing for equal protection to all bond- 
holders. 

8 Covenant relative to certification, delivery, registration, re- 
demption, etc., of bonds. This conforms in a general way to 
9 in the above outline of the indenture of the Marion Steam 
Shovel Company, but goes much farther, the provisions of 
this covenant constituting the entire remainder of the docu- 
ment with the exception of the testamonium and signatures. 
These covenant provisions are as follows: 

(a) Certification and delivery of bonds. (Art. 1.) 

(5) Lost, destroyed, stolen or mutilated bonds. (Art. 2.) 

(c) Effect of signature of former officer. (Art. 3.) 

(d) Right of company to pledge securities. (Art. 4.) 

(e) Payment of principal and interest and treatment of 
coupons. (Art. 5.) 

(f) Taxes and assessments. (Art. 6.) 

(g) Registration. (Art. 7.) 

(4%) Maintenance of market value of securities pledged at 
125% of aggregate principal amount of bonds out- 
standing. (Art. 8.) 

(7) Substitution and withdrawal of securities. (Arts. 9 
and 10.) 

(j) Method of valuing securities pledged. (Art. 11.) 

(&) Repurchase of bonds by company. (Art. 12.) 


wn 
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(4) Cancellation of bonds. (Art. 13.) 
(m) Sinking fund provisions. (Art. 14.) 
(n) Rights of company as to pledged securities. (Art. 15.) 
(0) Waiver of individual liability. (Art. 16.) 
(p) Remedies on default. (Art. 17.) 
(q) Sale of pledged securities. (Art. 18.) 
(7) Waiver of default. (Art. 19.) 
(s) Termination of trust. (Art. 20.) 
(4) Rights, duties, compensation, etc., of trustee. (Art. 21.) 
g. Testimonium. 
10. Signatures and seals of parties to indenture. 
rr. Acknowledgment. 


PROVISIONS OF TRUST INDENTURE 


13. Bond Form 


The best understanding of the form and content of bonds 
for which provision is found in the trust indenture may be 
had by referring to the forms shown on pages 568 to 628, 
and pages 628 to 650. Note that the First Mortgage 6% 
Twenty-Year Sinking Fund Gold Bonds of the Marion Steam 
Shovel Company, dated April 1, 1927, must be signed by the 
president and countersigned by the secretary, whereas the 
Collateral Trust Sinking Fund 5% Gold Bonds of the Elec- 
trical Securities Corporation, dated January 2, 1926, are 
signed by a vice-president and countersigned by the treas- 
urer. 

All bonds are executed under seal. 

The text of the bond contains reference to the trust in- 
denture in accordance with the provisions of which it is 
issued, stating the name and address of the trustee and also 
indicating the number of bonds and amount thereof in the 
series of which it is one, all of which are equally secured by 
the property transferred or pledged. Thus the trust inden- 
ture of the Electrical Securities Corporation provides that 
the text of each bond in the 2oth series shall read as follows 
(see page 632): 

This bond is one of a series of one thousand bonds of like date, 
tenor and amount, numbered consecutively from T 1 to T 1,000, 
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inclusive, all of which are equally secured by the pledge with 
Guaranty Trust Company of New York as Trustee of public 
utility stocks (as defined in the Indenture hereinafter mentioned), 
and equally entitled to the benefits and subject to the provisions 
of a Trust Indenture dated January 2, 1926, by and between the 
Company and said Trustee, under the provisions of which said 
stocks are pledged.......... 


Other provisions found in the text of the bond are as 
follows: 


1. Promise of issuing company to pay to bearer, or if the bond 
is registered, to the registered owner, the amount specified in 
the bond at the date specified. This amount is usually the par 

' value of the bond, as, $1,000. 

2. If the bond is a gold bond it is provided that the payment 
shall be in gold coin of the United States of America of or 
equal to the present standard of weight and fineness; also that 
the interest shall be paid in the same gold coin, at the rate 
specified, upon presentation and surrender of the coupons at 
the proper dates. 

3. Provision may be found to the effect that interest shall be 
paid without deduction for taxes or governmental charges, 
with certain expressed exceptions, or as shall not exceed a 
certain amount, as 2%. 

4. Special provision for reimbursement of taxes to residents of 
specified states. See provision in bond of the Marion Steam 
Shovel Company, pages 575-576. 

5. Provision for redemption of bonds. See provision in bond of 
the Marion Steam Shovel Company, page 576. 

6. Procedure in case of default. 

7. Provision for interchange of definitive bonds of one denomina- 
tion for those of another denomination. 

8. Waiver of recourse against stockholders or officers of issuing 
company. 

9. Provision for registration of bonds. 

10. A statement to the effect that the bond becomes valid only 
upon endorsement of the certificate thereon by the trustee. 

11. A formal statement as to the signatures to be attached to the 
bond and as to the facsimile signature required on the coupons. 


These provisions are usually a summary of the more 
important provisions of the trust deed, although some pro- 


visions found in the bond do not appear elsewhere in the 
trust deed. 
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14. Interest Coupon 


Immediately following the bond form in the trust deed 
appears the form of interest coupon. See pages 577 and 633 
for forms of coupon prescribed in the indentures of the 
Marion Steam Shovel Company and the Electrical Securities 
Corporation, respectively. Note that spaces for the coupon 
numbers, dates of payment, numbers of bonds and facsimile 
signatures are left vacant in the form prescribed. Each 
coupon is a note payable, negotiable and payable to bearer. 
In case of fully registered bonds, that is, bonds registered as 
to both principal and interest, the interest coupons are de- 
tached, the interest payments being made by check mailed 
to the registered holder. Most bonds may be registered as to 
principal but registration as to interest is less frequent. 


15. Trustee’s Certificate 


The requirement that the trustee certify to each bond 
issued is part of the duties prescribed for him in the trust 
deed. Thus the indenture of the Marion Steam Shovel 
Company’s First Mortgage 6% Twenty-year Sinking Fund 
Gold Bonds dated April 1, 1927, provides (Art. 1, Sec. 2) 
that ‘bonds so executed may from time to time be delivered 
to the trustee for authentication, and the trustee shall 
authenticate and deliver the same in accordance with the 
provisions of this Indenture, and not otherwise.” For forms 
of trustee’s certification see pages 578 and 634. 

It is usually provided in the indenture that the authen- 
tication of bonds by the trustee renders him in no way 
responsible for the uses to which they, may be put. See 
Article 21 of the indenture of the Electrical Securities 
Corporation, pages 646-648. 

The bond itself usually provides that it shall not be valid 
until endorsed or authenticated by the trustee. 


16. Granting Clause and Property Transferred or Pledged 


In some cases the description of the property transferred 
or pledged requires many pages in the trust deed. Illustra- 
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tive of the description of real estate transferred is the 
indenture of the Marion Steam Shovel Company, pages 579 
to 586. The description must be such as to satisfy all require- 
ments of recording. It is the duty of the banker who under- 
writes an issue of bonds to secure adequate legal assistance 
in investigating the validity of title to real estate. In the 
descriptive circular issued to prospective investors it is usual 
to find a statement such as the following: 


All legal matters in connection with this issue under the direc- 


tion of Messrs: a sfc sees 2 OE Le oe een , for the 
bankers ahd. Messrs. 4 c7 3) 01h «rake ‘overs toa" 208 satanic hee , for the 
company. 


In case of collateral trust indentures the securities pledged 
are listed in the indenture. See page 634 for list of securities 
deposited by the Electrical Securities Corporation to secure 
the 2oth series of its Collateral Trust Sinking Fund 5% 
Gold Bonds. 

Preceding the description of the property transferred, in 
case of mortgage bonds, is the granting clause, to the effect 
that ‘“‘to secure the payment of the principal and interest of 
all the bonds at any time outstanding under this Indenture, 
and the faithful performance and observance of all the cove- 
nants and conditions hereinafter set forth, the Company has 
granted, bargained, sold, warranted, released, conveyed, con- 
firmed, assigned, transferred, mortgaged and set over, and 
by these presents does grant, bargain, sell, warrant, release, 
convey, confirm, assign, transfer, mortgage and set over unto 
the Trustee, its successors and assigns forever, all the fol- 
lowing described property (hereinafter sometimes collectively 
termed the ‘mortgaged property’).” 

In case of collateral trust bonds, the granting or pledge 
clause may read somewhat as follows: 


Now, therefore, the Company, in consideration of the premises 
and of one dollar paid to it by the Trustee, the receipt whereof is 
hereby acknowledged, and in order to secure due and punctual 
payment of said bonds and of the interest thereon, does hereby 
sell, assign, transfer and pledge to, and agree forthwith to deposit 
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with, the party of the second part, pause as herein provided, and 
its successors in the Trust. 


17. Trust Reservation 


Following the description of the property transferred or 
pledged is the trust reservation clause, which provides that 
the security must be for the equal protection of all bond- 
holders. See page 587 for trust reservation of the Marion 
Steam Shovel Company and page 635 for that of the Elec- 
trical Securities Corporation. 


18. Reconveyance Clause 


The purpose of the reconveyance clause is to provide that 
if the company fulfills all its obligations under the trust 
deed, such as payment of principal and interest as they fall 
due, the indenture shall “‘cease, terminate and be void” and 
the trustee shall take such steps as are necessary to discharge 
the lien created by the indenture and to reconvey title to 
the real property to the company. In case of personal 
property he must deliver proper instruments of assignment 
and transfer thereof and redeliver any cash in his possession. 

The collateral trust indenture of the Electrical Securities 
Corporation provides that when the company has satisfied 
all requirements, “the right to the possession of the Collateral 
Securities then remaining unsold in the possession of the 
Trustee, including any moneys held as part of the security, 
shall revert to and vest in the Company, its successors and 
assigns, and in such event the Trustee agrees to redeliver all 
of the said Collateral Securities to the Company.” (Art. 20). 


19. Form, Execution, Exchange and Issue of Bonds 


This clause of the indenture provides in what denomina- 
tions bonds shall be issued, whether registerable as to prin- 
cipal only, or as to both principal and interest. It states 
how the bonds shall be numbered, as M-1 and upwards for 
bonds in denomination of $1,000, D-1 and upwards for 
bonds in denomination of $500, and C-1 and upwards for 
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bonds in denomination of $100. The designation by which 
the bonds shall be known is stated, as “First Lien and 
General Mortgage Gold Bonds, Series of 4¥%s.” The date 
of the bonds and their due date, as well as the rate of interest 
they bear and the dates of payment of such interest are 
stated. 

Provision is made for the required signature, counter 
signature, and impression of the corporate seal; also for 
authentication of such bonds by the trustee. Provision is 
also made for a facsimile signature of the proper officer for 
the bond coupons. 

As to registration of bonds, it is frequently provided in the 
indentures that a register of bonds be kept at the principal 
office of the trustee, and that any holder of a bond may have 
it registered in his name. Discharge from registry is pro- 
vided for. 

Provision is made for transfers from bonds of one denomi- 
nation to those of another denomination. 

Provision is made for issuance of temporary bonds ex- 
changeable for definitive bonds as soon as the latter can be 
prepared. 

The aggregate principal amount of bonds which may be 
authenticated and issued is stated. 

Provision is made for issuance of new bonds in exchange 
for those which have become mutilated, destroyed or lost. 
Satisfactory evidence and indemnity may be required in case 
of bonds lost or stolen. 


20. Particular Covenants of the Company 


Among the things which the company may covenant to do 
in the trust deed are following: 


1. To pay promptly all sums falling due as interest or principal. 
Provision is made for cancellation of paid coupons. 

2. To warrant and defend title to property mortgaged. 

3. To pay all taxes, water rates, assessments and governmental 
and other lawfully imposed liens on the property mortgaged. 

4. Not to suffer the property to become encumbered with me- 
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chanic’s, laborer’s, statutory or other lien prior to the lien 
established by the indenture. 

5. To keep the mortgaged property in good repair and adequately 
insured. 

6. To have the indenture properly recorded in such places as may 
be necessary to protect the security of the bondholders. 

7- To make reimbursement to bondholders for certain taxes paid 
in specified states, upon written request from the bondholders. 

8. To maintain an office in the Borough of Manhattan, New 
York, where notices and demands on the company may be 
presented; also to maintain a paying agent at whose office all 
sums on account of interest and principal shall be payable. 

9. To keep adequate books of record and account and to have 
satisfactory audits made thereof, and to file in reasonable de- 
tail at specified times reports of its financial conditions with a 
specified agent. 

10. To protect its working capital by refusing to pay dividends 
which would deplete it beyond a certain point. 


21. Sinking Fund Provisions 


Sinking fund provisions of one kind or another are a 
common accompaniment of modern bond issues. In accord- 
ance with such provisions the issuing company agrees to set 
aside sums of money for the redemption of bonds on or 
before their date of maturity. Such provisions differ widely 
as to detail. In some instances the amount payable periodi- 
cally into the sinking fund is a fixed sum; in others it is made 
dependent on earnings, or perhaps on the amount of depletion 
of wasting assets. See sinking fund provision in indenture 
of the Marion Steam Shovel Company, pages 598-600. 


22. Redemption of Bonds 


Various provisions are found relative to the redemption of 
bonds. It is now frequently arranged by the issuing company 
to redeem bonds before maturity by paying a premium over 
and above the par value of the bonds. An illustration is 
found in the First Mortgage 6% Sinking Fund Gold Bonds 
of the Fifth Avenue & 29th St. Corporation, dated February 
I, 1928, due February 1, 1948. The announcement of the 
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issue states that these bonds are redeemable in whole or in 
part on 30 days’ notice on any interest date at 104 and 
interest up to and including February 1, 1935; thereafter at 
103 and interest up to and including February 1, 1938; 
thereafter at 102 and interest up to and including February 
1, 1941; thereafter at ror and interest up to and including 
February 1, 1944; and thereafter at 100 and interest. These 
bonds were offered at 99. For provisions relative to redemp- 
tion fund in the indenture for the First Mortgage 6% 
Twenty-year Sinking Fund Gold Bonds of the Marion 
Steam Shovel Company, dated April 1, 1927, and due April 
I, 1947, see page 600. For similar provision in indenture of 
Electrical Securities Corporation, see page 640. 


23. Release of Property from Indenture Lien 


In case of mortgage bonds the indenture provides that the 
company shall retain possession and use of the mortgaged 
/property. It is also important that the company be permitted 
to sell such portions of the property as may from time to time 
be profitably disposed of. Provision is usually made in the 
trust deed to the effect that the trustee shall release such 
property from the lien upon delivery to him of the written 
request of the company accompanied by the proper authority 
therefor and data setting forth the description of the prop- 
erty, and showing that it will be profitable to the company to 
dispose of it at the price indicated, together with other 
relevant information. 

In case of collateral trust deeds provision is made for the 
withdrawal of securities so long as doing so does not reduce 
the market value of all securities deposited below a specified 
minimum amount. 

For provision in the first mortgage indenture of the 
Marion Steam Shovel Company covering release of property 
from the mortgage lien, see page 602. 

For provision in the collateral trust indenture of the Elec- 
trical Securities Corporation covering withdrawal of securi- 
ties, see page 642. 
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24. Supplemental Indentures 


Section 34 of the trust deed of the Marion Steam Shovel 
Company provides that supplemental indentures may be 
entered into at any time between company and trustee to 
correct the description of property mortgaged or to be 
mortgaged, to add to the company’s covenants and agree- 
ments relative to bondholders and the mortgaged property, to 
evidence succession of another company to the property, or 
for other purposes not inconsistent with the terms of the 
trust deed, such as remedying ambiguities therein. See 
pages 606-607. 


25. Remedies on Default 


The indenture usually provides that if the company fails 
to meet interest payments on bonds or fails to comply other- 
wise substantially with the provisions of the indenture, 
failure to remedy the defect continuing for a specified 
period, all outstanding bonds together with all interest 
accrued thereon shall become immediately due and payable. 
Sometimes it is provided that the trustee shall declare the 
outstanding bonds together with all accrued interest thereon 
due and payable after default has occurred, only if a certain 
percentage of bondholders requests it in writing. 

Then follows a lengthy provision of the indenture stating 
what steps shall be taken by the trustee to protect the interest 
of the bondholders. In case of collateral trust indentures the 
trustee is empowered to sell the securities deposited, usually 
at public auction or private sale, employing the proceeds to 
defray the expenses of the sale and the balance remaining to 
the payment of the bonds and interest accrued thereon. For 
provisions of indenture of Electrical Securities Corporation 
see page 643. In case of mortgage indentures it is provided 
that the trustee shall take possession of the mortgaged prop- 
erty, conduct the business of the company for the benefit of 
the bondholders, and if necessary, sell the property mort- 
gaged under prescribed conditions. For details prescribed 
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in the indenture of the Marion Steam Shovel Company, see 
pages 607 to 617. 


26. Waiver of Individual Liability 


The indenture contains a provision to the effect that all 
bondholders assent that no recourse may be had thereunder 
‘to incorporators, officers, or stockholders of the issuing 
company individually. See page 617; also page 643. 


27. Evidence of Bond Ownership and Rights Thereunder 


When bondholders wish to make requests or demands in 
accordance with the provisions of the indenture they must 
follow the procedure prescribed by the indenture. For such 
provision see pages 617-618. 


28. The Trustee 


The indenture contains detailed provisions relative to the 
powers, duties, and exemptions from liability of the trustee. 
For illustrations see pages 618 to 623, and pages 646 to 648. 

The following memorandum, including Forms 257 to 
261, was prepared for this manual by the First Trust and 
Savings Bank of Chicago. It explains in some detail the 
work of the trustees. 


MEMORANDUM 


Bonds and notes of corporations intended for sale to the public 
are almost invariably in present practice issued under trust deeds 
or indentures in which the trustee named is a bank or trust com- 
pany in the business of acting under such trusts. 

Each of the bonds or notes issued under the trust deed or in- 
denture is identified by a certificate signed by the trustee which 
recites that it is one of the obligations referred to in the indenture 
or trust deed mentioned in the bond. The only significance which 
the trustee’s certificate is intended to or should be construed to, 
have, is that it is an identification. 

As a preliminary to such certification of bonds by the trustee, 
it requires certain evidence of the validity of the indenture or 
trust deed and of the bonds. The requirements in the way of such 
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evidence are fairly standard among trust companies. They usually 
require certified copies of the articles of incorporation, the by-laws, 
of the resolutions of stockholders and directors by which the 
execution of the indenture or trust deed and the bonds or notes was 
authorized, and an opinion of a reliable concern that the corpora- 
tion is properly organized and that all requirements of law and 
corporate procedure have been complied with to make the bonds 
a valid obligation to the corporation and the trust deed a binding 
and legal contract. 

In cases where the bonds are secured by mortgage on real estate 
the trustee requires that the opinion also show that the company 
has good title to the real estate described in the trust deed and that 
the trust deed creates the lien which it purports to create. 

When the corporation is ready to certify and deliver bonds the 
trustee receives the order of the company to do so uniformly re- 
quired by the indenture or trust deed, and then makes a detailed 
record of the bonds or notes certified by it and delivered. In cases 
where bonds are listed on stock exchanges the trustee is usually 
required to agree that it will not certify bonds beyond a specified 
amount without consent of the exchange. 

The trustee likewise keeps a record of all bonds paid or can- 
celed without payment, so that when the issue has all been paid 
off it will have the information necessary to justify its giving a 
release of the indenture or trust deed and a reconveyance of the 
property covered thereby, if any. It sometimes happens that 
notes or bonds are paid elsewhere than at the office of the trustee, 
that the trustee is not informed of the fact that the payment has 
been made, and that coupons or obligations paid are lost before 
the trustee has had any opportunity to see them and make its 
record, in which case inconvenience and frequently expense is 
caused to the corporation before it can get a release. 

In order to prevent the accumulation of obligations which have 
been discharged by payment and cancellation it is common prac- 
tice to cremate them, in which case a detailed record of cremation 
is made. This should not be done until after the trustee has seen 
the obligations discharged so that it has the record referred to 
above. It is also advisable to consult with counsel before cremat- 
ing any notes or bonds to be sure that they will not have to be 
presented to some recorder of deeds to procure the recording of a 
release. Missouri, for instance, has a statutory requirement on 
this subject. 

It is becoming increasingly frequent for corporations to make 
their notes and bonds payable in more than one city, usually 
New York and Chicago, for the convenience of the buyers of such 
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securities. When this is done the banks which are named as pay- 
ing agents make arrangements for the payment of the obligations 
without the corporation being required to deposit money at more 
than one of the banks. The obligations when paid are usually 
forwarded to the trustee so that it can make a record. 

In large issues it is commonly provided that bonds bearing 
coupons may be registered as to principal on books of the trustee 
or some other agent or agents of the company and that in the 
larger issues in addition bonds may be issued in registered form 
both as to principal and interest. In the first case the interest 
continues to be payable upon presentation of the coupons, but 
the principal will only be paid to the person whose name is 
endorsed on the bond as the registered holder in the form pro- 
vided for that purpose. In fully registered bonds the name of 
the registered holder appears on the face of the bond and pay- 
ment of the interest is ordinarily made to him by check. In either 
case the registrar, whether trustee or otherwise, keeps a detailed 
record of all registrations. 

Interest payments on bonds come within the class of payments 
with respect to which the maker of the payments is required by 
the United States Revenue laws to return information to the gov- 
ernment. There are several forms of ownership certificates so 
called, which the paying agent of the corporation is required to 
obtain before making payments, and other forms of reports which 
the paying agent makes to the government with respect to the 
payments of interest made on behalf of the corporation. In some 
cases the corporation makes its own returns, but that practice is 
rather infrequent. 

In cases of registered bonds it not infrequently happens that 
the owner dies while the bond is still registered in his name and ~ 
thereafter transfers are subject to the problems that arise in cases 
of dealing with property that belongs to the estate of a deceased 
person, and the registrar must take precautions for the protection 
of the corporation with respect to any transfers made, not unlike 
those involved where a trust company is transfer agent of stock 
of a corporation. 

Other common provisions of indentures and trust deeds that 
require the activities of the corporate trustee and the keeping of 
detailed records are sinking fund provisions, provisions for the con- 
version of bonds into stock, the insurance provisions, provisions 
permitting the company to redeem bonds in advance of their 
maturity, and provisions requiring periodic reports of the condi- 
tion of the company. 

The modern trust deed or indenture is a voluminous and very 


BONDS AND NOTES 665 


inclusive instrument. It is not uncommon for a corporation to 
find that the provisions of such an instrument are troublesome in 
the operation of the company’s business. This is usually due to 
the fact that a corporation has not given full and careful consid- 
eration to the terms of the instrument in advance, but has rather 
assumed the provisions to be more or less technical matter put in 
for legal reasons. 

Every corporation should make it a practice to analyze very 
carefully every provision of its proposed indenture or trust deed 
with a view to ascertaining that no unnecessary embarrassment or 
difficulty will be incurred by it in the conduct of its ordinary 
current obligations. 


FORM 257 


TRUSTEE’S MEMORANDUM 


MEMORANDUM 


TRUST NO. 


Renee 
CERTIFIED BY 


DELIVERED TO FACE VALUE $ 


ENTERED TRUST RECORD “C” ENTERED FEE LEDGER 


Form 258 


RECORD OF CANCELLATION 


TRUST RECORD “C” 
Name Trust No. 
Maternity. ee  Amount’$ 
Manner of / Ry Cal] CA mount § 


Cancellation 
Without Payment ————____Amount $ 


Bonds or 
Note Numbers 


icacta Numbers® Cancelled sass ee 


Date 
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ForM 259 


REQUISITION FOR CERTIFICATION OF BONDS 


TRUST No. 


OROER No 
REQUISITION FOR CERTIFICATION OF BONDS 
TRUST DEPARTMENT 


FIRST TRUST AND SAVINGS BANK 
CHICAGO 


DESCRIPTION 


BOND NUMBERS 
$500 $100 


ee ae 


O.K. FOR SIGNATURE. COUPONS. ETC 

NUMBERS OF BONDS Sl 
APPROVED FOR CERTIFICATION 
ORIGINAL ISSUE 


INTERCHANGE 


MUTILATION 


Form 260 


TRUSTEE’S BOND RECORD 


if 
Sas Be 
aa 
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ForM 261 


TRUSTEE’S RECORD OF EXAMINATION 


Name of Company: 


MBO rca ua ares chen nena eres ce toate ces aan e cease eo ints neg acai ches ltcdead Somes a codRacr cae teTE so taes a oteicueed alee 
Compared with Trust Deed by 


Examined for Numbers, Signatures, Maturities and Seal, 
Coupons, Guarantees, etc. 


Examined for Certification and for Coupons Attached to 
Bonds after Certification 


Bonds Nos. NOG. < . with Coupons Nos. . 

Bonds Nos. ... Sito. . with Coupons Nos. . 2 

Bonds Nos........--.-2000002 with Coupons Nos. .....ccssscscceceseee UOsesesssssneeeseeree attached, by... 

Bonds No. ......ececccecse: CO sececsereeeseeeeeee With Coupons Nos. .......cereceeeseeeee attached, by. 

Bonds Nos... es . with Coupons Nos... . to. .. attached, by... 

Bonds Nos. . with Coupons Nos, , to. .. attached, by.. 

Bonds Nos... ENtOred . with Coupons Nos. . . to... .. attached, by... 

Bonds Nos. with Coupons No&. ..ccccueceeseeees attached, by........ceccccescse see 
Bonds Nos. .. ste) . with Coupons Nos. . 

Bonds Nos. . with Coupons Nos. 

Bonds Nos. aC yree . with Ci Nos, «. 5 

Bonds Noi....ceccccceeeeestee WOseeeeeeseneseeeecze With Coupons Nos. 1. ese: veseeeree attached, by 

Bonds Nos. ...... -2.--1000-+ with Coupons Nos. .....ecccceccee oe attached, by.0:.israiecsseseseassre 
Bonds Nos. a . with Coupons Nos. .. : . attached, by... 

Bonds Nos. .. to. . with Coupons Nos. ., iJ . attached, by... 

Bonds Nos. Si cnvavieseaces With Coupons Nosis.s:iintinead attached, by. 

Bonds Nos.....--:..s:secese with Coupons Nos. attached, by. 

Bonds Nos. -o tones . with Coupons Nos. . to. . attached, by... 

Bonds Nos. . with Coupons Nos. a . attached, by.. 

Bonds Nos. » . with Coupons Nos, .. attached, (by. ,-ssissccvissecosnsace 


with Coupons Nos, ... sccccescecsese: UOsseccsseneenesessesee attached, bY...ecessescressseeesee 


ps . with Coupons Nos. .. . to... . attached, by.. 
Bonds Nos...... = wi $ .’attached, by,. 
Bonds Nos. ... .. to. see Wi oe PtOsse . attached, by... 
Bonds Nos..cccccccscccssenes COseserrecseceseeeecee With Coupons Nos, oo... cceceereres asc te eetapc, J ARMEDED, DY. occistecevccansioniaecs 
Bonds Nos. ...ccsssesseessese COvenecsecneeseesseee With Coupons Nos. ......cecsececeees 
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29. Duties of Fiscal Agent 


The fiscal agent is usually the same bank or trust company 
which serves as trustee, but acts as such under a separate 
appointment. The fiscal agent is primarily a disbursing 
agent in connection with the payment of interest and prin- 
cipal on bonds. At the proper time funds are deposited with 
the fiscal agent, and from this point the debtor corporation is 
relieved of further responsibility relative to details of the 
procedure. Periodically the fiscal agent returns the cancelled 
bonds and coupons to the company and also verifies the 
balance remaining in the bond or coupon account. The 
desirability of appointing a fiscal agent depends largely on 
the amount of detail involved. The following memorandum 
relative to the duties of the fiscal agent was prepared for this 
manual by the First Trust and Savings Bank of Chicago. 


MEMORANDUM 


There is a growing practice and it has become increasingly 
frequent to appoint a Chicago paying agent for bonds issued in 
New York to accommodate the western investors and obviate the 
necessity of having coupons forwarded to New York or other 
cities for payment. Arrangements are usually made with the 
Chicago paying agent for the deposit of funds to make these pay- 
ments, through the trustee or principal paying agent, or in some 
instances by the debtor corporation itself. 

Cancelled bonds and coupons are usually returned to the Com- 
pany by the paying agent once each month or oftener, from whom 
a receipt and verification of the balance in the bond or coupon 
account is obtained. The debtor corporation usually keeps the 
coupons for each interest period filed in numerical order by past- 
ing in a large book, or otherwise. These records require a con- 
siderable amount of vault space, especially where the bond issue 
is of a large amount, and for that reason a great many corpora- 
tions either request the trustee to retain the cancelled obligations 
after payment has been made or after having reconciled the paying 
agent’s statement, return the cancelled bonds and coupons to the 
trustee for sorting, listing, and cremation. Before the bonds or 
coupons are cremated the numbers are accurately transcribed on 
a cremation certificate and the actual cremation witnessed by a 
representative of the Company and the trustee, whose signatures 
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appear on the cremation certificate, properly witnessed, and the 
certificate is usually accepted as satisfactory evidence by the trus- 
tee when preparing the final release or satisfaction of the mortgage 
or indenture securing the bonds. 

Under the treasury regulations, in the case of tax-free issues, the 
debtor corporation is obliged to file the ownership certificates 
accompanying the coupons, with the Government, on monthly 
and annual forms supplied for that purpose, and if the debtor cor- 
poration wishes to appoint a bank (usually the trustee) as with- 
holding agent, a copy of the appointment, properly executed under | 
seal, must be filed with the Commissioner of Internal Revenue at 
Washington, D. C. With very few exceptions the corporation 
usually appoints the trustee or principal paying agent to act as its 
withholding agent. 

It is the usual practice to make provision under the terms of the 
trust deed for the issuance of duplicate bonds in lieu of bonds 
which have been lost, destroyed, or mutilated. The usual pro- 
cedure in instances of this kind is to require the filing of a stop 
payment order signed by the bondholder at the time the bonds or 
coupons have been lost or destroyed, and after a period of six 
months has elapsed and it is found that the bonds or coupons in 
question have not been paid and it seems reasonably sure that they 
will not be presented for payment, upon the filing of an affidavit 
and bond of indemnity executed by the purported owner of the 
bond and a reliable surety company, which papers are submitted 
to the debtor corporation for approval, and if found satisfactory, 
upon direction of the debtor corporation to the trustee, arrange- 
ments are made for the issuance of a new bond, or in case a 
coupon or coupons only have been lost or destroyed, for the pay- 
ment of interest coupons without the actual production and sur- 
render of the same. 

Attached herewith are copies of our form of cremation certifi- 
cate (Form 262), fiscal agent’s or withholding agent’s appoint- 
ment (Form 263), stop payment order (Form 264), affidavit 
(Form 265), bond of indemnity (Form 266), and direction cover- 
ing payment of bonds or coupons without the actual production 
and surrender of same (Form 267). 
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ForM 262 


CREMATION CERTIFICATE 


Trust DEPT. 


Hirst Crust and Savings Bank 20%. 


Cremation Certificate 


——— 


This is to certify, that we, the undersigned, have this day in the presence 
of each other, DESTROYED the following described Securities by burning 
the same to ashes. 


for First Trust and Savings Bank 
DATED CHICAGO, ILL., 


Witness to all signatures, 


BONDS AND NOTES 


Form 263 


Notice oF Fiscat AGENT’s APPOINTMENT 


NOTICE OF FISCAL AGENT'S APPOINTMENT 


To any Collector of Internal Revenue 
and to the bank named herein: 


Kuow all men by these presents, thot the undersigned 
Te Arie cine ee te tena Of tHE: SIGE Of, 
and having its princtpal office at. 
in the stale of. ———_—________—hias appointed and does hereby appoint 


Chicago, Illinois, to be the fiscal agent of the undersigned for the purpose and 
with the power of paying at the office of such fiscal agent the interest upon the) 
ae ee ONES OF NK, undersigned 


dated ___ teas such interest from time to time matures 


and to act for the undersigned in all matters perlaining to the withholding of 
the normal tax of two per cent imposed by the Federal Income Tax Law on the 
interest on said bonds, and notice of such appointinent is hereby given. 


PBN fe EAI RS IES EY ees 


&: 
cf President 


Altest: 


Secretary 


NOTE :—This instrument should be signed in the full name of the 
corporation or other organization by its president or vice. 
president, and the corporate seal should be affixed and 

attested by its secretary or assistant secretary. 
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Form 264 


Stop PAYMENT ORDER 


Bank, Chicago, 


Paying Agent for bonds and coupons of. 


Description of issue. 


The undersigned hereby certifies that the following described 
coupons detached from said bonds of the following numbers are the 
property of the undersigned and have been lost, mislaid, destroyed or 
stolen and have not been sold, assigned, transferred or hypothecated 
in any manner whatever: 


Bond Number Interest Period Amount Maturity 


If said coupons are presented for payment, please refuse to 
make such payment and advise the undersigned. 


The undersigned hereby agrees to indemnify you against all 
liability, cost, damage or expense, including counsel fees, which you 
may incur by reason of.so refusing to make such payment or by reason 
of any action which you may take with respect thereto, upon the 
understanding that, while, you will use reasonable efforts to conmply 
with the above request, you assume no liability in regard to the payment 
of said coupons if the same shall be presented. 


The undersigned further agrees to. notify you immedintely in 
case the said coupons are recovered. 
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AFFIDAVIT 


STATE OF os came 
88 


CouNTY OF 
SS eee 


being first duly sworn, on oath deposes and says: 


1, That 


the owner of______certain interest coupon__ of the denomination of. 
dollars ( 


which said coupon_________detached from 


of 
numbered 2 and: due. 19__., said 
coupon__ being numbered_________________.____+_+_——=s=_—_sand being for the payment of 
the interest due on said. 
19___; that on or about 


that — ae has made diligent search but 


is unable to find or produce said coupon; that. 
has not, sold, assigned, transferred or hypothecated said coupon_or any interest therein in any 
manner whatsoever, and has received no payment on account of said coupon__and that the 
same_____wholly unpaid. 
2. That he makes this affidavit for the purpose of inducing said 
and said 


Bank to pay the amount of said coupon__without the actual production and surrender of the same. 


Subscribed and sworn before me, 2. 
duly qualified and have authority to administer oaths, this 
Pi |: eae 


My commission expires —_—__19_ 
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Form 266 


- Bonp oF INDEMNITY 


Bank, 
Chicago, Ulmois 
Gentlemen:- 
As agent for the payment of the coupons of the undersigned, issued and outstanding 
under the terms of the. of the undersigned to the 
First TRUST AND SAVINGS BANK 


as Trustee_, dated__._-_—=——SC—id')_S, you are hereby ordered and directed to pay to 


, Or_______order, the sum of 
, being the amount due________as the owner of interest coupon__ 
r this amount maturing___>EssssssSCsssSCssSsSd'. and detached from 


NO! cep SW ICh Coupons. 2 = clan. - 2 been dost: 


mislaid or destroyed and cannot be produced, said payment to be made without the production 


of said coupon.., qut of the funds deposited with you for the payment of such coupons. 


The surety bond dated______—=—s—SSCSCSCS—i,___ executed by aiid 
as principal and 


as surety, sent us in your letter 


dated___" 9 is hereby approved. 


The undersigned hereby agrees to indemnify and save you harmless against any loss, 
damage, costs or expenses which you may sustain either directly or indirectly on account of the 
payment of such coupon. without the production and surrender thereof. 


Very truly yours, 
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DrirecTING PAYMENT WitTHOUT PRopUCTION oF BonpDs 
OR CouPONS 


Brow all men bp these presents, ‘That the undersigned 


as principal (hereinafter generally called ‘‘principal’’), and 


a corporation, as surety, (both hereinafter generally called 


“‘obligors’”) are held and firmly bound unto. 


ee ee  CORPOFALION 


, the First TRUST AND SAVINGS BANK, an 


Illinois corporation, having its office in Chicago, and. 


, their successors and assigns 


(hereinafter generally called ‘‘obligees’’) jin the sum of. 


dollars ($. 


ys 


lawful money of the United States of America, for the payment of which well and truly to be 


made they hereby bind themselves, 


their successors, 


Signed and sealed in duplicate and dated this. 


day 61 SS, 19, 


The condition of this obligation is such, that whereas, said 


did issue its. 


, 19__, numbered_* 


in the principal sum of 


Bollerst( Fe) 


with interest coupons attached thereto, said and coupons being issued under 


said First TRUST AND SAVINGS BANK 


as trustee__ 


dated. = «19. and being payable at said 
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Form 267 (Continued) 


DIRECTING PAYMENT WiTHOUT PRODUCTION OF BONDS 
OR CouPONS 


Whereas, the principal is the owner of the interest coupon_maturing 
, 19__, detached from said__________and_ numbered. 
for the sum of. : dollars. ($s) ane 


said interest coupon__been. and the principal is 


unable to produce the same, and has requested said__ 


to 
pay________the amount of said interest coupon_in consideration of the execution and delivery 
of this bond of indemnity and said last named obligees have agreed to pay to the principal or to 


order said amount of this coupon__- 


Now, if the undersigned obligors shall save and hold harmless the obligees from any 
and all claims, loss, costs or damages whatsoever by reason of the premises, or said coupon__, or 
by reason of the payment of the amount of said coupon__ without______ actual production 


and surrender, or by reason of the release of said 


by authority of which said_______and coupon__were issued, without the production and 
cancellation of said coupon, then this obligation shall be null and void, otherwise the same shall 


remain in full force and effect. 


3n Witness Whereof, the said obligors have signed and sealed this instrument. 
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30. Bonds Classified and Described 


For purposes of classification the description of bonds in 
the following pages follows the outline shown below: 


A. As to Security 
Mortgage Bonds 
Prior Lien Bonds 
First Mortgage Bonds 
Second Mortgage Bonds, etc. 
Collateral Trust Bonds 
Unsecured Bonds 
Equipment Bonds 
Guaranteed Bonds 
Divisional Bonds 
Special Lien Bonds 
Receiver’s Certificates 


B. As to Maturity 
Long-Term Bonds 
Short-Term Bonds 
Notes 
Callable Bonds 
Serial Bonds 
Sinking Fund Bonds 
C. As to Transferability and Negotiability 
Registered Bonds 
As to principal 
As to interest 
Bearer Bonds 
Coupon Bonds 
D. As to Whether Open or Closed 
Closed End Mortgages 
Limited Open End Mortgages 
Unlimited Open End Mortgages 


E. As to Yield 
Fixed Interest Bonds 
Income Bonds 
Adjustment Bonds 

F. As to Special Privileges 
Convertible Bonds 
Participating Bonds 
Bonds with Stock Warrants 
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A. As TO SECURITY 


31. Mortgage and Prior Lien Bonds 


Mortgage bonds may be first, second, third and so on. A 
first mortgage bond has a first’lien on the property mortgaged 
for its protection and in case of default in interest or prin- 
cipal the property must be used to satisfy the requirements 
before it can be used for satisfaction of requirements on 
second mortgage bonds, and so on. It is the trustee’s duty 
to enforce the provisions of the mortgage in this respect. 
Some illustrations of first mortgage bonds follow: 

The San Antonio Public Service Company has outstanding 
$7,500,000 of First Mortgage and Refunding Gold Bonds, 
Thirty-year 5%, Series B, dated January 1, 1928, due 
January 1, 1958. Bonds of this series have been authenti- 
cated to the amount of $9,000,000, $1,500,000 being retained 
in the company’s treasury. The bonds are issued under an 
indenture to the Bankers Trust Company, dated January 
I, 1922, and supplemental indentures dated January 1, 1928. 
The mortgage securing these bonds as well as $5,550,000 
Series A 6% Bonds due January 1, 1952, previously issued 
is a direct first lien on all the company’s properties, subject 
only to $1,968,000 prior lien bonds issued under closed 
mortgages on a portion of the company’s properties. The 
mortgage also covers properties hereafter acquired, subject 
to prior lien bonds, if any. 

The above shows how there may sometimes be outstanding 
two first mortgage bond issues secured on the same property. 
In reality, the issue of first mortgage bonds made subse- 
quently to the issuance of the prior lien bonds is a second 
mortgage issue in so far as the property already mortgaged is 
concerned and a first mortgage issue as to the remaining and 
hitherto unmortgaged property. 

The First Mortgage 6% Twenty-year Sinking Fund Gold 
Bonds of the Marion Steam Shovel Company are fully 
described in the indenture reproduced herein beginning at 
page 588. 
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The First Mortgage and Refunding Gold Bonds of the 
Interstate Public Service Company, in the opinion of counsel, 
are a direct obligation of the company, and are secured by a 
mortgage covering as a direct lien all fixed property now 
owned or hereafter acquired. The mortgage is a first mort- 
gage on properties valued by examining engineers, plus 
subsequent additions, at an amount largely in excess of the 
First Mortgage and Refunding Gold Bonds outstanding, 
namely, $25,215,700. The mortgage is also a direct lien on 
the balance of the company’s property, subject to $1,817,000 
outstanding closed prior liens of which $27,000 principal 
amount will be deposited under the mortgage and $15,100 
are now held by the company. The 999-year lease of the 
Indianapolis, Columbus and Southern Traction Company is 
also pledged under the mortgage. Under the terms of this 
lease, as part of the rental, the company pays the interest on 
the leased company’s closed issue of $973,000 Twenty-five 
Year First Mortgage 6% Gold Bonds due February 1, 1948. 

Most corporations dislike to call second mortgage bonds 
by their true name; hence so-called first mortgages are some- 
times found to be such as to a relatively small amount of 
property and second mortgages as to a comparatively large 
amount of property. 


32. Collateral Trust Bonds 


Collateral trust bonds are those secured by the deposit of 
securities with the trustee to whom the indenture is made 
out. Collateral trust bonds are the equivalent of first mort- 
gage bonds when the securities thus deposited are first 
mortgage bonds. In other words, they are as good as the 
security behind them. This type of bonds has proven a 
popular means of financing, enabling companies holding in 
their treasuries a number. of types of securities, frequently 
those issued by subsidiary companies, to hypothecate them 
and thus place on the market an issue of collateral trust bonds 
large enough to create a satisfactory market. Bank loans 
may afford the means of buying up other companies, after 
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which the securities thus obtained may be deposited as 
collateral for an issue of bonds the sale of which affords the 
means of repaying the bank loans. Sometimes, instead of 
depositing the securities of subsidiaries with a trustee as 
security for a bond issue a holding company is organized and 
the stock of the holding company is sold to the public. This 
enables the management to retain full control of the 
securities. 

The indenture provides that the market value of the 
securities deposited to secure an issue of collateral trust 
bonds must not fall below a certain percentage of the par 
value of the collateral trust bonds. Thus the indenture of 
the Electrical Securities Corporation provides that the value 
of securities pledged must not fall below 125% of the 
aggregate principal amount of bonds outstanding. This 
affords a margin of safety. 

An illustration of collateral trust bonds secured entirely 
by deposit of stocks are the 514% Serial Collateral Gold 
Bonds, Series A, of The Copley Press, Inc., dated Feb. 1, 
1928, due serially 1930-1943. These bonds are secured by 
all of the stock of several newspapers which the Copley 
Press, Inc., owns and operates. In addition, the payment 
of principal and interest is unconditionally guaranteed by 
Ira C. Copley. This issue of $3,200,000 constitutes the sole 
funded indebtedness of the company and its subsidiaries, and 
the company covensnts that while any of these bonds are 
outstanding, neither the company nor any subsidiary will 
mortgage or pledge any of its assets, except that property 
may be acquired subject to purchase money mortgage or 
existing indebtedness. The guarantee of Ira C. Copley also 
includes a provision that the guarantor’s will shall provide 
for the deposit with the trustee of marketable securities 
equal in value to the then outstanding bonds, which deposit 
shall be applied, as the securities mature or are sold, to the 
redemption of bonds of this issue. 

An illustration of bonds secured partly by securities and 
partly by direct first mortgage are the $100,000,000 Consoli- 
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dated Mortgage 444% Gold Bonds of the St. Louis—San 
Francisco Railway Company secured as follows: 

(a) by deposit of over $66,630,000 underlying Bonds ($47,- 
630,000 St. Louis-San Francisco Railway Company Prior 
Lien Mortgage Bonds and over $19,000,000 Kansas City, 
Fort Scott and Memphis Railway Company Refunding 
Mortgage Bonds); 

(6) directly, or through pledge of all outstanding securities, on 
4,292 miles of road of the St. Louis-San Francisco system 
proper, together with equipment, terminals, shops, etc.; 

(c) by substantially all the stock or properties of the Kansas — 
City, Fort Scott and Memphis Railway Company, owning 
or controlling 1,331 additional miles of road; 

(d) by all properties hereafter acquired with the proceeds of 
Consolidated Mortgage Bonds. 


These bonds are subject to $162,420,520 underlying bonds in 
the hands of the public (the amount of which can not be in- 
creased), to $17,438,000 equipment trust obligations and to any 
liens on after-acquired property. The underlying bonds cannot 
be extended and Consolidated Mortgage Bonds are reserved to 
refund them. 


33. Unsecured Bonds 


Unsecured bonds, usually termed debentures, are those 
which have no security other than the general credit of the 
company. In England, the term “debenture” is employed in 
a broader sense, viz., that in which ‘he term “bonds” is used 
in the United States. In case of debentures an indenture is 
made out to a trustee, but its purpose is to recite certain rules 
or standards with which the company is supposed to comply 
in operating its business, not to name any particular form of 
security. Being unsecured promises to pay, debentures rank 
with other unsecured debts of the issuing company. 

Illustrations of debenture bonds are the $2,300,000 614 % 
gold debentures of the Walworth Company, which are pre- 
ceded by $8,349,500 first mortgage 6% sinking fund gold 
bonds. Following the debentures are $1,000,000 preferred 
stock and 300,000 non par shares of common stock repre- 
sented on the balance sheet, as at December 31, 1927, by a 


682 CORPORATE MANAGEMENT AND PROCEDURE 


capital and surplus item of $14,468,396, a moderate reduc- 
tion from $15,019,216 as at December 31, 1926, this 
reduction resulting from payment of dividends in excess of 
earnings and to certain extraneous charges made direct to 
surplus. In 1927, after depreciation was deducted, interest 
requirements on the first mortgage bonds were more than 
twice covered, and about three times covered, disregarding 
depreciation. Dividends on the common stock are currently 
being paid at the rate of $1.20 a share, but unless earnings 
improve this rate is liable to be reduced. This gives some 
idea of the position of the debentures. 

Other debenture bonds are the Pittsburgh Steel Company 
. 6% Debentures due 1948; the Independent Oil and Gas 
Company Convertible 6% Debentures due 1947; the Ameri- 
can Solvents and Chemical Corporation 614% Debentures 
due 1936; the American Rolling Mills Company 5% Sinking 
Fund Debentures due 1948; the International Match Cor- 
poration 5% Sinking Fund Debentures due 1947; and the 
American Cyanamid Company 5% Sinking Fund Deben- 
tures due 1942. 

Not infrequently some convertible privilege is attached to 
debentures to render them attractive from a speculative 
point of view, which in turn aids in selling them. An illus- 
tration is the $3,000,000 Fifteen-year Convertible Sinking 
Fund 6% % Gold Debentures of the Troy Laundry Com- 
pany, Inc., dated January 1, 1928, due January 1, 1943, the 
principal and interest of which are unconditionally guaran- 
teed by endorsement by the Manhattan Electrical Supply 
Company, Inc. These debentures are convertible into the 
non par value stock of the Manhattan Electrical Supply 
Company, Inc., at $80 per share up to and including 
December 31, 1932; at $90 per share thereafter up to and 
including December 31, 1937; and at $100 per share up to 
and including December 31, 1942. They are the direct 
obligation of the company and constitute its only funded 
debt. The guaranteeing company has no funded debt, and 
these debentures constitute the only funded debt of its 
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subsidiaries. The indenture provides that while any of these 

debentures are outstanding: 

(1) The company shall not mortgage any of its properties or 
create any funded debt ranking equal with or prior to these 
debentures except purchase money mortgages; 

(2) The company shall maintain at all times net current assets 
not less than 75% of the principal amount of the outstanding 
debentures; 

(3) The company may not declare any dividends on its common 
stocks which would cause its current assets to fall below 
100% of the principal amount of then outstanding debentures. 

The indenture also provides for a fixed sinking fund of 

$150,000 annually, payable semi-annually beginning July 1, 

1928, to retire the debentures, it being calculated that this 

will retire at least 70% of the issue before maturity. The 

debentures are redeemable in whole or in part at the option 
of the company on the first day of any month upon thirty 
days published notice at 105 and accrued interest up to and 
including January 1, 1933, the redemption price thereafter 
decreasing 14 of 1% during each subsequent twelve months. 
These debentures were offered at 100 and accrued interest. 


34. Equipment Trust Certificates and Equipment Bonds 


Equipment bonds and equipment trust certificates orig- 
inated in connection with railroad financing, but in recent 
years their use has been extended to other industries having 
available large quantities of equipment of one sort or an- 
other. Many mortgages have an after-acquired clause which 
provides that property purchased after date of the mortgage 
shall be subject to its lien. The Philadelphia plan of equip- 
ment trust obligations has been extensively employed to 
avoid this lien. Thus if a railroad company needs rolling 
stock, under the Philadelphia plan the trustee leases the 
railroad the rolling stock upon consideration of a reasonable 
down payment and the balance in equipment trust notes, 
secured by the equipment and lease. The trustee then sells 
the notes-to the public. Such notes commonly run ten years. 
With money secured by sale of the notes and the down pay- 
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ment from the company the trustee pays the manufacturer. 
When the company has finished making payments under the 
lease or conditional sale, title to the rolling stock is trans- 
ferred to it. Should the company default on its payment 
the trustee will lease the rolling stock to another company, 
a procedure rendered easy by the movable character of the 
property. Experience has shown such securities to be an 
unusually sound investment, defaults being practically 
unknown. 

Under the New York plan the company acquires posses- 
sion by conditional sale, title being reserved either by the 
trustee or the owner of the equipment until all required 
instalments and interest have been paid. 

There is confusion of terminology regarding equipment 
obligations, but in general it may be said that the distin- 
guishing characteristic of the Philadelphia plan is the lease, 
that of the New York plan the conditional sale, while that 
of a third plan is a note issued directly by the company 
operating the equipment. These notes are secured by a 
chattel mortgage on the equipment. 

The term “certificate”? should be applied to notes issued 
under the Philadelphia plan; the term “bond” to direct obli- 
gations of operating company secured by chattel mortgage. 

In general, securities issued under the Philadelphia plan 
possess a stronger lien than those issued under the equip- 
ment bond plan. 

An illustration of equipment trust certificates issued under 
the Philadelphia plan are the $1,200,000 of 444% Equip- 
ment Trust Certificates, Series B, dated March 1, 1928, 
maturing in semi-annual instalments of $60,000 each, Sep- 
tember 1, 1928, to March 1, 1928, inclusive, unconditionally 
guaranteed as to principal and dividends by endorsement 
by the Pressed Steel Car Company. Title remains vested in 
the Trustee, the New York Trust Company, free and clear 
of any prior liens for the benefit of the certificate holders. 
The certificates, limited to the authorized amount of $1,- 
200,000, are issued against the following new equipment: 
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400 beef type steel refrigerator cars 
100 provision type steel refrigerator cars 


This equipment cost in excess of $1,500,000, or more than 
125% of the principal amount of the certificates to be issued, 
the balance to be paid in cash. It was leased in the first 
instance to the Steel Car Equipment Company for a period 
of ten years at a rental sufficient to provide for the serial 
maturities and dividends on these certificates and is operated 
through sub-leases by trunk line railroads and others. 

In addition to the specific security, these certificates are 
unconditionally guaranteed as to prompt payment of prin- 
cipal and dividends by endorsement by the Pressed Steel Car 
Company, which owns all the capital stock of the Stéel Car 
Equipment Company. These certificates were offered to 
yield from 4% to 4.8%, according to maturity. 

The Chicago & North Western Railway Company has an 
issue of $2,745,000 414% Equipment Trust Certificates of 
1927, Series ‘““T,” dated November 1, 1927, and maturing in 
equal annual instalments of $183,000 each, November, 1928 
to 1942, inclusive.. These certificates represent not more 
than 75% of the total cost of the new equipment on which 
they are secured. Full title to this equipment is vested in 
the trustee for benefit of the certificate holders, being leased 
to the company at a rental sufficient to pay the principal 
amount of these certificates and interest warrants thereon 
together with taxes assessed against the equipment, other 
than income taxes. The maturities and yields are as 
follows: 


Maturities To Vield Maturities To Vield Maturities To Vield 


November 1, 1928. .4.00% November 1, 1933..4.20% November 1, 1938..4.20% 
November 1, 1929..4.15% November 1, 1934. .4.20% November 1, 1939..4.20% 
November 1, 1930. .4.20% November 1, 1935..4.20% November 1, 1940. .4.20% 
November 1, 1931..4.20% November 1, 1936..4.20% November 1, 1941..4.20% 
November 1, 1932..4.20% November 1, 1937..4.20% November 1, 1942..4.20% 


Accrued interest to be added in each case. 


35. Guaranteed Bonds 


The bonds of one company are said to be guaranteed when 
another company endorses them, agreeing thereby to pay 
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principal or interest, or as is usually the case, both principal 
and interest. The guaranteed bond arrangement is cus- 
tomary between parent company and subsidiary, the parent 
company’s Busta adding to the marketability of the 
subsidiary company’s bonds and enabling it to secure funds 
at lower interest rates. Usually the guarantee appears in 
writing on the bond. The fifteen-year convertible deben- 
tures of the Troy Laundry Company, Inc., are an illus- 
tration. See page 682. 


36. Divisional Bonds 


Divisional bonds, thought of chiefly in connection with 
railroad financing, are underlying first mortgage bonds se- 
cured on some one part of a company’s property. The bonds 
of a small company may be regarded as divisional after it has 
been absorbed by a larger system. Not infrequently such 
divisional bonds have a lien on property of great strategic 
value, in which case they represent the highest type of 
investment security. 


37. Special Lien Bonds 


Special lien bonds are those having a direct first mortgage 
on some particular piece of real estate as distinguished from 
the general assets of the company, the object being to give 
better security than could otherwise be had. Bonds secured 
on terminal properties are an illustration. 


38. Receivers’ Certificates 


Receivers’ certificates are issued by order of the court 
which takes general charge of reorganization proceedings. 
These certificates may precede some of the older mortgage 
liens, in fact they are given whatever lien may be necessary 
to afford adequate security. Receivers’ certificates are short- 
term notes and are the obligation of the court rather than 
of the company, although they are liquidated out of the 


company’s property. In some instances they take pre- 
cedence over all the mortgages. 
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An illustration of receivers’ certificates are the 414s of the 
Central Vermont Railway Company, dated January 16, 
1928, due January 16, 1930. By court order dated January 
5, 1928, the receivers are authorized to issue these certifi- 
cates up to the aggregate principal amount of $5,000,000. 
The order provides that no other certificates ranking prior 
to or equally with these certificates are to be created while 
any of these certificates are outstanding, and further pro- 
vides that these certificates are to be secured by a lien upon 
cars and equipment (subject also to the rights of holders 
of car and equipment trust notes, of which notes $699,000 
principal amount are now outstanding), upon surplus income 
as therein defined, and upon the railroads, premises, fran- 
chises and other property of Central Vermont Railway Com- 
pany constituting the receivership estate, such lien ranking 
prior in each case to the lien of the company’s Refunding 
Mortgage 5% Gold Bonds and to all other liens (other 
than the rights above specified’ with respect to cars and 
equipment), except only the lien of taxes and/or assess- 
ments. 

Note that these certificates precede all other obligations 
of the company except equipment trust certificates, taxes 
' and assessments. 


B. As To MATURITY 


39. Long and Short Term Bonds 


There is no definite way to tell what maturity date may 
be regarded as the dividing point between long term and 
short term bonds. Many bond issues are found running 
in excess of forty years and it is not exceptional to find them 
maturing more than too years from date of issue. Most 
bonds running in excess of 50 years are railroad bonds. In- 
dustrial bonds run for periods usually less than 50 years 
in duration. . 

Short term bonds might be regarded as those running from 
say 5 to 30 years, but here again there are no standards. 
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40. Notes 


Notes usually mature in five years or less. 


41. Callable Bonds 


Callable bonds are given a definite maturity date but 
are callable before that date, usually upon payment of a 
specified premium over and above their par value. This 
privilege may not be acted upon; on the other hand, the 
altered financial condition of the company or of the money 
market may make it profitable to call bonds before maturity. 
Most modern issues of bonds are made with the call privilege 
attached, probably because it is likely to prove advantageous 
to the company rather than to the investor. The investor 
does not know when his investment will be disturbed and 
if the market price goes above the call price the purchaser 
may suffer a loss if the bonds are called soon after he buys 
them. The fact that bonds may be called is likely to prevent 
their appreciating much above the call price. However, the 
disadvantages are lessened if the call price is placed suffi- 
ciently above the issue price to allow of a reasonable amount , 
of appreciation or to give the buyer a reasonable profit on 
the call if they are called a short time after issuance. The 
call price usually diminishes, approaching par as the maturity 
date is reached. Illustrative of this are the First Mortgage 
and Refunding 414% Gold Bonds of the Interstate Public 
Service Company dated March 1, 1928, due March 1, 1958. 
They are redeemable in whole or in part upon 30 days’ pub- 
lished notice at the following prices and accrued interest: 
to March 1, 1938 at 105; on and from March 1, 1938 to 
March 1, 1934 at 104; on and from March 1, 1934 to 
March 1, 1948 at 103; on and from March 1, 1948 to March 
I, 1953 at 102; on and from March 1, 1953 to March 1, 1957 
at ror, and on March 1, 1957 and thereafter to maturity 
at 100. These bonds were’ offered at 94%. 

An illustration of a callable privilege which continues for 
a long period at a given figure, then drops to par, is the 
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callable provision of the St. Louis-San Francisco Railway 
Company Consolidated Mortgage 414% Gold Bonds due 
March 1, 1978. The company reserves the right to call 
these bonds for redemption, in whole or in part, upon 60 
days’ previous notice, on any interest date, at 105% to and 
including March 1, 1968, and at par thereafter. These bonds 
were offered March 2, 1928, at 97. 

An illustration of notes of call to redeem ¢ an entire issue 
of bonds is shown in Form 268. 


Form 268 
REDEMPTION CALL 


To the Holders of the 

FIRST MORTGAGE 5% GOLD BONDS, SERIES “A”, 

of the WAUSAU TELEPHONE COMPANY of WAUSAU, 

WISCONSIN: 

NOTICE IS HEREBY GIVEN, That the Wausau Telephone 
Company, a corporation of Wausau, Wisconsin, has elected to pay 
and redeem and does hereby call for payment and redemption on 
May 1, 1928, at the Citizens State Bank of Wausau, Wisconsin, 
the trustee, pursuant to the terms of a certain trust indenture 
dated November 1, 1924, at the principal and accrued interest to 
the date of such redemption, plus a premium on said principal 
amount thereof of five per cent (5%). This covers all of said 
bonds issued under said trust indenture. 

The holders of said bonds are hereby required to present same 
on May 1, 1928, for payment and redemption at the office of said 
trustee, at its banking rooms in the City of Wausau, Wisconsin. 

From and after May 1, 1928, no interest will be paid on any of 
said bonds, and the holders of said bonds shall only be entitled to 
said redemptior price for said bonds as herein stated. 

Dated at Wausau Wisconsin 


February 25, 1928. 
WAUSAU TELEPHONE COMPANY, 


By A. H. ZIMMERMAN, Secretary. 


An illustration of notice to call part of an issue of equip- 
ment trust certificates is shown in Form 269. In such cases 
the bonds are drawn by lot and it is necessary to publish the 
number of the bonds drawn. Bonds are drawn in this way 
when purchased out of sinking fund money. ; 


690 CORPORATE MANAGEMENT AND PROCEDURE 


ForM 269 
REDEMPTION CALL FOR PART OF ISSUE 


TO THE HOLDERS OF MICHIGAN TANK CAR EQUIP- 

MENT TRUST GOLD CERTIFICATES: 

You are hereby notified that Michigan Tank Car Company has 
directed the call and redemption on April 1, 1928, of $40,000,000 
aggregate par value Michigan Tank Car Equipment Trust Gold 
Certificates issued under Equipment Trust Agreement dated 
April 1, 1923, between Chas. F. Noble Oil & Gas Co., Michigan 
Tank Car Company and The National Bank of the Republic of 
Chicago, and said certificates bearing numbers hereinafter set 
forth will be paid upon presentation at the office of the undersigned 
on and after April 1, 1928, at par and accrued dividends plus a 
premium of 24% of such par value. After said date such certifi- 
cates will cease to bear interest or to be secured by said agreement. 


M-256, M-257, M-258, M-259, M-280, 
M-281, M-282, M-283, M-302, M-303, 
M-304, M-305, M-325, M-326, M-327, 
M-328, M-248, M-349, M-350, M-351, 
M-370, M-371, M-372, M-373, M-394, 
M-395, M-396, M-397, M-416, M-417, 
M-418, M-419, M-438, M-439, M-440, 
M-441, M-452, M-453, M-454, M-455. 
THE NATIONAL BANK OF THE REPUBLIC 
OF CHICAGO 


By W. E. Toon, Trust Officer. 


42. Serial Bonds 


Serial bonds are those which mature in groups, one group 
in one year, another group the next year, and so on. By this 
arrangement the principal of the outstanding bonds is being 
periodically diminished and the security back of the bonds 
remaining outstanding increased. Since the interest charges 
are being reduced as the successive groups mature it is some- 
times desirable to make the later maturities larger than the 
earlier ones, thus making the combined payment of interest 
and principal a fairly constant charge upon the resources of 
the company. 

An illustration of serial bonds are the 514% Serial Col- 
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lateral Gold Bonds of The Copley Press, Inc., dated Feb- 
ruary I, 1928, and due serially 1930-1943, as follows: 


Amount Maturity Yield % Amount Maturity Yield % 
$160,000 February 1, 1930 5.00 $ 160,000 February 1, 1937 5-50 
160,000 February 1, 1931 5.25 160,000 February 1, 1938 5.50 
160,000 February 1, 1932 5.40 160,000 February 1, 1939 5.50 
160,000 February 1, 1933 5.50 I60,000 February 1, 1940 5.50 
160,000 February 1, 1934 5.50 160,000 February 1, 1941 5.50 
160,000 February 1, 1935 5.50 160,000 February 1, 1942 5.50 
160,000 February 1, 1936 5.50 1,120,000 February 1, 1943 5.50 


The earlier maturities in this issue are priced to yield less 
than the later ones, a common provision in serial bond inden- 
tures. A frequent feature also is the large amount of the 
final maturity. This usually means that some special 
arrangement will be necessary to care for this either through 
accumulation of a sinking fund or some form of re-financing 
operations. In this instance the indenture provides that 
5% of the annual net earnings remaining after payment of 
interest and federal taxes shall be paid into a sinking fund 
each year for retirement of bonds of the last maturity then 
outstanding, by redemption or purchase at not exceeding 
the redemption price. The indenture provides that all of 
the bonds are redeemable at the option of the company, as a 
whole or in part, on any interest date, at 101 and interest on 
or before February 1, 1933; thereafter at 100% and interest 
to and including February 1, 1942, and at par thereafter. 

Most of the real estate issues fall due serially. 

The serial plan of bond issues may be regarded as a sub- 
stitute for the sinking fund plan, although, as in the above 
illustration, sinking funds are sometimes employed in con- 
nection with serial bond issues. When the money in the 
sinking fund is invested by buying up outstanding bonds 
of the issue in connection with which it is established the 
sinking fund plan bears close resemblance to the serial plan. 
In case of serial bonds, however, it is definitely known which 
bonds will mature and be retired in a given year, whereas 
this certainty is not inherent in sinking fund bonds. Of 
course, the callable feature attaching to most serial bonds 
introduces an element of uncertainty as to the possible re- 


692 CORPORATE MANAGEMENT AND PROCEDURE 


tirement of part or all of the issue, but the call privilege may 
not be exercised, being optional with the company and not 
likely to be exercised unless some special advantage is 
found in doing so, whereas the sinking fund arrangement is 
compulsory, hence certain to be exercised. In such case 
bonds are drawn by lot, so that none of the holders can be 
assured as to the continuation of their investment. Their 
only recompense for having their bonds called at an early 
date may be found in the premium which the company is 
required to pay to repurchase the bonds. In some instances 
bonds are called sufficiently soon after issuance and at a price 
sufficiently above the price of issuance to give the investor, 
a high rate of return on his temporary investment. 

An illustration of notes due serially are the 414% Serial 
Gold Notes of the Scranton-Spring Brook Water Service, 
dated December 15, 1927, maturing serially December 15, 
1929 to December 15, 1933. 

Serial bonds should not be confused with bonds issued in 
series. Thus blocks of a total authorized issue of bonds may 
be issued in successive series. [Illustrations are the First 
and Refunding Mortgage Gold Bonds, Series C, 4™%s of the 
Memphis Power & Light Company, which rank equally with 
the series A bonds of that company; also the Collateral 
Trust Sinking Fund 5% Gold Bonds, 2oth Series, of the 
Electrical Securities Corporation. 


43. Sinking Fund Bonds 


Sinking fund provisions of one kind or another are a 
feature of many bond issues. Technically, a sinking fund 
is a sum of money established through periodic payments, 
the whole being allowed to accumulate at compound interest 
until date of maturity of the bonds in connection with which 
it is established, and then employed to redeem them. In 
practice the sinking fund is usually employed at intervals 
to buy up outstanding bonds of the issue it is formed to 
liquidate. The indenture provision is usually to that effect. 
This is ordinarily a more effective disposition of the fund 
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than investing it in other securities would be. The provi- 
sions of the indenture of the Marion Steam Shovel Company 
regarding a sinking fund are set forth on pages 598 to 600. 
In effect, it provides for establishing a sinking fund through 
semi-annual payments sufficient to retire the entire issue 
of bonds on or before maturity. The sum paid semi-annually 
to the trustee is $50,150 plus: 

an amount equal to three per cent (3%) of the aggregate 
principal amount of (1) all bonds theretofore delivered to 
the Trustee in payment of any prior sinking fund payment in 
lieu of cash as hereinafter provided and of (2) all bonds pre- 
viously redeemed or called for previous redemption by opera- 
tion of the sinking fund; provided, however, that the sinking 
fund payment to be made on February 23, 1947, shall be an 
amount necessary to pay at maturity all bonds then out- 
standing. 

The indenture further provides that the trustee shall, 
after February 15 and August 15 of each year beginning 
with August 15, 1927, draw by lot such number of bonds 
as the next succeeding sinking fund payment plus cash held 
in the fund will redeem. Publication of notice of redemption 
is provided for. 

Concerning the advisability of using money in the fund 
to cancel the debt instead of allowing it to accumulate at 
compound interest, Chamberlain and Edwards, in their 
Principles of Bond Investments, page 91, say: 

“i From the days of Albert Gallatin there have not been 
wanting men of sufficient clarity of vision in financial matters to 
realize the unnecessary complexity and waste in sinking fund 
accounts and the simplicity and economy of applying a surplusage 
directly to the cancellation of debt. But it is only in recent times 
that the same principle has obtained recognition for corporation 
bonds. 

Chamberlain and Edwards, page 92, compare the sinking 
fund and serial repayment plans as follows: 

With the exception of telephones, perhaps, of all kinds of prop- 
erty commonly bonded, rolling stock depreciates with greatest cer- 
tainty and rapidity. After fifteen or twenty years there is very 
little life left in it. Yet equipment bonds are one of our strongest 


694 CORPORATE MANAGEMENT AND PROCEDURE 


securities. Most equipment issues, and the best of them, have no 
sinking funds. Their principal safety lies in the fact that the debt 
is paid off more rapidly than the cars and engines wear out. Here 
is the best exemplar of reinforced security: Serial Repayment. 

But in small companies, and in those subject to the depletion of 
their material assets, if there is not serial repayment, then, by all 
means, there should be sinking fund accumulation. 

The payments into the sinking fund are made in various 
ways. A common plan is a fixed annual payment, but there 
are frequent variations from this. Sometimes the instal- 
ments are made to increase in size to offset reduced interest 
payments resulting from reduction of the principal amount 
of bonds outstanding. Sometimes the instalments are made 
to vary with profits, or with gross revenues, or with depletion 
of natural resources suffered. 

The indenture of the Tacony-Palmyra Bridge Company 
provides that in connection with its $2,500,000 issue of 6% 
First Mortgage Bonds, dated December 1, 1927, due Decem- 
ber 1, 1952, semi-annual sinking fund payments shall be 
made beginning July 1, 1931, and continuing each year there- 
after, it being estimated that these instalments will retire 
not less than 50% of the entire first mortgage bonds at 
maturity. Note that instalments are deferred several years 
in this instance. 

The indenture of Spang, Chalfant and Company, Inc., for 
its authorized issue of $12,000,000 First Mortgage 5% Sink- 
ing Fund Gold Bonds dated January 1, 1928, due January 
1, 1948, provides for a sinking fund of $375,000 per annum, 
payable semi-annually, commencing January 1, 1929, to be 
applied to the retirement of the bonds by purchase at or 
below the then current redemption price, or, if not so obtain- 
able, by redemption by lot at that price; but the company 
retains the right to deliver bonds at cost (not exceeding 
the then current redemption price) in lieu of cash payments 
to the sinking fund. 

The indenture of the Commercial Investment Trust Cor- 
poration for its $15,000,000 6% Convertible Debentures, 
dated March 1, 1928, due March 1, 1948, provides for a 
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purchase fund of $750,000 per annum, equal instalments 
to be reserved semi-annually beginning September 1, 1928, 
to be used to purchase debentures, if obtainable at or below 
100% and interest, unexpended balances at end of each six 
months’ period to be used for general corporate purposes. 

The indenture of the Pitney-Bowes Postage Meter Com- 
pany for its $500,000 of Ten-Year 6% Secured Sinking Fund 
Gold Notes dated December 1, 1927 due December 1, 1937, 
provides for a minimum sinking fund, operating semi-an- 
nually, commencing June 1, 1928, sufficient to retire at least 
60% of the notes by maturity. An additional sinking fund 
is provided, commencing June 1, 1929, of 10% of con- 
solidated net earnings of the previous year, as defined in the 
indenture. 

The indenture of the National Gas & Electric Corporation, 
for its $3,400,000 of First Mortgage Collateral Gold Bonds, 
dated February 1, 1928, due February 1, 1953, provides for 
a sinking and improvement fund, beginning January 1, 1930, 
equal annually to not less than 1% of the greatest principal 
amount of bonds of this series at any time outstanding, to 
be used either to retire bonds or be invested in betterments. 


C. As To TRANSFERABILITY AND NEGOTIABILITY 


44. Registered Bonds 


Bonds may be made registerable as to principal or as to 
both principal and interest. Provision should be made for 
this in the indenture. Registration as to principal consists 
in submitting the bond to the registrar, who makes a record 
thereof in a form such as is shown in Form 270, and who 
also enters the owner’s name in the space provided therefor 
on the bond itself, indicating also his own capacity to- per- 
form the registration. In case of bonds registered as to 
both principal and interest, known as fully registered bonds, 
the old bond is cancelled and a new non-coupon bearing form 
of bond is issued in its place. The registrar makes entry in 
the form shown in Form 271. 
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Form 270 


REGISTRAR’S RECORD 


TRUST NO. 


ForM 271 


REGISTRAR’S RECORD 


TRUST No. 


—— 


BONDs CANCELLED FULLY REGISTERED BONDS 


There are advantages of full registration under certain 
conditions. Thus if a person holds many bonds of the same 
issue it may be a saving of time to have his interest mailed 
to him by check instead of clipping the coupons. Again, the 
owner may have the check for interest mailed direct to his 
bank, thus enabling him to be absent at long intervals with- 
out interfering with his interest collections. In general, how- 
ever, registration as to either principal or principal and 


. 
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interest is the exception to the usual procedure of bond- 
holders. In case the bonds are sold the registration must 
be cancelled, a procedure involving time and trouble. 

Unregistered bonds are negotiable, being transferable by 
delivery. Most bonds are held in this form. 


D. As To WHETHER OPEN OR CLOSED 


45. Closed-End Mortgages 


A closed-end mortgage is one under which no additional 
bonds may be issued. Any further attempt to place addi- 
tional mortgages on the same property results merely in 
establishing junior liens. An illustration of a closed-end 
mortgage is that securing an issue of $2,500,000 First Mort- 
gage 6% Sinking Fund Gold Bonds of the Tacony-Palmyra 
- Bridge Company. ‘This issue represents less than 54% of 
the company’s total investment, but no further bonds of 
this rank may be issued, all other securities being junior 
liens. 


46. Limited Open-End Mortgages 


Most modern corporate mortgages are of the limited open- 
end type. A company desiring to borrow $1,000,000 now 
but anticipating further future requirements of $5,000,000 
may, if it has sufficient security, execute a mortgage for 
$6,000,000, sell $1,000,000 of bonds now and reserve the 
remaining authorized $5,000,000 for future needs. Under 
this management all of the bonds rank alike, whereas if a 
new mortgage is executed each time additional funds are 
required each lien will be junior to that of the preceding 
one, unless different property is mortgaged each time. The 
advantages of one large issue over several small ones from 
the point of view of marketability and saving of clerical work 
is obvious. Thus the indenture of the Southern Counties 
Gas Company of California, which secures a $12,000,000 
issue of First Mortgage 414% Gold Bonds, Series 1968, 
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provides that $100,000,000 of bonds may be issued there- 
under. 

Not infrequently bonds issued in series are protected by 
one mortgage. Thus the $20,000,000 First Mortgage 67% 
Sinking Fund Gold Bonds, Series A, of the Westphalia 
United Electric Power Corporation, dated January 1, 1928, 
due January 1, 1953, are protected by an indenture securing 
an additional $30,000,000 which may be issued in the future. 
“Additional bonds (other than bonds for refunding) may 
be issued for a principal amount not to exceed 66 2/3% of 
the cost or fair value, whichever is less, of additional fixed 
properties, under restrictions to be set forth in the indenture, 
but only if combined net earnings (as defined therein) shall 
have been not less than three times the annual interest on 
all bonds to be outstanding under the indenture.” 

Some such provision as the above, prohibiting the issuance 
of further bonds under an indenture unless earnings, or 
value of plant, or both, are up to required standard are a 
frequent and usually desirable provision of trust deeds 
having open-end provisions. This is an especially desirable 
feature of unlimited open-end mortgages. 


E. As To YIELD 


47. The Rate of Interest 


Various factors enter into the determination of the rate of 
interest a given bond shall carry. The junior lien bonds or 
debentures of any company naturally must carry a higher 
rate of interest than its prior lien bonds, because the risk 
which the purchaser accepts is greater. The rate of interest 
is also affected by the money market, which in turn is affected 
by business conditions generally. During the war interest 
rates were high and companies having good security were 
compelled to pay 7% or more for money, whereas in 1928 
as same companies were paying in the neighborhood of 
/ Ole 


The rate of interest which a bond carries should not be 
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confused with the yield. Only when a bond is purchased at 
par does the yield equal the rate. If a bond is bought below 
par the yield is higher than the rate, and if bought above 
par the yield is less than the rate, providing the bond is held 
until redeemed at par at maturity. If a bond is called at 
a premium the yield may be greater than the rate, whereas 
if held to maturity the yield would be less than the rate. 
This is based on the assumption that the premium received 
is regarded as interest. 

When bonds are marketed they are priced on a yield basis. 
Thus the Secured Gold Debentures, 5% Series due 1978, 
were priced at 93% and accrued interest to yield over 
5.35 Yo, and the First Mortgage 4% Gold Bonds, Series A, of 
the Nashville, Chattanooga & St. Louis Railway, dated Feb- 
ruary I, 1928, due February 1, 1978, were offered at 97% 
and accrued interest to yield 4.14% to maturity. Several 
bond tables may be had giving prices for all usual terms and 
rates. 

The purchase and sale of bonds at a discount or premium 
renders necessary the amortization of the discount or 
premium account, as the case may be, provided they are 
held as a permanent investment. For bonds held tempor- 
arily amortization is not usually necessary. 


48. Income Bonds 


In case of income bonds interest is paid only if earned. 
Usually if not all of the interest is earned as much is paid 
as is earned. Sometimes the interest on income bonds is 
made cumulative. Some income bonds are debentures while 
others enjoy the security of a junior mortgage. Income 
bonds thus resemble stocks in some respects, but of course 
take preference over stocks of the issuing company. In 
connection with issues of income bonds various questions 
arise in determining just what the income of the issuing 
company is. For example, what depreciation shall be allowed 
in order to determine income available for interest on income 


bonds? 
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49. Adjustment Bonds 


Usually adjustment bonds are income bonds issued to 
adjust a debt which has been compromised. 


50. Participating Bonds 


Participating bonds are those which pay a fixed rate of 
interest and in addition share in the profits of the company 
under prescribed conditions. 


F. As To SPECIAL PRIVILEGES 


51. Convertible Bonds 


Convertible bonds are those made exchangeable into some 
other form of security of the issuing company under pre- 
scribed conditions. Most convertible issues are sold by 
companies which have exhausted their first-class security or 
whose credit position has been impaired, the privilege of 
conversion being intended as a kind of supplement to the 
available security in form of tangible assets. It is necessary, 
of course, for the issuing company to reserve a sufficient 
amount of the authorized security into which conversion 
may be made to make the conversion whenever required. 
Conversion is usually, but not always, at the option of the 
holders of the bonds; occasionally the company retains the 
privilege to exercise the conversion. 

Perhaps the most common convertible arrangement is 
that of bonds into common stock, although preferred stock 
is frequently made convertible into common stock, and a 
frequent convertible ratio is that of par for par, i.e., $1,000 
par of bonds is made convertible into ten shares of common 
stock each share having a par value of $100; but from this 
there are many variations. 

Convertible bonds are popular with investors because they 
combine the fixed interest income characteristic of bonds 
with the speculative possibilities of common stocks, at least 
when conversion is into common stock. When first marketed 
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convertible bonds usually sell on a strictly investment basis; 
but if the company prospers the convertible bond ceases to 
sell on an investment basis and fluctuates in sympathy with 
the fluctuations in market price of the security into which 
conversion may be made. Frequently the convertible 
privilege expires on a given date, so that the bondholder 
loses his right of conversion unless he exercises it on or 
before that date. 

It is usually to the advantage of a company to bring about 
conversion in case of bonds convertible into common stock 
because its fixed charges are thereby reduced. 

Some illustrations of convertible bonds follow: 

The Commercial Investment Trust Corporation has out- 
standing an issue of $15,000,000 6% Convertible Deben- 
tures, dated March 1, 1928, maturing March 1, 1948. These 
are convertible into cumulative 614 % preferred stock having 
a par value of $100, at the rate of 10 shares for each $1,000 
debenture. 

The National Gas & Electric Corporation has an issue of 
$1,800,000 Three-year 5% % Convertible Gold Notes, dated 
February 1, 1928, maturing February 1, 1931. These are 
convertible, up to and including October 1, 1930, or until 30 
days prior to any date specified for redemption if called prior 
to that date, at the option of the holders, into ten shares of 
non par value cumulative preferred stock for each $1,000 
face value of notes. 

The Southern Asbestos Company has outstanding an issue 
of Ten-year Sinking Fund 6% Convertible Gold Debentures, 
dated December 15, 1927, due December 15, 1937, each 
$1,000 debenture being convertible at the option of the 
holder into forty shares of the company’s common stock, at 
any time on or before December 15, 1932; 50,000 shares 
of non par value stock are reserved for conversion of these 
debentures. 

The New England Gas and Electric Association, a Massa- 
chusetts voluntary association, has an issue of $17,000,000 
5% Convertible Gold Debenture Bonds, dated September 
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I, 1927, due September 1, 1947. An aggregate of $8,500,000 

‘of these bonds are convertible in the order of surrender for 
conversion on the first day of any month through Sep- 
tember 1, 1931, into $5.50 dividend series preferred shares 
of the association at the rate of 10 shares for each $1,000 
bond. 


52. Bonds with Stock Warrants 


Sometimes bonds are issued with stock warrants attached, 
granting to the buyer of a bond the privilege of buying a 
specified amount of the company’s capital stock at a speci- 
fied price. Such warrants become valuable if the market 
price of the stock purchasable goes higher than the price at 
which the bondholder is privileged to purchase it. 

The Hamilton Gas Company has an issue of First Mort- 
gage 644% Sinking Fund Gold Bonds, Series “A,” dated 
December 1, 1927, due December 1, 1937. Each holder of 
a $1,000 bond of this issue is entitled to purchase a unit of 
eight shares of the company’s common stock, without par 
value, at $5 per share on or before December 1, 1930; there- 
after to and including December 1, 1932, at $7.50 per share; 
thereafter to and including December 1, 1934, at $10 per 
share; thereafter to and including December 1, 1935, at 
$12.50 per share; and thereafter to December 1, 1937, at 
$15 per share. 

Stock purchase warrants may or may not be detachable. 
An illustration of detachable stock purchase warrants are the 
$1,500,000 Twenty-five Year 614 % Sinking Fund Mortgage 
Bonds of the American Woman’s Realty Corporation, dated 
December 1, 1927, due December 1, 1952. These bonds 
carry detachable warrants entitling the holder to purchase 
common stock of the company of $50 par value on the basis 
of ro shares for each $1,000 bond at the following prices: 
Until November 30, 1929, at $50 per share the price increas- 
ing $1 per share each year up to $58 for the year ending 
November 30, 1937, after which the rights cease to be 
valid. 
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ACCOUNTING FoR Bonp IssuEs 


53- Bonds Authorized and Issued 


As is frequently done in case of issues of capital stock, an 
entry may be made for the total authorized issue of bonds, 
whether or not all are to be sold at once. In such case, the 
charge is to unissued bonds and the credit to bonds 
authorized, thus: 

Unissued First Mortgage 5% Gold 

OMCs ay nT. Meme ooo $1,000,000 
To Authorized First Mortgage 
aoe Gold + Bonds at a tc. 4 $1,000,000 
For issue of First Mortgage 5% Gold 
Bonds authorized by resolution of 
the board of directors. See Min- 
ute Book, page —. 

In case $500,000 of the above issue is sold for cash at a 

premium of 5, the entry is: 


MEAG MEA ER Ses ais aisle soar ard «woes 26g $525,000 
To Unissued First Mortgage 5% Gold 
BOM Sie clrod cele, 4s cde Daa ore cubes $500,000 
Premium On) BONS noc: 506 ges pa 25,000 


For sale of $500,000 First Mortgage 5% 
Gold Bonds at 105. 


If, instead, the bonds are sold at 95 the entry is: 


(CECIS 2a Sie EON Orn era ae nae eae $475,000 
Wiscountron Bondsec 66... ses eos ones 25,000 
To Unissued First Mortgage 5% Gold 
Leta Sh ce castle ee 7 CA a a $500,000 


For sale of $500,000 First Mortgage 5% 
Gold Bonds at 95. 

In case no formal entry is made for the bonds authorized, 
the word “Unissued” is omitted in the second and third 
entries above. 

As a rule the amount of the authorized issue is not ex- 
pressed in the balance sheet, unless all of the issue happens 
to be outstanding, in which event the amount authorized 
corresponds to the amount issued. It would appear that in 
case of open-end mortgages some means should be taken to 
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apprise the reader of the balance sheet of the situation, pos- 
sibly in a footnote appended to the balance sheet. 


54. Bonds Sold Through Bankers 


Most large issues of bonds are underwritten and sold by an 
independent investment house experienced in money market 
conditions and having an established list of customers. In 
such case the amount to be received is agreed upon between 
the investment banker and the issuing company, all risk of 
being able to dispose of the bonds being assumed by the 
banker. On the books of the issuing company the entry is: 


Jones7a Co. Bankers x. eas ts ec $475,000 
Discount fon Bonds h..6 ele cleans oles 25,000 
To Unissued First Mortgage 5% Gold 
Bonds (tas \s-.ue tors Sereeeta wees eee $500,000 
When Jones & Company turn over the cash the entry is: 
MCAS fee cinlicna oe sone Sere enh RR rte oe: create $475,000 
To Jones-& Co.,,.Bankers oo i-e5 25/2 $475,000 


55. Contingent Liability on Guaranteed Bonds 


Parent companies sometimes guarantee the interest on 
bonds of their subsidiaries. This is a contingent liability 
which, though not usually expressed on the parent company’s 
balance sheet, should be clearly set out in the annual. report. 
If a consolidated balance sheet is made up the guaranteed 
bonds will be shown therein. If the issuing company defaults 
and the guaranteeing company pays the interest, the charge 
is against the issuing company. On its books the issuing 


company charges interest and credits the guaranteeing 
company. 


56. Accounting for Securities Deposited as Collateral 


Many bond issues are secured by collateral consisting of 
stocks or bonds, or both, owned by the issuing company. 
These are deposited with the trustee to whom the indenture 
is made out. When the collateral is transferred the invest- 
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ment account in which the securities have been carried should 
be credited and a pledged investments account charged. This 
procedure is important because the pledged securities are no 
longer at the free disposal of the company which owns them. 


57- Accounting for Equipment Trust Bonds 


Equipment trust bonds usually mature serially, one series 
each year. Each time the company which leases the equip- 
ment pays off a series it increases its equity in the equip- 
ment. When all series are paid off it becomes absolute owner 
through transfer of title from the trustee. The initial cash 
payment should be charged to an Equity in Leased Equip- 
ment account, and as each series of equipment bonds is 
liquidated an entry should be made crediting the Leased 
Equipment account. When all equipment bonds are paid off 
and title to the equipment is transferred to the company, an 
entry should be made transferring the balance from the 
Leased Equipment account to an Equipment Owned account. 

Assume that the Air Line Railroad Company issues 
~ $3,000,000 of 414% equipment trust bonds secured on 
equipment costing $4,000,000. The bonds mature annually 
over a period of six years, $500,000 each year. An initial 
payment of $1,000,000 is made to the manufacturer and 
expenses in connection with the issue amount to $5,000. The 
entries are: 

January I, I9... 
Equity in Leased Equipment....... $1,000,000 
ran Casi priioeis cael werss ets Neiges $1,000,000 
Initial payment made on equip- 
ment secured under issue of 
$3,000,000 414% collateral trust 
bonds dated Jan. 1, 19... 
Expense of Equipment Bond Issue. . 5,000 
Jae BE gigs cy nar eerie re nur eer 5,000 
For expenses incurred in issue 
of $3,000,000 444% equipment 
bonds dated Jan. 1, 19... 
Leased Equipment............-.+> 3,000,000 
To Equipment Trust Bonds...... 3,000,000 
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For issue of $3,000,000 442% 
equipment bonds dated January 


ie Oe ae 
January—1, 19... . (Next> Year) 
Equipment Trust Bonds........... $ 500,000 


EO Casha, tate Gerster eam seter teats $500,000 
For redemption of 414% equipment 
bonds dated Jan. 1, 19... 
Equity in Leased Equipment... .... 500,000 
To Leased Equipment.......... 500,000 
When all equipment bonds have been paid off the follow- 
ing entry is in order: 
EQUIDINENE Fahe.co)125 oho lets ance tones $4,000,000 
To Equity in Leased Equipment. . $4,000,000 
Of course suitable allowance should appear for deprecia- 
tion in the proper depreciation reserve account. 


58. Treatment of Accrued Interest 


Bonds are sold at a given price plus accrued interest. Thus 
if an issue of bonds is dated January 1, 1928, but the sales 
are made at intervals over a period of several months, resales 
being made by the various brokers and bankers to whom the 
investment banker sells them in large lots, it is evident that 
in case of most sales of bonds, in fact in all sales except those 
made on the day the bonds are dated or on subsequent 
interest dates, which usually occur semi-annually, accrued 
interest must be considered. The following reproduction of 
a broker’s statement of an actual sale will make clear certain 
points involved. 

Broker & Company 
Chicago, Illinois 
Chicago, July 29, 1926 
Due July 30, 1926 
Mr. J. D. Grant, 
2716 Earling Ave. 
Elgin, Il. 
Dear Sir: 
We have this day sold for your account and risk: 
$1,000 Berlin Municipal External 614% April 1, 


BONDS AND NOTES 707 


FOCOM CO OLIG: ain nem noes oN ees SEMA GAs $917.50 
Int. from Apr. 1 to July 30—119 Days........ 21.49 
wae $938.99 

Less Commission....... mlehella aug iether e ek ebstor ote 2.00 
$936.99 


Yours very truly, 
BroKER & Co. 

By J. S. Gould, 
Investment Dept. 


It is understood and agreed: 

I. That transactions executed on the New York Stock Exchange, the 
Boston Stock Exchange, and other exchanges, shall be subject to and are to 
be governed by the rules and customs of the Exchange where executed and 
its Clearing House; transactions in outside securities are subject to a reason- 
able commission according to the service rendered. 

2. That all securities carried in your account, whether bought by us or 
deposited by you as security therefore, may be loaned or pledged by us, 
either separately or together with other securities, either for the sum due 
thereon or for a greater sum, and may be sold or bought either at public 
auction or private sale—all without further notice—when such sale or 
purchase is deemed by us necessary for our protection. 

E. & O. E. 


Interest was last paid on this bond on April 1, 1926, so 
that at the time of delivery, viz., July 30, 1926, interest had 
accrued for 119 days, as follows: 


PRDEL an rarer octe ses 29 days 
IVIet yon eer as Pas cae Brees 
RING reece teas Boma 
SHULL earths stots ae nee. 20) een 
11g days 


This interest amounts to $21.49 and is said to be the amount 
accrued at date of delivery. It is added to the price of the 
bond, making a total of $938.99, which, less the commission 
of $2.00 deducted by the broker, is the amount turned over 
to the seller or credited to his account by the broker. The 
entry on the books of the seller on July 30, 1926, is as 
follows: 


Casha (orsBroker-& Co:) 3 fen oe inten oe $936.99 
SE OTMMSSIONS ER is ea anys see Reed ae a 2.00 
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Tovinvestments '4.(us.n5.5 st atectteiiereage see $917.50 
Interest. Earned) 30. swat > 0% 21.49 
Sale Berlin 6% at 9134. 


The above entry is based on the assumption that the bond 
was also purchased at 9134. If, however, the bond was 
purchased at 89 on July 18, 1925, no commission being paid 
because it was then first issued, the entry on the books of 
J. D. Grant would be as follows: 


Thivestiments:© 25 Hots. cis abetenls 34s ba see $890.00 
Triterese aid 5 es toita eee aie ee a 19.68 
‘Lo Broker: & Cow (or Cash) iis ysis bance a sce $909.68 


Purchase Berlin 6% at 89. 
Then the entry for sale on July 30, 1926, should be: 


Cash. (or Broker (Cor). f.0 oc. stra ate seo $936.99 
COMMISSIONS 8: orcxc4 ners hone Cieeeeadhel ae sees 2.00 
Wo Investments’ ili anes toe thee ees $890.00 
Interest; Famed’ ss. Vawt ine ee 21.49 
Profit on Sale of Securities........ 27.50 


Sale Berlin 614 at 9134. 


Note that interest accrued on the bond when purchased 
is charged to “Interest Paid” account; when sold, to “Interest 
Earned” account. This is preferable to entering these items 
in one account termed ‘Accrued Interest.”’ When the 
coupon on the above bond was cashed on October 1, 1925, 
the entry on J. D. Grant’s books was: 


Cash" (or Broker &iCa.yy 2 es ro sete ee $32.50 
To <interést): Paidcc 4. 3 bite lentes bate $19.68 
Interest Hamed" 25.25. ate cee ees 12.82 


For collection of coupon on Berlin 61%. 


The same result is secured if only an Interest Earned 
account is kept, the charge and credit made in the above 
entries to Interest Paid account being instead made to the 
Interest Earned account. 

In case of a company selling bonds upon which interest 
has accrued, it receives payment for the amount of the 
interest accrued since the last interest date. Any coupons 
which mature before the bonds are sold are clipped off and 
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disregarded, since the company incurs no obligation as 
regards them. The entry would be as follows: 


Cash . SIERO ia ors GPO Mien gee ae $201,640 
thogimissued 369-1 Bonds)ye0.%.04) <4. $200,000 
BONG sl Nterestimnaey.ces as tesco cs 1,640 


Sale of $200,000 6% bonds at par and 
accrued interest. 


When the interest falls due and is paid the entry is: 


PDC ereStel XPENISE uc et keen Se week eles sal $4,360 
MSOMGMINTE RESET; 5/ Sener mere Lt otc sl eise aac ees 1,640 
CIN aS itera rn ote eirsher es Menten case eee Re tay Ls $6,000 


59. Funds for Paying Bond Interest 


A company must always arrange to have money in readi- 
ness for liquidation of its interest obligations. Interest on 
most bond issues is payable semi-annually, but occasionally 
it is payable quarterly. Ifa company makes its own interest 
disbursements it is usually best to place the amount required 
to pay the total interest charge on a given bond issue in a 
separate bank account so that interest checks and returned 
coupons may be handled separately from other cash dis- 
bursements. It is becoming the custom to delegate the duty 
of taking care of these details to the company’s fiscal agent, 
to whom a check is made out for the full amount of the in- 
terest requirements and who then attends to the details of 
mailing interest checks to holders of fully registered bonds, 
cashing coupons as they are submitted, and returning same to 
issuing company for cremation or whatever other disposition 
may be thought necessary. Coupon owners usually cash 
their coupons at their own banks, depositing them the same 
as other cash items; their banks then send them to the bank 
holding the interest money for their redemption. The names 
and location of one or two depository banks are usually 
stated on the face of the coupons. The following entry is in 
order when the issuing company turns over a check to its 
fiscal agent for the semi-annual interest requirement: 
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December 31, 19... 
Interest on Bonds (naming issue)........ $50,000 
SG ACSSSED (4 5.:= 5 sia -naeiove oak ote etter ees apa ete $50,000 
For money transferred to trustee in prep- 
aration for payment of interest on the com- 
PAW VeS: lahgu eon bonds falling due January 


Even though a company makes its own interest disburse- 
ments the advantage of setting aside a fund just sufficient to 
meet the requirements is obvious, since some coupons may 
be submitted long after the due date. Nevertheless the 
company becomes liable for the full amount on the due date 
and the funds required cannot be considered as available for 
other uses. At any rate, some means should be employed to 
show the full amount of interest expense incurred in any 
given fiscal period, whether or not the cash is disbursed in 
that period. In case it is not desired to set aside the fund 
necessary to meet all interest requirements on the day it 
falls due, the expense and the corresponding liability may be 
expressed by means of the following journal entry: 

December 31, 19... 
Interest on Bonds (naming issue)........ $50,000 
To Interest Payable on Bonds (naming 


SSG) 552 Gv phen ie wae ees ee $50,000 
To show liability for interest due Jan. 1, 
19...; also to bring interest expense on 
books for fiscal period ending Dec. 31, 


TOSs: 

In case this procedure is followed cash is disbursed only as 
coupons are submitted, the charge being against the Interest 
Payable on Bonds account. The credit balance in this 
account shows the liability of the company at any given time 
on coupons due but for some reason not as yet submitted. 


60. Monthly Interest Accruals 


The general principles of accruals of interest have been 
considered. Since most companies desire monthly state- 
ments of income as well as monthly balance sheets it is 
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necessary that entries for accrued interest be made in respect 
to all outstanding bonds issued by the company as well as in 
respect to all interest bearing obligations of other companies 
or political divisions which the company happens to own. 

To illustrate, assume that a company is organized as of 
January 1, 1929, and issues $100,000 of 20-year 6% bonds 
as of that date, selling them at par. On February 1 of the 
same year it buys $10,000 of 6% bonds of another company 
at par and dated January 1. Monthly statements are 
required. What entries are required in respect of interest? 

As of January 31: 

TM CLESEGE XDENSO tes Steere ihe ai ore alee Sects, owe $500 

To Accrued Interest on Bonds Payable...... $500 
For one month’s interest accrued on $100,000 of 
6% bonds outstanding. 


On February 1 this entry is reversed. 
As of February 28: 
PHECEOSE HOXDENSE) Ye 21) clscetereeisis oie she bie 6 oe ols $1,000 
To Accrued Interest on Bonds Payable.... $1,000 
For two months’ interest accrued on 
$100,000 of 6% bonds outstanding. 
Accrued Interest on Bonds Owned......... 50 
MOPincerest Harned 22nd. ee ce seas s 50 
For one month’s interest accrued. 


Both entries are reversed on March 1. 


61. Bond Discount and Premium 


Since it is customary to show bonds at their par value in 
the ledger the difference between this and the amount of cash 
received for them must be carried to a bond discount account 
or a bond premium account, accordingly as the amount of 
cash received is less than or in excess of the par of the 
bonds. In connection with the flotation of an issue of bonds 
certain expenses are incurred. These may be charged to a 
distinct expense account or, as is not infrequently done, to 
the discount on bonds account. Theoretically, the expenses 
should not be carried to the bond discount account, since this 
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represents an interest adjustment account to be amortized 
over the life of the bonds. If an issue of 6% bonds of a 
given company could be marketed at par, then an issue of 
5% bonds of the same company having equal security would 
sell at a considerable discount to afford the buyer the same 
yield, viz., 6%. It is apparent that though the interest rate 
is 5% on the bond which sells at a discount the buyer is 
getting a higher return because he bought at a discount, 
paying possibly $900 for a bond, but will receive $1,000 when 
the bond matures. In other words, in addition to the money 
actually paid the buyer as interest he is also receiving 
interest in the form of an accumulation in principal. If the 
bond matures in ten years this amounts to approximately 
$10 a year, which added to the $50 he receives as interest in 
cash equals the same amount he would receive yearly in cash 
had he bought a 6 % bond instead of a 5 % bond. 

The above statements, while not strictly accurate, are 
adequate to explain the principle involved in bond discount 
and premium, viz., that they represent an adjustment of 
interest. Moreover, for most practical purposes the plan of 
equal distribution of discount or premium over the life of 
the bond is sufficiently accurate. 


To illustrate, assume that a company issues $100,000 of 


5% bonds due in 10 years, selling them at 90. The entry 
when the bonds are sold is: 


CAST. Aparna ia teks tis, RO rerun $90,000 
Discounts on. Bonds >: 2..esiae ease 10,000 
OS BONGS hs ccm hale ene renner $100,000 


Periodically, either monthly or yearly, according to re- 
quirements, the correct proportion of the discount should be 
transferred to the Interest Expense account. In this case 
1/120 of $10,000, or $83.33, is the monthly charge to interest 
on account of amortization of the Discount on Bonds 
account. The entry at the end of the first month is: 


Interest Expense. .8X. 0 ...8 «c Pawo eens $83.33 
To Discount on Bonds 


eas 
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At the same time the entry for accrued interest is: 


RELerest TUXPelSe/s oe antes Sacie oh ao Stee: $416.67 
mow bnterest ACCrued incase et.csee ne <8 $416.67 


This makes the total monthly charge to Interest Expense 
account $500. At the end of six months the Interest Accrued 
credit balance amounts to $2,500, dropping the 2 cents, which 
arise from failure to carry the decimal point beyond two 
places. This is the amount of cash to be disbursed as 
interest. Note, therefore, that the semi-annual charge to 
Interest account amounts to $3,000, whereas the amount 
disbursed for interest is only $2,500, the difference repre- 
senting the amount of the Discount on Bonds account 
amortized. 

To illustrate the procedure in case bonds are sold at a 
premium, assume that a company issues $100,000 of 7% 
bonds due in ro years, selling them at 110. The entry when 
the bonds are sold is: 

DAG cet So cis tiessinn © ste he’ ee. sic $110,000 


fo. Premium’ on, bonds... 0.0... > $ 10,000 
Bond sr ice catchala beets oea.6. 6, ay euere' at 100,000 


Periodically, either monthly or yearly, according to re- 
quirements, the correct proportion of the premium should be 
transferred to the Interest Expense account. In this case 
1/120 of $10,000, or $83.33, is the monthly credit to interest 
on account of amortization of the Premium on Bonds ac- 
count. The entry at the end of the first month is: 


PREM Otl sEONOS eo ciciis s)sk. o cle’ elo 3,0) ce steve, v= $83.33 

POM INCELESt MES DOTISE «acre! cleleielcle tials oly or $83.33 
At the same time the entry for accrued interest is: 
Interest Expense . 0.2.02. s0ceccccenses $583.33 

To Interest Accrued.«........ prelesetatans $583.33 


This results in a monthly charge to Interest Expense 
account of $500. At the end of six months the Interest 
Accrued account credit balance amounts to $3,500. This is 
the amount of cash to be disbursed as interest, whereas the 
semi-annual interest charge amounts to $3,000, the difference 
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representing the amount of the Premium on Bonds account 
amortized. 


62. Sinking Fund Requirements of Trust Indentures 


Sinking funds are established in accordance with the 
provisions of the trust deed. It is usually provided that 
funds for establishment of the sinking fund shall be paid 
over periodically to the trustee. The following extracts from 
trust deeds will show what some of the variations are in this 
respect. 


63. Sinking Fund of Amalgamated Phosphate Company 


Below is reproduced Article V of the first mortgage 
trust indenture of the Amalgamated Phosphate Company to 
the National City Bank of New York, as trustee, securing 
its First (closed) Mortgage Sinking Fund 6% Gold Bonds, 
dated August 2, 1926, due August 1, 1936, explaining the 
bond redemption and sinking fund arrangements under the 
trust. 


SECTION 28. The Bonds issued under this Indenture shall be 
subject to redemption, in whole or in part, either at the option 
of the Company or through the operation of the Sinking Fund 
hereinafter provided for, on any semi-annual interest date prior 
to maturity, at a redemption price equivalent to 104 per cent. of 
the principal amount thereof, if redeemed on or before August 1, 
1928, and, if redeemed after August 1, 1928, and on or before 
August 1, 1934, at the said redemption price less an amount equal 
to one-half of one per cent. of such principal for each whole year 
intervening between January 31, 1928, and the date of redemption, 
and if redeemed after August 1, 1934, at a redemption price 
equivalent to 100% per cent. of the principal amount thereof, all 
in the manner hereinafter provided in this Article Fifth. 

SECTION 29. If at any time the Company shall desire to 
redeem less than all the Bonds at the time outstanding, the 
Company shall notify the Trustee, in writing, of the aggregate 
principal amount of Bonds which it desires to redeem, specifying 
the interest date (which shall not be less than forty days after 
such notification) on which it desires to make redemption. As 
soon as practicable thereafter, the Trustee shall determine by 
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lot, in any manner deemed by the Trustee to be fair, the serial 
numbers of the Bonds to be redeemed, and shall certify the same 
to the Company. The Company shall thereupon publish in one 
daily newspaper of general circulation, printed in the English 
language, published in the Borough of Manhattan, City and State 
of New York, once a week for four successive weeks (the pub- 
lication to be not less than thirty days prior to such redemption 
date), notice of such intended redemption, designating the re- 
demption date, the serial numbers of the Bonds to be redeemed 
and the redemption price thereof, and requiring that such Bonds 
be then surrendered at the Head Office of the Trustee, in the 
Borough of Manhattan, City and State of New York, for re- 
demption at the said redemption price, and giving notice, also, that 
interest on such Bonds shall cease from and after the designated 
redemption date. If any of the Bonds so to be redeemed shall 
be registered, notice of redemption shall also be mailed to the 
respective registered owners thereof, at least thirty days prior to 
the redemption date, at their addresses appearing upon the Bond 
registration books; provided, that such mailing shall not be a 
condition precedent to such redemption, and failure to mail or 
to receive any such notice shall not affect the validity of the 
proceedings for the redemption of such Bonds. If at any time 
the Company shall desire to redeem all the Bonds at the time 
outstanding, it shall give notice thereof in like manner as above 
provided, except that the notice of redemption need not specify the 
serial numbers of the Bonds to be redeemed. 

Notice of redemption having been given as in this Section 29 
provided, and an amount in cash sufficient to redeem the Bonds 
designated in the notice having been deposited with the Trustee 
for that purpose on or before the redemption date, the said 
Bonds shall, on the redemption date designated in such notice, 
become due and payable at the said Head Office of the Trustee, at 
the redemption price thereof then payable, as provided in Sec- © 
tion 28 hereof; and upon the surrender thereof, with all interest 
coupons maturing subsequently to the said redemption date, and, 
in the case of Bonds which shall at the time be registered, accom- 
panied by the duly executed assignments or transfer powers, such 
Bonds shall be paid and redeemed out of the funds so deposited 
with the Trustee, at the said redemption price. After the date 
so fixed for redemption (unless the Company shall make default 
in providing cash for the redemption thereof), the Bonds so 
designated for redemption shall cease to bear further interest or 
to be entitled to any of the benefits or security provided by this 
Indenture, or any other rights, except with respect to their pro 
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rata share in the funds deposited for their payment as in this 
Section 29 provided; but all interest coupons pertaining to such 
Bonds, which shall have matured on or prior to the redemption 
date, shall continue to be payable to the respective holders thereof, 
but without interest thereon. 

SECTION 30. If at any time notice of redemption of all out- 
standing Bonds shall have been given as provided in Section 29 
hereof, and there shall have been deposited with the Trustee an 
amount in cash sufficient to redeem all such Bonds at the redemp- 
tion price payable on the redemption date designated in such 
notice, and to pay and discharge any and all sums then due or 
to become due hereunder, whether for principal or interest, or 
otherwise, and there shall have been paid to the Trustee all 
costs, charges and expenses payable to it, the Trustee, in such 
case, on the demand and at the cost and expense of the Company, 
shall cancel and discharge the lien of this Indenture and shall 
execute and deliver to the Company such deeds or discharges as 
shall be requisite to discharge the lien hereof and to reconvey 
to or to revest in the Company the properties then subject to 
the lien hereof. 

SECTION 31. As and for a Sinking Fund for the retirement of 
the Bonds, the Company will pay over to the Trustee, from time 
to time, so long as any of the Bonds remain outstanding and 
unpaid, the following sums: 

On or before June 15 in each year, beginning in the year 
1927, a sum in each case equal to 35 cents for each ton 
of 2240 pounds of phosphate rock mined and shipped from 
any of the mortgaged premises in the twelve months ended 
on May 31 immediately next preceding, plus the amount of 
the premium at the then current redemption price on a 
principal amount of Bonds equivalent to the amount of the 
aforesaid sum; provided, that if the total of such payments 
shall in the year 1927 be less than a sum sufficient to redeem, 
at the current redemption price, $150,000, aggregate principal 
amount, of Bonds, and in any year subsequent to 1927 be 
less than a sum sufficient to redeem, at the current redemp- 
tion price, an aggregate principal amount of Bonds, which, 
added to the aggregate principal amount of Bonds which shall 
have been previously redeemed, shall equal an aggregate 
principal amount of Bonds equivalent to $150,000, aggregate 
principal amount, times the number of whole years inter- 
vening between July 31, 1926 and the redemption date next 
following, the Company will increase the amount of such pay- 
ments by a sum equal to the amount of such deficiency. 


cngte 
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; All such payments shall be made without regard to whether 
In any case, the mining and shipping of phosphate rock be done 
by the Company, a lessee or any other operator whomsoever, 
acting, for, through, or under the Company. 

Every Sinking Fund payment shall be accompanied by a tonnage 
statement verified by an affidavit of the President or a Vice- 
President of the Company showing the amount of phosphate rock 
mined and shipped from the whole of the mortgaged properties 
during the period covered by the payment, and the books, accounts, 
mines and property of the Company shall be open to inspection 
by the Trustee at any reasonable time for verification of said 
tonnage statements; but the Trustee shall not be required to 
make any such inspection. All such tonnage statements shall 
be reported by the Company to its accountants and shall be 
included in the report of such accountants to be filed with the 
Trustee as provided in this Indenture. 

Any Sinking Fund payment may be made, at the option of the 
Company, either in cash or in Bonds, or partly in cash and partly 
in Bonds; and any Bonds delivered to the Trustee in discharge, 
in whole or in part, of any Sinking Fund payment shall be 
accepted by the Trustee at the current redemption price thereof. 
Any cash at any time paid into the Sinking Fund shall be applied 
by the Trustee to the redemption of Bonds in the following manner: 

If, forty days prior to any interest date, there shall be on 
deposit with the Trustee for account of the Sinking Fund a 
sum in cash sufficient to redeem, at the redemption price 
thereof payable on such interest date, Bonds of an aggregate 
principal amount of $10,000, or more, the Trustee shall select 
by lot, in any manner deemed by the Trustee to be fair, for 
redemption on such interest date, a sufficient number of 

Bonds to absorb the said cash, as nearly as may be, and shall 

thereupon cause notice of redemption of the Bonds so selected 

to be given in substantially the same manner and with like 
effect as hereinbefore provided in Section 29 hereof. 

Any moneys which may at any time be transferred to the 
Sinking Fund, pursuant to the provisions of Sections 26 and 
36 hereof, respectively, shall be deemed an additional payment 
into the Sinking Fund, and the obligation of the Company to make 
subsequent or concurrent payments into the Sinking Fund in the 
respective amounts hereinbefore in this Section 31 provided shall 
not be affected by any such additional payment. 

SECTION 32. All Bonds at any time redeemed pursuant to any 
of the provisions of this Indenture, and all Bonds at any time 
delivered to the Trustee, in lieu of cash, in discharge, in whole 
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or in part, of any Sinking Fund payment, shall forthwith be 
cancelled by the Trustee and shall be delivered by it to the 
Company or upon its written order; and no Bonds shall at any 
time be issued hereunder in lieu thereof. All expenses of every 
kind in connection with the administration of the Sinking Fund 
shall be borne and paid by the Company. 


64. Sinking Fund of National Dairy Products Corporation 


Below is reproduced Article IV of the collateral trust 
indenture of the National Dairy Products Corporation to 
the Equitable Trust Company of New York, as trustee, 
securing its Fifteen-year 6% Collateral Trust Notes, dated 
November 1, 1925, due November 1, 1940, explaining the 
sinking fund provision relative to these notes: 


SECTION 1. So long as any of the Notes are outstanding, the 
Corporation agrees that as a Sinking Fund for the retirement of 
said Notes it will on or before the 1st day of November 1926, 
and on or before the 1st days of May and November in each year 
thereafter, up to and including May 1, 1938, pay to the Trustee, a 
sum in gold coin of the United States of America of the standard 
weight and fineness existing on November 1, 1925, sufficient to 
redeem a quota of $300,000 in principal amount of said Notes at 
the redemption price prevailing at the time of such paynient, with 
accrued interest in each instance to the ninetieth (goth) day after 
such Sinking Fund payment is made, and on or before the rst day 
of November, 1938, and on or before the 1st days of May and 
November.in each year thereafter up to and including May 1, 1940 
it will pay to the Trustee a sum in like gold coin sufficient to 
redeem a quota of $450,000 in principal amount of said Notes 
at the redemption price prevailing at the time of such payment 
with accrued interest in each instance as aforesaid. 

In lieu of paying cash for all or any part of any such Sinking 
Fund payment, the Corporation may on or before the 1st days 
of May and/or November in any such year, deliver to the Trustee 
for cancellation Notes with all unmatured coupons thereto apper- 
taining, and the amount of Notes for the redemption of which 
the Corporation shall be obliged to deposit cash on any Sinking 
Fund payment date, as provided above, shall be reduced by the 
principal amount of any such Notes so delivered to the Trustee 
and not previously credited against said Sinking Fund obligations 
of the Corporation. 

All sums held by the Trustee in said Sinking Fund, until applied 
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as hereinafter provided, shall be held by it as a trust fund for the 
security of the Notes. So long as the Corporation is not in default 
hereunder to the knowledge of the Trustee, it shall allow and pay 
to the Corporation interest thereon in the interim at such rate 
as the Trustee allows at the same time upon deposits of a like 
nature. 

The Corporation may anticipate any such Sinking Fund re- 
quirement, in whole or in part, by redemption of Notes or by the 
delivery of Notes to the Trustee for cancellation in excess of any 
current Sinking Fund quota or in advance of any later Sinking 
Fund quota, and shall be credited on its obligation, as aforesaid, 
in subsequent periods for any such excess or advance resulting 
from such excess or advance redemption or delivery of Notes for 
cancellation. 

SECTION 2. Each Sinking Fund payment shall, after receipt 
thereof by the Trustee, be applied by it, as provided in Section 3 
of this Article, to the purchase of Notes, at not exceeding the 
redemption price prevailing at the time of the receipt by it of 
such Sinking Fund payment, with accrued interest to the date 
of purchase, until an aggregate in principal amount of said Notes 
equal to the current Sinking Fund quota, with all unmatured 
coupons, shall have been delivered to the Trustee by the Cor- 
poration or shall have been acquired by the Trustee through 
purchases as aforesaid for each six (6) months’ period. If prior 
to the twenty-first (21st) day after any such Sinking Fund pay- 
ment is made, the Trustee shall not have been able to purchase 
Notes aggregating in principal amount, with any Notes delivered 
to it by the Corporation in lieu of cash, the full amount of the 
current Sinking Fund quota, with all unmatured coupons, the 
Trustee shall proceed forthwith to call for redemption as provided 
in Section 3 of this Article, and shall pay and retire, as hereinafter 
provided, Notes sufficient in principal amount to make up any 
such deficiency. 

SECTION 3. The Trustee may purchase Notes with Sinking 
Fund moneys up to and including the twentieth (zoth) day after 
any Sinking Fund payment is made, either with or without adver- 
tising for written proposals to sell Notes for that purpose, as it 
may in its uncontrolled discretion determine. In case a part of 
any Sinking Fund installment has been applied to the purchase 
of Notes without advertisement, any notice published by the 
Trustee shall relate only to the balance of the Sinking Fund 
moneys then available. 

In case the Trustee advertises for written proposals, it shall 
in such advertisement invite sealed proposals to be made to it 
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at or before noon on a date therein designated for the sale and 
delivery to it on the twentieth (20th) day after any Sinking Fund 
payment is made, at the principal office of the Trustee in the 
Borough of Manhattan, City and State of New York, of Notes 
of a principal amount sufficient to complete the current Sinking 
Fund quota at a price (to be specified in said notice) not to exceed 
the redemption price then prevailing, with interest accrued to 
the twentieth (zoth) day after such Sinking Fund payment was 
made. From the Notes offered in response to such Notice the 
Trustee shall accept such Notes as are offered at the lowest prices 
not exceeding the price aforesaid to an amount sufficient to com- 
plete the current Sinking Fund quota, and shall forthwith send 
notice of such acceptance to all parties whose offerings have been 
accepted. Should there be two or more proposals at the same 
price aggregating more than the amount which the Trustee has 
available for the purchase of Notes, after having accepted all 
proposals at lower prices, the Notes to be accepted may be 
selected by the Trustee by lot or in any usual manner in its 
discretion, provided, however, that the Trustee shall have the 
right to reject any or all proposals in whole or in part if it can 
at the time of receiving said proposals purchase the requisite 
amount of said Notes or any part thereof at a lower price than 
the price offered in the said proposals. 

The Trustee shall as promptly as possible after the twentieth 
(2zoth) day after any Sinking Fund payment is made, proceed in 
the manner and with the effect provided in Article III hereof to 
draw by lot the number of Notes required at such time to com- 
plete the current Sinking Fund quota and to give, or cause to be 
given, either in its own name or in the name of the Corporation, 
the notices required by Article III hereof in order to redeem the 
Notes so chosen on the ninetieth (goth) day after such Sinking 
Fund payment was made, at the redemption price then prevailing, 
including accrued interest to such date. 

The Trustee shall set aside from the moneys in said Sinking 
Fund an amount sufficient to retire the Notes so drawn and shall 
pay and retire such Notes with such moneys as herein provided. 
After reserving cash sufficient to redeem the Notes so to be called, 
the Trustee shall pay over to the Corporation the balance of any 
moneys then remaining in the Sinking Fund. 

SECTION 4. If the pledged property shall be sold under decree 
of court in a suit for the foreclosure of this Indenture, then any 
moneys in the Sinking Fund shall be added to and dealt with 
as if they were part of the proceeds of such sale, unless Notes 
shall have been designated for redemption by said Sinking Fund 


PERS 


BONDS AND NOTES 721 


moneys in the manner above provided, in which case such moneys 
in the Sinking Fund to the extent required for the purpose shall 
be held for the payment of the Notes so designated for redemption. 

All Notes purchased or redeemed or delivered to the Trustee 
for cancellation under the provisions of this Article, and all 
coupons thereto appertaining, shall immediately be cancelled by 
the Trustee and delivered to the Corporation, and shall not be 
reissued. 

All expenses in connection with the operation of said Sinking 
Fund shall be borne by the Corporation, shall be paid to the 
Trustee by the Corporation on demand, and shall not be charged 
against the Sinking Fund or the Trustee. 


65. Accounting for Sinking Fund Transactions 


The entries on the books of the trustee and of the com- 
pany must always be in agreement. Thus when the com- 
pany pays cash to the trustee in accordance with the 
requirements of the trust deed the entry is: 

July 1, 19.. 
Seeds PTUStEGs. 2) et ois «'e.e's + o's 

“The GANS th ei apices alee is at ls Pa eee N CA 

For deposit of cash with trustee in 

accordance with trust indenture se- 

curing First Mortgage 5% Sinking 

Fund Bonds dated Jan. 1, 19.. 


Upon the trustee’s books the following entry is in order: 


July<r, 19... 

Cash Be cheater eraus 

Worst ErOACOMpaNye- ae Pome fee ff (slate Aeeies 

For deposit of cash by A.B.C. 

Company in accordance with trust 

indenture securing their First Mort- 

gage 5% Sinking Fund Bonds dated 

Pats E250 st 
The above entries are in journal form, whereas in practice 
they would be made in specially ruled cash books. ‘The 
explanations would also probably be in more abbreviated 


form. 
Now, assuming that the trustee invests the cash in securi- 


ties, the entry on the trustee’s books is: 
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Investments for A.B.C. Company ~_....... .--. 
To Cash pte os by) Gace 6% iy a eta ie inh erate 


There is required no corresponding entry on the books 
of the company. If, however, in the first entry above, the 
debit had been made to Sinking Fund Cash instead of to 
Sinking Fund Trustee, it would now be in order to make 
the following entry on the company’s books: 


Sinking Fund Investments = ———s. se weeeens 
Te. Sinking Fond: Cash ies. he 8 te 0) le Baairiedeiene 


When the trustee collects interest on the investments he 
has made for the sinking fund of the A.B.C. Company he 
makes the following entry: 


LOE TS RG EA ate et Pcs Bet nee ec NAY 
TOALBIC *Conmpanyes, = 6 4 Beha ey en ae 


The A.B.C. Company at this time makes this entry: 


sinking Pund “Trustee ol 1-45 oat het seat eonek = 
To Sinking -Fund Incomes) (- 1°") 9 wige.t) See 


The debit balance in the Sinking Fund Trustee account 
on the books of the company should at all times be in 
agreement with the credit balance in the A.B.C. Company 
account on the trustee’s books. 


66. Accounting for Sinking Fund Reserves 


There is some confusion as to the meaning and use of 
sinking funds and sinking fund reserves, respectively. A 
sinking fund is an actual sum of money put in the hands 
of a trustee to be invested as seems fit. A sinking fund 
reserve, on the other hand, is an account kept on the books 
of the issuing company only. It may or may not accompany 
the establishment of a sinking fund, or it may, for practical 
purposes, be established without the establishment of a cor- 
responding fund. 

If the trust indenture provides that the sinking fund shall 
be set aside out of profits it is meant that profits shall be 
reserved on the company’s books equivalent in amount to 
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the sinking fund. It is cash that is set aside, but by requiring 
that profits be reserved the financial standing is improved 
and the availability of cash for sinking fund purposes guar- 
anteed to some extent. Thus, if at the time the following 
entry is made for cash transferred to the sinking fund, 


Sree imde trustee ee FT Tel ee 
ANG MOGI og Meat MLE SG Vee bik ie ae aie Sau er Seok 


it is desired to establish a reserve of equal amount, the 
entry is: 
SEED OS tame Gy utes Mey eerie nue Cite) ASPs, abet Shag 

Opens FUNG RESCIVe® sara yh) ) nl liceie © Rageratepcels ec 


and at any time that the sinking fund is increased, either 
through instalments paid into it or through collection of 
income by the trustee, an entry for the same amount charging 
Surplus account and crediting Sinking Fund Reserve account 
should be made on the books of the issuing company. When 
the sinking fund is finally disbursed to redeem outstanding 
bonds and all accounts in connection with it are closed on 
the books of both trustee and company, the Sinking Fund 
Reserve account remains open, but now that its function of 
strengthening the financial position of the company for 
benefit of bondholders has been fulfilled it should be trans- 
ferred back to the Earned Surplus account by means of the 
following entry: 


SMmibiiy “UR RESEEVEN On ek ele at 
POL Suh Oise ty ammet=at thls 6) MSL Teh Pelt aay ee 


67. Redemption of Bonds 


Bonds are redeemed in various ways. They may be paid 
off at maturity, called before maturity, refunded, or con- 
verted into some other form of security. Redemption by 
means of a sinking fund is a common arrangement, and 
necessitates consideration of the accounting procedure to 
be followed by both the trustee and the company. Some 
of the principles of sinking fund accounting have been con- 
sidered above (pages 721-723. If the trustee uses his funds 
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to buy in bonds of the issue for which he is acting as trustee 
as rapidly as the funds are paid over to him by the company, 
he will probably be compelled to pay a premium in accord- 
ance with the provisions of the trust deed. Usually such re- 
demption is made on an interest date, so that there is no ac- 
crued interest to be paid. Thus, assuming that $100,000 of 
6% bonds of the XYZ Company are called at 102 the entry 
on the trustee’s books is: 
XYZ Company $102,000 

To Cash © $102,000 

For redemption of $100,000 of 6% 

bonds of the XYZ Company at 102, 

according to provision of the trust 


deed. 
The corresponding entry on the company’s books is: 
Bonds $100,000 
Premium on Bonds Called 2,000 
To Sinking Fund Trustee $102,000 


For bonds called and redeemed by 
sinking fund trustee, etc. 


When bonds are redeemed at maturity the redemption 
price is usually the par value of the bonds, in which case no 
charge is made to the Premium on Bonds Called account. 

When bonds are refunded the entry on the books of the 
refunding company consists in a charge to the account of 
the outstanding bonds and a credit to the account of the 
bonds issued in exchange for the old bonds. 

When bonds are converted into stock the entry consists 
in a charge to the account of the bonds retired and a credit 
to the unissued capital stock account of the stock into which 
the bonds are convertible. 

In case of collateral trust bonds the entries on the books 
of trustee and issuing company are as indicated above, but 
in addition entries are required to show the status of pledged 
collateral at the time the collateral is placed in the trustee’s 
hands. The entry on the books of the issuing company is: 

Pledged Investments? af | cag sane eee 
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ROSES SESSA TS Gg PE 5 0 
For securities transferred to trus- 
tee, as follows: 
(State details) 
When the securities are later returned by the trustee, the 
bonds secured having been redeemed, the above entry is 
reversed. 


ForM 272 
Noricr oF REDEMPTION 


CENTRAL ILLINOIS UTILITIES COMPANY 
First Mortgage Six Per Cent. Gold Bonds 

NOTICE IS HEREBY GIVEN to the holders of all outstand- 
ing First Mortgage Six Per Cent. Gold Bonds of CENTRAL 
ILLINOIS UTILITIES COMPANY issued under and secured 
by the trust deed dated October 1, 1912, to Continental and 
Commercial Trust and Savings Bank, as Trustee (Continental 
National Bank and Trust Company of Chicago being now the 
Trustee under said mortgage), said bonds being dated October 
I, 1912, and maturing serially on October 1, 1928, October 1, 
1929, October 1, 1930, and October 1, 1932, that pursuant to the 
provisions of said mortgage and said bonds, all said described 
bonds outstanding will be redeemed and become due and payable 
on April 1, 1928, at the office of Continental National Bank and 
Trust Company of Chicago, in the City of Chicago, Illinois, at 
par and accrued interest to said date, together with a premium 
of three per centum (3%) upon the principal. Interest on each 
of said bonds will cease from and after April 1, 1928. All said 
bonds, with all coupons maturing on or after said date, should 
on that date be surrendered to said Trustee. 

Any of the above bonds, with all unmatured coupons attached, 
will be accepted and prepaid at said office of the Trustee at any 
time prior to the redemption date at 103 and accrued interest 
to the date of redemption, less discount at the rate of four per 
centum per annum from date of payment to April 1, 1928. 

This notice is given by Central Illinois Public Service Company, 
as successor to Central Illinois Utilities Company. 

CENTRAL ILLINOIS PUBLIC SERVICE COMPANY 
By MarsHALt E. SAMPSELL, 
President. 


Dated January 6, 1928. 
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ForRM 273 


NorTIce OF REDEMPTION (ANOTHER ForRM) 


ASSOCIATED ELECTRIC COMPANY 


Convertible Gold Bonds, 532% Series Due 1946 
To the Holders of 
Convertible Gold Bonds, 512% Series due. 1946 
of Associated Electric Company: 

In accordance with the provisions of the Indenture, dated as of 
April 1, 1926, between Associated Electric Company and Na- 
tional Bank of Commerce in New York, as Trustee, and the 
indenture supplemental thereto, dated as of April 1, 1926, creating 
the original issue of $65,000,000 of bonds of the above mentioned 
series, Associated Electric Company has elected to exercise the 
right to redeem and pay off on May 1, 1928, the sum of $10,000,000 
principal amount of its Convertible Gold Bonds, 514% Series due 
1946, issued under said Indenture of the total of about $50,000,000 
remaining outstanding. 

The numbers of the bonds to be redeemed have been drawn by 
the Trustee under said Indenture and, pending final notice of 
redemption, information as to the numbers so drawn may be ob- 
tained upon application to the investment security dealer from 
whom these bonds were purchased, the Associated Gas and Electric 
Company, 61 Broadway New York City, the Trustee, National 
Bank of Commerce in New York, 31 Nassau Street, New York 
City, or from the depositary, The Chase National Bank of the 
City of New York, 57 Broadway, New York City. 

The attention of the holders of these bonds who desire to 
continue their investment in bonds of the Associated Gas and 
Electric System, is called to the privilege, extended by Associated 
Gas and Electric Company in a recently published offer, of ex- 
changing their bonds for Gold Debenture Bonds, Consolidated Re- 
funding 5% Series due 1968, of Associated Gas and Electric 
Company. 

The basis of exchange is $1,100 principal amount of said new 
Bonds of Associated Gas and Electric Company, for the first 
$5,000,000 of said bonds deposited and thereafter $1,080 of new 
Bonds, or bonds of said series and/or other securities of Associated 
Gas and Electric Company, upon any one of several bases, for 
each $1,000 principal amount of said bonds of Associated Electric 
Company. 

Copies of the offer and of the circular describing these bonds 
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of Associated Gas and Electric Company may be obtained from 
investment security dealers or from Associated Gas and Electric 
Company, 61 Broadway, New York City, or The Chase National 
Bank of the City of New York, 57 Broadway, New York City. 

Holders desiring to avail themselves of this privilege should 
immediately deposit their bonds with The Chase National Bank of 
the City of New York, 57 Broadway, New York City. 

Dated February 3, 1928. 

ASSOCIATED ELECTRIC COMPANY, 
By M. C. O’KEeErrFe, 


Secretary. 


ForM 274 
Notice OF REDEMPTION (ANOTHER Form) 


NATIONAL PUBLIC SERVICE CORPORATION 
To the holders of National Public Service Corporation Thirty- 
Year 614% Sinking Fund Collateral Trust Gold Bonds, Series 
A, Due February 1, 1955, and Thirty-Year 6% Sinking 
Fund Collateral Trust Gold Bonds, Series B, Due February 1, 


1957: 

NOTICE is hereby given as provided in Article IV of the Trust 
Indenture of National Public Service Corporation to The New 
York Trust Company, Trustee, dated February 2, 1925, securing 
an issue of Thirty-Year 614% Sinking Fund Collateral Trust Gold 
- Bonds, Series A, due February 1, 1955, and Indenture, supple- 
mental to said Trust Indenture, dated February 1, 1927, creating 
an issue of Thirty-Year 6% Sinking Fund Collateral Trust Gold 
Bonds, Series B, due February 1, 1957, that National Public 
Service Corporation has elected to redeem and pay off all of its 
said Bonds on April 1, 1928, which may be outstanding on said 
date, and on April 1, 1928, there will become and be due and 
payable upon each of said Bonds at the office of The New York 
Trust Company, Trustee, 100 Broadway, in the Borough of 
Manhattan, City and State of New York, the principal amount 
of said Bonds, together with accrued interest to April 1, 1928, 
plus a premium of five per cent. (5%) of the principal thereof. 
Interest on said Bonds will cease to accrue from and after April 
1, 1928. The holders of all of said Bonds are hereby notified to 
surrender such Bonds for payment and redemption on or after 
April 1, 1928, at the principal office of The New York Trust 
Company, at 100 Broadway, New York City, together with 
coupons maturing on and after August 1, 1928. Bonds registered 
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as to principal should be accompanied by proper instruments of 
assignment and transfer in blank. 
NATIONAL PUBLIC SERVICE CORPORATION, 
By C. B. ZEIGLER, 
Vice-President. 


Note: National Public Service Corporation will purchase 
after the deposit with the Trustee of the money necessary to call 
said bonds and before April 1, 1928, any or all of said bonds 
(with August 1, 1928, and all subsequent coupons attached) pre- 
sented for such purchase atthe principal office of The New York 
Trust Company, at the call price and accrued interest to April 1, 
1928, on a four per cent. (4%) bank discount basis figured to the 
date of redemption, namely, April 1, 1928. It is expected that 
such deposit will be made about March 12, 1928. 


ForM 275 
Notice oF Bonps DRAWN FOR REDEMPTION (ANOTHER ForRM) 


To the Holders of 
NORTHERN STATES POWER COMPANY 
614% Gold Notes 
Dated May 1, 1924—Due November 1, 1933. 
NOTICE IS HEREBY GIVEN as provided in the Trust Agree- 
ment dated May 1, 1924 between Northern States Power Com- 
pany and Guaranty Trust Company of New York, as Trustee, 
that One Hundred Forty-one Thousand Two Hundred Dollars 
($141,200.) par value Northern States Power Company 614% 
Gold Notes dated May 1, 1924, due November 1, 1933, issued 
under said Trust Agreement, bearing the following numbers, have 
been drawn by the Trustee for redemption for the Sinking Fund 
and will be paid on May 1, 1928, at 103% of their par value and 
accrued interest thereon to that date: 


NOTES AT $1,000 PAR VALUE EACH 


BM-33 568 849 1583 2195 2611 3044 3518 = 3907 4490 
39 595 915 1610 2208 2623 3045 3526 3922 4509 
212 632 IOQI 1636 2256 2624 3051 3626 4080 4514 
239 633 1162 1904 2306 2799 3052 3675 4119 4569 
332 643 1175 1905 2334 2819 3067 3699 4140 4578 
336 654 1210 IQI2 2342 2835 3104 3711 4ISI 4588 
342 666 1218 1940 2362 2907 3149 3712 4187 4635 
344 683 1239 1967 2383 2916 3208 3747 4212 4637 
406 688 1422 1992 2408 2927 3245 3810 4289 
436 729 1423 2038 2478 2929 3283 3811 4347 
515 730 1432 2039 2526 3030 3365 3812 4372 
520 731 1552 2092 2542 3032 3381 3868 4380 
527 827 1555 2093 2567 3037 3456 3869 4421 


561 848 1560 2106 2572 3038 3457 3904 4423 


BONDS AND NOTES 729 


NOTES AT $500 PAR VALUE EACH 
BD-125 172 248 249 264 283 315 320 468 486 560 573 


NOTES AT $100 PAR VALUE EACH 
BC-6 37 46 69 114 121 148 197 227 247 240 341 


Holders of the above notes should present them for payment on or after 
May 1, 1928, with the November 1, 1928, and subsequent coupons attached, 
‘at the Trust Department of Guaranty Trust Company of New York, 140 
Broadway, New York. 


On May 1, 1928, interest on the above notes will cease and coupons 
maturing after that date shall be null and void. Coupons payable May 1, 
1928, should be detached and presented for payment in the usual manner. 


NORTHERN STATES POWER COMPANY, 
By—R. J. GRAF, Vice President. 


On February 21, 1928, note called for redemption on May 1, 1927, bearing 
the following distinctive number was still unredeemed: 


NOTE AT $500 PAR VALUE 
BD 224 


NORTHERN STATES POWER COMPANY, 
By—R. J. GRAF, Vice President. 


Dated, Chicago, IIl., February 28, 1928. 
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PART III 


MANAGEMENT AND CONTROL 


XVI 


VALUATION AND APPRAISALS 


The appraisal of capital assets has been resorted to in 
many instances where book values are no longer in line 
with real values. Real values are what is sold when property 
is transferred, lost when it is destroyed by fire or tornado, 
replaced when plant is scrapped and new plant erected, and 
considered when securities are issued, or credit sought in 
other ways. For this reason appraisals of commercial prop- 
erty have come into prominence during the last decade. 
Previously, these values were either ignored or left to rule- 
of-thumb methods, but the requirements of modern business 
have made necessary, in some instances, scientific appraisals. 
These appraisals have undergone important changes, perhaps 
the most notable being that from the “statistical” form, in 
which exactness of detail was emphasized, to the “engineer- 
ing” type, in which attention is given to conditions and 
circumstances which were previously ignored. 


1. Purposes of Appraisals 


Among the purposes for which appraisals are made are 
the following: 

Accounting. In appraisals for accounting purposes the 
primary consideration is to secure a figure representing unex- 
pired cost of property units, hence current expirations of 
capital assets, in order to arrive at a profit figure which 
truly measures earning capacity and another figure which 
reflects the true financial status. 

When liquidation is anticipated an appraisal is also neces- 
sary. Here the primary consideration is to arrive at a 
figure representing realizable value at forced sale of property 
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units in question. To do this a statement of affairs is used, 
setting forth: 

1. Book values 

2. Liquidation values of assets 

3. Order of payment of liabilities 

Fire Losses. In valuations for fire losses the primary 
object is to arrive at a figure representing the amount of the 
loss incurred by the concern through fire, with due consid- 
eration to replacement cost. 


Sale of Property; Reorganization; Consolidation. Here 
the primary consideration is to arrive at a figure repre- 
senting the amount which a new business (whether a reor- 
ganized old business, a new consolidation or an independent 
business) could afford to pay for the property unit in ques- 
tion, keeping in mind its cost, age, and remaining service 
life in comparison with the cost and service life of a new unit. 

Credit Purposes. Here the primary consideration is to 
arrive at a figure which truly represents the resources avail- 
able for meeting the obligations of the business when they 
fall due. 


Depreciation Policy. Here the primary consideration is 
to arrive at a figure upon which to base an adequate policy 
of charging capital expiration to units of output produced. 

Taxation. The modern theory of taxation is that contri- 
butions to the support of the government should be made on 
the basis of ability to pay. The primary consideration is to 
arrive at a figure which measures ability to pay to the 
support of government. 

Capitalization. Here is sought a figure which will permit 
the application of a test to determine whether securities out- 
standing are backed up by real value (value to the corpo- 
ration for operating purposes). 


2. Bases of Valuation 


A valuation base is a figure of fundamental importance 
as an aid in arriving at value. Because a figure is accepted 
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as a base does not mean that it is to be accepted, without 
qualification, as representing value; but it means that, in 
determining value, great weight is to be attached to it. 
Usually many factors are considered, the ultimate valuation 
determined upon being arrived at through a process of 
judgment. The valuation base or bases employed furnish 
some means of arriving at a scientific judgment concerning 
value. Some of the important bases are considered below. 


3. Meaning of Value 


By value ordinarily is meant what an article will sell for. 
This exchange value is in turn a reflection of earning power, 
and it follows that as so measured value is a fluctuating 
amount wherever earnings fluctuate. In case of monopolies, 
however, earnings are not an index of value since they are 
more or less arbitrarily determined. 

In case of most problems arising in connection with capital 
assets, exchange value is not of much significance because 
capital assets are not ordinarily subject to sale except under 
conditions not applicable to going concerns. It is customary 
to regard the cost of capital assets as the chief factor in their 
valuation, the cost figure being adjusted for depreciation 
and, sometimes, for appreciation. 

The starting point from which increments or decrements 
must arise, so far as capital assets are concerned, is the 
original investment. This, if properly managed, shows in- 
creased earnings; if improperly managed, decreased earn- 
ings. Increased earnings may make a plant salable at a 
figure greatly in excess of cost, hence lead to a desire on the 
owner’s part to show on the books exchange value instead 
of cost. Such increased earnings may, however, be a reflec- 
tion of good management rather than the result of an increase 
in the value of capital assets. 

The prime consideration in case of the ordinary indus- 
trial enterprise is to secure favorable results measured in 
terms of original investment. For this reason accountants, 
in defining values, usually make it some kind of function of 
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original cost. There are exceptions to this rule, however, 
where the discrepancy between cost and present value as 
determined by the standard of earning power is so great as 
to make original cost no longer worth considering. 

Accounting procedure takes into account current market 
fluctuations of inventories; and although these current fluc- 
tuations may be ignored in connection with capital assets 
it does not follow that all fluctuations affecting capital assets 
may be ignored. Also, fluctuations which could be ignored 
in so far as operations are concerned may necessitate con- 
sideration when capital assets are sold, taxes are determined, 
or fire losses are adjusted. 

Values are constantly under consideration in determining 
depreciation policies to apply to capital assets, the purpose 
being, not to state exact value at a given date but to esti- 
mate expired cost applicable to each of the periods forming 
the asset’s useful life. 

For internal managerial purposes an enterprise may have 
no occasion to employ other than original cost figures. When, 
however, its balance sheet is handed to a banker to induce 
him to extend a line of credit, he may depart radically from 
this procedure. One contemplating buying the business 
might make equally radical departures. 


4. Original Cost 


By original cost ordinarily is meant original cost of exist- 
ing assets. If accounting records were kept without error, 
book value would indicate actual cost; but usually book 
value is not a dependable guide. The discrepancy between 
actual cost and present value is sometimes so great that 
actual cost can have little or no influence on valuations. 
Nevertheless, most balance sheets of commercial enterprises 
show values at cost or as adjustments of costs. The chief 
evidence of cost is the invoice price of assets purchased, but 
in addition there usually enter other cost elements, usually 
intangible in nature. 


When expenditures are made to cut production costs they 


VALUATIONS AND APPRAISALS 737 


represent capital or revenue expenditures accordingly as 
they do or do not increase earning capacity. 

During the construction period certain charges are prop- 
erly capitalized which after operations are commenced 
represent expenses. Among these are repairs, interest on 
borrowed funds, taxes, insurance, legal expenses, supervision, 
engineering, and overhead. 

Consideration of repairs, renewals and betterments enters 
into the application of the cost basis of valuation. 

Repairs include all current expenses necessary to the 
upkeep of capital assets, but do not include important 
renewals. 

Renewals are expenses incurred to replace important 
units of plant. Ordinarily, to constitute an expenditure a 
renewal the benefits derived must last two or three years at 
least. 

When units of plant are replaced by improved units cost- 
ing more than those replaced the excess of the cost of the 
new ones over the old ones is a betterment, hence a charge 
to capital. In practice arbitrary rules are adopted to treat 
such expenditures uniformly. Thus it may be advisable to 
charge all renewals of $5.00 or less to expense, whereas for 
those costing over $5.00 a division between renewals and 
betterments is attempted. The Chicago Traction System 
sets $200.00 as the minimum amount to be capitalized, all 
expenditures of less amount being charged to expense even 
though really betterments. 


5. Reproduction Cost 


Reproduction cost is the cost of reproducing a property 
on the basis of current prices. Sometimes prices are aver- 
aged over a period preceding the date of valuation—say five 
years. The plant is usually assumed to be reconstructed 
from materials and equipment the same in every respect 
as those actually used in constructing the plant. Sometimes, 
however, a substitute plant of equal capacity is assumed. 
Either present or original conditions may be assumed. 
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Usually it is regarded as fairest procedure to assume that 
the reproduction is made under conditions existing when the 
plant was constructed. 


6. Reproduction Cost Less Depreciation 


The depreciated condition of many plants makes it neces- 
sary, in applying the reproduction cost base, to make deduc- 
tions therefrom for depreciation. Cost of reproduction 
simply tends to show what amount has been invested in a 
property. This may require adjustment for depreciation 
accrued to arrive at present value. 


7. Market Value 


Market value plays an important part in taxation valua- 
tions. In rate valuation it is often rejected because market 
value depends on rates. Market value disregards the amount 
invested. 


8. Problems Involved 


The problems involved in appraisals are chiefly (a) engi- 
neering and (0) accounting. 

The engineer compiles the detailed inventory of the plant 
assets. This is next priced or valued. Here there exists 
great variation in method of procedure. However, the 
ordinary appraisal report sets out: 

(a) Original cost 

(6) Original cost less depreciation 

(c) Reproduction cost 

(d) Reproduction cost less depreciation 

A specimen set-up is shown in Form 276, on the following 
page. 

From the detailed schedules summaries are made, these 
being arranged to bring out desired information. To ac- 
complish this the data are first summaried on detail sheets, 
usually by departments or buildings. A specimen sheet for 
a building is shown in Form 277, on the following page. 
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ForM 276 


SPECIMEN VALUATION SET-UP 


DETAIL OF SHOP EQuIPMENT 


Department No. 1 Building No. 18 
Original Reproduction 
Invoice Original Cost Less Reproduction Cost Less 
No. Description Cost Depreciation Cost Depreciation 
AS Sa een a CA ne Ra an ak ee EL SS 
‘25 1 Black Knife lathe 30..$400.00 $300.c0 $500.00 $375.00 
28 1 Vertical belt sender.... 100.00 80.00 120.00 95.00 
ForM 277 


SPECIMEN SUMMARY SHEET 


SumMMaArY OF Burtpinc No. 18 


Original Repro- Reproduc- 
Classification Original Cost less duction || tion Cost less 
Cost Depreciation Cost Depreciation 


Buildings: 
Non-insurable 
POLUIOM eee dancers ewg ton | eae cil eben, epee ail hey seed | a een ll eta | Cane RCo par 
HiSurAableMpPorelonieal|saemic|i ew allen. amelie 
©otal Buildings |)... |... 


Building Equipment: ; 
Heating equipment||......|....|]... SaAN eel Gece | (Oke eases [eee e |ere Cone eke eee 
Rileetricnigineimg ie | leq | aes all aetee crete ere eal | hreaearht |e rer seell | ope cases fecae eles 
ITSM DrOLECtIO Nery (Io haoaeee | ees disteereahetee | stan | wee enSoas | hats | Rea avae se ae 
MISCRDI DIN Sey url | Snebaepnl ater | eiseere cede sles all ces dimes re sence ctype che 
LDU GEA OED sie contigs Haul Nicene Peed fA el | teres ie He ral letter all aeaters || tees chet le mec 
eBclephonessystenier |e ah slieeiete|| (sees olacte = 5h oe HRMS ac ec eet (Gas Baar ene pit 


Total Building 
quipmenteer (|e ae ace lols olin log oles Fach | eee peeling mall | eae tsuee| ienlee 


Shop Equipment: 
* * * cd * 


pO ball peek sy creatiae cl | ea eae Pecorn ll Sl nm uayeyvens ees 8 | SRE REALS ome | ere el boa ctv 
Total Insurable 
BORtIOn Siete ie) Its iene] ese afte ew aetn Med Allee chefs eee ad hore ie 


The final summary, usually appearing in the first page of 
the report, shows the values by units—land, buildings, equip- 
ment, and so on. 


XVII 


APPRAISALS OF REAL ESTATE 


1. Importance of Real Estate 


For one purpose or another valuations of real estate are 
being made continually. A large part of the nation’s wealth 
is in the form of real estate. From two-thirds to four-fifths 
of all local and state revenues in the United States are based 
on real estate values. To a large extent such values consti- 
tute, directly or indirectly, an important element in the basis 
underlying federal income taxation and federal and state 
inheritance taxation. 


2. Factors Determining Real Estate Values 


There are some factors entering into the determination of 
real estate values which are so obvious that they require but 
little discussion here. Among these are location and topog- 
raphy. Under location proximity to markets needs emphasis. 
Transportation facilities are an important factor, as are 
civic improvements, hospitals, sewage systems, paved streets, 
water supply, schools, and telephone and telegraph facilities. 

Among less obvious factors are interest, taxes, and general 
business conditions. 


3. Effect of Interest Rate 


Other things remaining equal, the higher the interest rate 
the lower are land values, because each increase in the in- 
terest rate reduces the relative profitableness of investments 
in land. Changes in the interest rate are not immediately 
apparent to landowners in increased or decreased land values 
because there are not enough sales in a given neighborhood 
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to bring out the changes, and because some land is leased 
for a considerable period of time, during which the owner 
receives a fixed rental which permits no material change in 
capitalized values. 

Where rentals are fixed by contract for a long period, as 
63, 84, or 99 years, value may be determined by capitaliza- 
tion at a certain rate. This plan serves as a useful check 
on results secured by appraisers. It is important that the 
proper rate be employed, however, since on a yearly rental 
of $8,000.00 a rate of 4% creates a value of $200,000.00, 
whereas a rate of 5% creates a value of $160,000.00. 

The rate to employ should be based on the average interest 
rate secured on investments, and should be made to fluctuate 
with such average rate. 

Where rents are stable and readily convertible, as in large 
cities, lower rates should be used than where less stable con- 
ditions are found. The rate of capitalization should be made 
to vary with the quality and stability of the property for the 
Same reason that rates on bonds vary, government bonds 
yielding as low as 34% and corporation bonds yielding 
from 444% to 7%. 

Rates of capitalization of urban rents may be: 

1. 4% for highest class property. 

2. 5% to 6% for second class property in the same city, or 

for first class property in smaller towns. 

3. 7% to 10% for tenements in large cities. 

4. 12% to 1§% for property used temporarily, or for dis- 

reputable purposes. 

In fixing upon a rate to use, local condition and local 
interest rates should be considered. ‘The business cycle is a 
factor influencing interest rates, hence also property values. 
Location of the property is a factor. Thus in Cleveland 
down-town leases were capitalized at 6% in 1922, whereas 
leases of property in outlying districts were capitalized at 
7%. 

As to geographical location, rates for capitalization of 
rentals vary widely. In down-town sections of Boston 4% 
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applies. In Dallas, Houston, Oklahoma City, and cities in 
the southwest, 8% applies. In St. Louis, 5% % ; in Chicago 
5%; in Atlanta and Birmingham, 514% to 6%; in St. Paul, 
Minneapolis, and northwestern cities, 6%. 

This method of determining the value of a property by 
capitalizing its income, or conversely, of determining its 
rental by taking a percentage of a stated value, is based on 
the assumption that the income produced by it is not subject 
to material fluctuations. Were it otherwise, the method 
would be useless. 


4. Effect of Taxes 


An increase in taxes, other things being equal, reduces the 
value of real property, because taxation is equivalent to 
partial confiscation of values by the state. In New York 
City the state is a full one-third owner of the land because 
it receives, in taxes, one-third of the profits arising from the 
use of the land. By taxing land and refusing to tax im- 
provements thereon the state is able to penalize speculators 
who fail to improve their land. 


5. Effect of General Business Conditions 


Investments in land are, in general, no more profitable 
than are other investments. There is a constant interaction 
among the various avenues in which money is invested, with 
the result that the return secured from an investment in 
real estate tends to average up with that which may be se- 
cured from other kinds of investment. Therefore the value 
of land depends upon general prosperity to a material 
degree. 


6. Practical Basis of Valuation 


In practice, it is customary to fix upon some feasible 
plan of arriving at the value which is based upon the prin- 
ciples explained above. Below certain of these plans are 
explained. 
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7. Pedestrian Counts 


Recently, appraisals of properties situated in shopping 
centers have been made on the basis of the number of 
pedestrians passing during a given period. Some chain 
stores have found this method useful. The procedure 
involved is explained by the Cleveland Association of Build- 
ing Owners and Managers as follows: 


Present and future property values in the retail district de- 
pend largely upon the average rent paying capacity of the ground 
floor store room merchant. His ability in this direction is in 
proportion to his sales volume. 

In a general way, through the medium of proper merchandise 
display, the volume possibilities of the merchant are in proportion 
to the sidewalk pedestrian traffic, although the traffic yield varies 
on different streets, dependent upon the purchasing power of the 
individual and the average number of merchandise buyers passing 
at a given point. In a growing city, it is sometimes difficult for 
the owner or manager of a property to realize that his ground 
floor space has increased in value, due to traffic increase, until 
after he has entered into some unfavorable lease with a tenant. 

Several years ago, it became apparent that if a sidewalk traffic 
count could be taken simultaneously at certain fixed stations, 
throughout the down-town district, the relations between volume 
of traffic and current ground floor rentals could be ascertained; 
and that, if traffic counts were subsequently taken at these stations 
regularly and under conditions which would reasonably insure a 
fair average, comparisons could be made with previous counts 
and the trend analyzed. Stations for counting the sidewalk traffic 
were established throughout the down-town district, at points 
which are not affected by corner, arcade or alley influences. A 
careful study of the rise and fall in the total yearly sales volume 
of certain principal stores determined the times when conditions 
would most nearly insure the taking of average counts. The weekly 
cycle of volume disclosed the fact that an average of Wednesday 
and Friday would fairly represent the daily volume for the week, 
with the result that the second Wednesday and Friday of June 
and the first Wednesday and Friday of November were selected. 
In order to eliminate the diluting influence of the morning, noon 
and night rush, it was determined that the count should be made 
between the hours of 9:30 and 11:30 in the morning and between 
2 to 4 in the afternoon, making a four-hour count. 

Because the average woman is the family purchasing agent and 
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her value in the traffic is therefore greater, the percentage of women 
in the traffic on the principal retail streets is now a part of the 
record. The predominance or men or women in the traffic should 
be given consideration in selecting ground floor tenants. In fact, 
comprehensive knowledge of pedestrian traffic, its make-up and 
trend is essential in order that the retail space in a building may 
be advantageously leased to tenants who will derive maximum 
yield from the traffic and who will therefore be of the greatest 
constructive value to the property. 


Euciip AVE., AT PUBLIC SQUARE, SOUTH SIDE 
(Station No. 14) 


Year 3 Total Count 
TOTO Wrrcses seh wincorste onarere a auretecshetaraseue ele a aael ens 4.6 ORCotnel Aone ater 25,659 
HOTT Ai cen) sya ate a gasps ovis a ale Mien) Seat org MOL ERS de Sua on ane TeRe a eran eatege 24,402 
QUIS: vebee athce tote pevelreceicsv once te npsusieo taste Col eaten atel apet euaiialteyte toa ieyah aitisa eis Ureeeaaree 20,552 
ORO «| sic terccsiaite) vebsiaie mle ee halsnS peek actten aca ial wie) et SctetaheyeR ea sheet 24,263 
sop Yo hahens cee Rae Meee tans Stans MANOR Aa oma S eiciecin le Ac ne Omission 
canal eine neta, Sina Oi ata oom Today anc 28,026 
TO 22k che eta crnue terete Wiadmobongptnootovor sands athasls 30,377 


Eucuip AveE., Just East oF E. 9TH St., SouTH SIDE 
(Station No. 23) 


Year Total Count 
SE TOTS Nave aa Lane atte cre sahastor Ores ate emar eye leans Ae ragie cp eters fol cek octet RPO Ne 8,618 
WOE 7 re ea patst Srerar old talee asin ach Ne idyatierol Mona oat by Oe Sie Tea EEN 0,542 
MES | stesace tect tate tein Gr shane ate ateeyorayaras chee taal oberemel ac eatiays aad age a ca tea 9,089 
BOT Oiorste orate tetera syste sake Dy cus) aie t16 wate tot due Poteus tana) shale eet RCRA Se ae 10,445 
TOZOP satire cheindehe tints Bteituenstabe ee cncite ests th cinvat gets meats ysi cee ene pests eer ae a 9,549 
TOZT Fyre ieta's chats wy agohagel aketezete, OAUPS cosrore OM a cat Seeveny OPE NCN RENE fe ne re RR ere nee 12,782 
TQ2 2) Yarwgp aire whale) apn ere ie ecapsreren cote sista yee aaa chatare ty eM ax oRteeeee REL eee 14,067 


Euciip AVE., BETWEEN E. 12TH AND 13TH Sts., NORTH SIDE 
(STATION No. 24) 


Year Total Count 
oe RK MR BA ATO COO OS fin, cro Ous Sambo baa eee ce 6,226 
A POU MOC Moca Moai nooo omangomenodce Gk se 6,509 
ee s(atigy el sna spitoya'4 e016) Sjatevie\ios'oly (elentie ter alee] Wife cote eh ates test's leiaces th alee an aeneaee 7,011 
ROC AUS DEO Oech tok Ciao Gur conan as ac el wig shave o 8,243 
BL 19 BOR et NCU ae SoC CORREO ROR ROIONTE FO Csi a0 Choe ECO AO Ces Een en) ocd 9,307 
TQ2T. .sis.c olsvorpioyeieystevalie hiepsvelie 1s) jase lenses avalon etemenederemsieucve cre TN eae ae 9,216 
bh eC Pca SOL yO ROM MRO tectiofOu ROCA) OO Ei Ric. Odehcantors cajcrda eee fons 11,047 
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To be of greatest value such counts must be carefully 
analyzed and interpreted with a view to existing conditions. 
Quality of the count must be considered as well as quantity. 
What may be good for the cheap trade may not be good for 
the more expensive lines. Heavy night counts are of little 
use to stores open only during business hours. 


8. Net Income As Valuation Base 


Net income is sometimes used as a basis in making real 
estate appraisals. One objection to this plan is the tendency 
of net income to vary from year to year. Potential as well 
as present rents must be considered. To secure satisfactory 
results there should be exact standards of depreciation rates, 
repair costs, management, and so on, none of which are as 
yet in existence. 

In England real estate is assessed on an income basis, the 
figure being determined by estimating what the rental might 
reasonably be expected to be year after year ‘“‘after deducting 
therefrom the probable average annual cost of repairs, insur- 
ance and other expenses necessary to maintain them in a 
state to command such rent.”’ To cover cost of repairs a 
scale of deductions is fixed by law, and in practice the 
maximum allowance permitted by law is usually granted. 
For repairs, insurance, etc., this maximum allowance is 
fixed at 16 2/3 % of the gross rental that an imaginary tenant 
would pay. In practice considerable difficulty is encountered 
in the administration of these provisions. 

One chief objection to the use of this plan for tax pur- 
poses is the impossibility of giving the necessary attention 
to each property being assessed. For certain other pur- 
poses, however, this is not true; and it should be used where 
feasible. Appraisers sometimes apply the rule that a month’s 
rental is 1% of the value of the property. Thus a monthly 
rental of $100.00 indicates a value of $10,000.00. This rule 
is based on the theory that 12% per year on the investment 
is enough to preserve the investment and give the owner a 
fair rate of profit. The rule has been revised to fit present 
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conditions by stating that a month’s rental should be 14 7 
of the value of the property. The gross annual allowance 
of 15% thus required is comprised of the following factors: 

2.3 % for taxes 

1.7 % for management 

2.0 % for depreciation 

2.0 % for maintenance 

7.0 % for interest 


15.0 % Gross annual allowance 
1.25% Gross monthly allowance 


Benson and North, in Real Estate Principles and Practice, 
give the following table of percentages of gross rentals to 
values: 


PER CENT Gross RENTS TO VALUES 


Yearly Monthly 
Dwellingsa..ccuss carinerre tea vere 12% 1% 
Coldi water flatsenn ee eee 12% to 15% 1% tor 1/4 % 
Steam-heated MHlatssenn nen cane ae 15% to 20% r 1/4% tor 2/3 % 
Elevator apartments ............ 18% to 25% 1 1/2% to2 1/12% 
Rottebuildineseee: eet eer 15% to 20% r 1/4% tor 2/3 % 
Officeibuildines@iye.nee ae eee 20% to 25% 1 2/3% to2 1/12% 


Concerning office buildings the National Association of 
Building Owners and Managers has collected much data. 
Its 1921 Experience Exchange shows that the gross income 
of 150 buildings was 19.51% of the tax value. Stated in 
percentage of tax values, the component items are as 
follows: 


OFFICE BUILDING Costs 


% of tax value 


Cleaning oir. cicsicc sens gi otleyesi eam Grea eR ere DIO 
Electrical system: '<ay decato woe ate A ee BG 
Featingvand: ventilating .cscee cae See eee 1.14 
lM DIN gy. Geiss sisteciaroere es Sra aeaere ante ae eee eee 14 
ULE VALOTS 3 Meise grate ers RA skars ae cho ee 1.16 


Totallac acdsee paths cis ine toe eek he eee 6.20 — 6.20 
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Buildingserepairswee «aves chee hens eee eee a 37 
Decorating ge een tee Heels whe ake eee eae 225 

PLOtal ene eere tas. 55 Gh Cae bie lee cele ea 86 —  .86 
UMS URAN Ce Mestre reas Te Mo raree tie cee ta ee 25 
EEODELtVaEtaxeseyet ali eae aoe hee pare cose i ereieceunt acer 3.08 
DEPLECiAtlONw Etter tore Ne ee etn eee E73 

eOtalpre cute -yatec ss vars e eee ee cans soso eaten 5.c6 — 5.60 
INGER INCOMEN, AE Soiree Eo een ai ile Sao ee SEE 7.39 — 7.39 

HeOtalarental sncomennns ene cseieeie cere Mee oe 19.51 


In interpreting these figures it should be remembered that 
the percentages are based on tax values. These are perhaps 
75% of the cost to the owners. It should also be borne in 
mind that of the total valuation approximately 44% repre- 
sents land values and 56% building values. The following 
table shows the figures given above adjusted to true value 
and to value of building only: 


Per Cent | Per Cent Per Cent 
of Tax of True | of Building 
Value Value Tax Value 


56% 
Operation and construction.......... 7.06 Gaga 9.48 
PRSUITAN CER eer eins ele ieees tet a0 25 .19 34 
PR CS Hy ant tir sos Ide nro ner wncenestr a 3.08 2.31 2 eit 
IMEDKeClaWiONyn gach woke theless = 1 AB 1.30 2.32 
Deduction and net income.......... 7.39 5.65 5.65 
(GrossuincomMencnia tit ates ties 28 19.51 14.76 20.10 


9. Sales of Neighboring Property As Valuation Base 


Sales of property in the immediate neighborhood of the 
property whose value it is desired to ascertain are a valuable 
source of information. This method is most effective in 
districts where land values are relatively stable. In case 
speculative conditions are present the appraiser must take 
into consideration relative changes in land values and the 
factors which bring these changes about. 

Scattered sales such as might occur as the result of dis- 
couragement of a few owners do not serve as a safe criterion 
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for judging values; neither do sales of land made at excessive 
prices because of special interest which the buyer has in it. 

Sales require careful investigation before being made the 
basis of a valuation. Each sale should receive individual 
attention. If the market is active, sales occurring over a 
period of not less than a year should be investigated; but 
where values are relatively stable and sales not abnormally 
numerous, investigation of a shorter period may suffice. If 
sales are infrequent the investigation should cover a period 
of two or more years. 

The purpose for which the land is used is a factor. If for 
business, it'is usually sufficient to consider transfers on the 
same street within, say, four or five hundred feet. In case 
of corner properties departure should be made from this 
rule. It is then advisable to compare them with other corners 
similarly located. 

Where long-term leases exist they are sometimes found to 
have been made on the basis of land values as much as 
15% above present values; so that allowance must be 
made for this difference. Any attempt to make use of leases 
for valuation purposes must be conditioned upon an exam- 
ination of the terms of the leases, due allowance being made 
for any restrictions or special conditions. 

Properties used for manufacturing purposes are affected 
by conditions of surrounding territory lying at a much 
greater distance than is true of business properties. Trans- 
portation facilities and labor supply are of first importance. 

The appraiser must be relied upon to correlate the data 
and draw therefrom a conclusion such as can be derived only 
by exercise of a seasoned judgment. 


10. Valuation of Composite Plant 


When it is desired to ascertain a theoretical valuation of a 
plant as a whole, the depreciation must be figured on the 
various units of which the plant is composed. Thus, if a 
plant is composed of the following units having life and 
wearing value (cost less salvage) as shown below: 
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Unit Life | Wearing Value] Yearly Charge 
“056 SAS ae oe 50 $40,000.00 $ 191.20 
PNG e ecu edie uelnih tacos 25 25,000.00 523.81 
Oller ris eae ee saa hs eo 20 10,000.00 302.43 
DD VINSINO ee hoe cpus cors cases oe 15 5,000.00 SEA 
$80, 000.00 $1,249.15 


Then the yearly annual charge, on a 5% basis, is as shown 
in the last column. The rate of depreciation is the ratio 
of the yearly charge to the total wearing value, or 
1,249.15 + 80,000 — 1.5614%. ‘This is low here because 
over long periods the interest item is a large factor. 

The time required for the yearly additions to the deprecia- 
tion fund to accumulate to the original wearing value of 
the plant is known as the composite life of the plant. 

In the example above, $1,249.15 a year must accumulate 
a wearing value of $80,000. That is: 

1.05” —I 
1,249.15 X -————— = $80,000.00 
.05 


Dividing both sides by 80,000, we have: 

1,249.15 1.05" —1 

———————— & ——————_ = I 

80,000.00 05 

But, 1,249.15 + 80,000 is d, the depreciation rate. We 
have, therefore, 


(Oa 
4h SK —_= I 
.05 
105 
or, I.05%—1= — 
Transposing 1 to right, 
105 


1.05% = 1-+ — 
d 
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Applying logs to both sides, 

05 

—) 

d 
.05 

log (2 54) 
d 


or Ti 


n log. 1.05 = log eae 


log. 1.05 
RuLE:—To find the composite life, divide 7 by the rate 
of depreciation, add 1 and find the log; divide by the log 
of (1 +72). 


t 
For the above problem =" <3 262 
d 
add 1 and find log. .62346 
log: of '7>-- 28s or T0605 == .O2119 
.62346 —— .02119 ==). eget years 


The composite life of a plant should be known when 
bonds secured by a mortgage on plant and equipment are 
issued. Such bonds should not be issued for a term of years 
which exceeds the composite life of the plant. To provide 
a margin of safety the term of the bonds should be consid- 
erably shorter than the plant’s composite life. 


11. Capitalization of Assets 


It is sometimes desirable to find what sum of money is 
necessary to construct a building and keep it in repair for its 
estimated life. The cost of a perpetuity of 1 per annum is 

I I 

—and the income from a sinking fund is—, where Sn is 
i Sn 

the amount of an ordinary annuity. The product of these is 
the cost of a series of yearly items representing upkeep and 
repairs. 


12. Capitalization of Assets Illustrated 


What amount must be given to a hospital to enable it to 
construct a building having an original cost of $100,000.00, 
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an estimated life of 60 years, and an estimated annual up- 
keep cost of $10,000.00 and enable the hospital to have on 
hand at the end of 60 years $100,000.00 to replace the 


building? Money returns 4%. 


ITSO COSE Se ee es nit oe seetner aes I iat $100,000.00 
I 
Renewals 100,000 K — -X .00424432 = 10,610.80 
04 
10,000 
0) 0) ers 6 ka ea =" 250,000.00 
04 — 
ANSWOPies foi ie es $360,618.80 


The formula for the above is developed as follows: 


Let Cé = the capitalized cost of the asset. 
C = cost of building new. 
n = life in years. 
R = annual repair charge. 
4 = interest rate. 
R 
— = annual repair charge capitalized. 
i 
C I 
—- < — = renewal charges capitalized. 
I Sy # 
C I R 
(ST BN OR ie) On pea er 
ih Sn z 
In the above illustration, . 
100,000 10,000 
= 100,000 + XK .00424432 + 
04 .04 


13. Comments on Specific Assets 


Following are suggestions relative to the treatment of 
specific assets. Necessarily any attempt to so treat the 
individual items comprising capital assets must be frag- 
mentary in content. The following remarks are made from 


the point of view of a going commercial enterprise: 


(a) Equipment. Equipment consists of certain forms 
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of personal property, and is thus distinguished from real 
property in form of land and buildings. This distinction is 
important when it is necessary to ascertain what assets are 
pledged as security under a real estate mortgage. Following 
are considered some important classes of equipment. 

(6) Machinery and Tools. For ordinary purposes ma- 
chinery and tools should be valued at cost less depreciation. 
If detailed plant records are kept the accuracy and ease 
with which these assets may be treated is increased. It may 
be desirable to subdivide machinery into classes based on 
estimated life. Tools are comparatively short lived, hence 
are sometimes handled by the inventory method. In any 
event they should be distinguished from machinery. 

Machine tools, however, should be regarded as parts of 
the machine in connection with which used, even though 
of shorter life than the machine. 

It may be advisable to keep a separate machinery ledger 
where investment in machinery is large. 

The capitalized cost of machinery should be made to 
include freight, drayage, insurance during transit, and in- 
stallation costs, as well as the invoice price. 

In case machinery is rearranged, the cost of doing this 
may be capitalized if the rearrangement results in increased 
earnings. Usually, however, it is conservative to regard 
such costs as revenue charges. 

(c) Furniture and Fixtures. Cost less depreciation is the 
usual basis of valuation for going concerns. Sometimes, how- 
ever, the inventory method may be found preferable. 

(d) Delivery Equipment. Cost less depreciation or the 
inventory method should be followed, according to the 
circumstances. 

Horses depreciate at greatly varying rates, according to 
conditions. 

Automobiles should be valued at cost less depreciation. 
A separate record for them may be kept if many are owned. 

(€) Containers. These include barrels, boxes, baskets, 
and so on. The depreciation rate on these is high, varying 
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from 15% to 25%. To protect the investment in containers 
customers may be charged with their cost when deliveries 
are made, the amount thus charged being returned when the 
customer surrenders the container. 

(f) Patterns. Preferably, these are charged to the 
special job for which they are made. This procedure should 
be departed from only where products are so standardized 
as to permit of their constant use. In any case the rate of 
depreciation is high. 

(g) Land. Land does not depreciate, as a rule. Whether 
desirable to treat a given tract of land as one whole or to 
regard it as a collection of parcels each to be treated as a 
unit, depends on circumstances. 

Among the items which enter into capitalized cost of land 
are: purchase price, commission paid the purchasing agent, 
costs of title search and guaranty, notarial and recording 
fees, accrued taxes at date of purchase, and assessments for 
local improvements. 

In addition to original cost, the following improvement 
costs may be capitalized: drawing, filling, leveling, and 
grading. 


XVIII 


APPRAISALS OF WASTING ASSETS 


1. Wasting Assets Defined 


Wasting assets comprise natural resources such as mineral 
deposits and timber lands. Such resources are gradually 
exhausted when used to promote industry and commerce. 
They are thus differentiated from other forms of capital 
assets, such as buildings and machinery, which are renewed 
or replaced as occasion demands. Their use results in their 
diminution and ultimate exhaustion. 


2. Depletion 


The expense resulting from exhaustion of natural re- 
sources is termed depletion. Previous to the passage of 
the income tax laws little attention was given to the matter 
of ascertaining a fair charge for depletion because of the lack 
of necessity for making a careful distinction between capital 
and revenue Ordinarily, on the books of concerns engaged 
in exploiting natura’ resources, no charge was made for 
depletion. 


3. Development of Theory of Depletion 


Until the advent of income tax laws authoritative exposi- 
tions of depletion held that the allowance should be based 
on original cost, the only effect of new discoveries being to 
diminish depletion allowable per unit of output. Account- 
ants long held this to be the correct interpretation. The 
application of this theory necessitates frequent revision of 
the depletion allowance per unit of output where discoveries 
are frequent. 


754 
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The income tax caused these views to be revised. It 
emphasized the expense aspect of depletion and substituted 
for original cost as the amount to be depleted the intrinsic 
value of the deposit in the mine, whether or not all is known 
to exist from the beginning. 

The intrinsic value of the deposit or mine content is the 
product of: 

1. The total content in tons as finally ascertained, and 

2. The unit price per ton, representing the value in place, 

en bloc, in the mine, of the proved, probable and pros- 
pective ore. 


This makes the depletion charge for each accounting 
period equal the tonnage of ores extracted multiplied by the 
rate per ton established by the original estimate of value of 
ores in place, en bloc, in the mine. 

The rate per ton changes only if subsequent discoveries 
are made of relatively large ore bodies of a grade widely 
different from those upon which the original estimates were 
based. 

This theory necessitates occasional adjustment of book 
values of natural resources to keep them in agreement with 
changes resulting from discoveries. When such adjustments 
are made a special capital surplus account is credited. 


4. Methods of Appraisal Adopted by U. 8. Treasury 


Regulations governing the valuation of deposits for income 
-tax purposes promulgated by the U. S. Treasury were last 
revised as of December 29, 1920. ‘The chief requirement 
is that valuation as of a specified date be made “‘in the light 
of conditions and circumstances known at that date, regard- 
less of later discoveries or developments in the property or 
subsequent improvements in methods of extraction and treat- 
ment of the mineral product.” 

The value should be what would be established as the 
result of a bona fide transfer between a willing buyer and a 
willing seller. All pertinent data may be considered by the 
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Treasury Department to ascertain whether valuations are 
fairly made. 

In all cases except where cost serves as a basis for deter- 
mining depletion charges, the Treasury Department requires 
the basis to be fair market value as of a “basic date,” i.e., 
March 1, 1913, and in case of property acquired before that 
date; date of discovery, or within thirty days thereafter, in 
case of property discovered after March 1, 1913. 

Following the practice of mining engineers, the Treasury 
Department has adopted the present value method of valua- 
tion; but the Commissioner of Internal Revenue considers 
all evidence which throws light on market value, as, cost, 
actual sales and transfers of similar properties, market value 
of stocks or shares, royalties and rentals, value fixed by 
owner for capital stock tax purposes, valuation for local or 
state taxation, partnership accountings, records of litigation 
in which the property was in question, the amount at which 
the property may have been inventoried in probate court, 
and disinterested appraisals made in accordance with ap- 
proved methods. As a consequence the value finally secured 
is the resultant of the consideration of many factors and the 
application of a seasoned judgment. 


5. Present Value Method 


Under the present value method the following principles 
are recognized: 


1. Increase in mine values is not unearned increment since 
further development merely develops what already existed; 
it does not add value in the sense that value of real estate 
is enhanced by community development and improved 
methods of transportation. 

2. Exhaustible capital values must be recognized. 

3. An allowance must be made not only for return of cost but 
also for replacement of exhausted mineral. 

4. Mining is a continuing industry, organizations built up to 
engage in successful exploitation of mines being of too great 
value to be permitted to be discontinued by exhaustion 
of any property. 
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6. Factors to be Presented 


To determine fair market value of a property by the 
present value method the following information must be 
determined for each deposit: 

1. Total quantity of mineral in terms of the principal or 

customary unit (or units) paid for in the product marketed. 

2. Average quality or grade of mineral reserves. 

3. Expected percentage of extraction or recovery in each 
process or operation necessary for preparing the crude 
mineral for market. 

4. Probable operating life of the deposit. 

5. Unit operating cost, ie., cost of production exclusive of 
depreciation and depletion. 

6. Rate of interest commensurate with the risk for the deposit. 


In case of well developed properties much of this infor- 
mation can be secured from past operating experience, allow- 
ance being made for probable future variations in rate of 
exhaustion, quality of mineral, percentage of recovery, and 
costs of production and selling. If operating experience is 
lacking, much information may be deducted from concurrent 
evidence. Deposits of different grades, locations, and prob- 
able dates of extraction should be valued separately. 


7. Finding Present Market Value 


Present market value is determined by: 

1. Finding total expected operating profit, secured by multi- 
plying the number of units of mineral recoverable in 
marketable form by the difference between selling price 
and operating cost per unit. 

2. Reducing total expected operating profit for each mineral 
deposit to present value as of the basic date (March 1, 
1913, or a later date) at the rate of interest commensurate 
with the risk involved. This value should be reduced by 
the value, as of the basic date, of depreciable assets and 
prospective capital additions essential to the process of 
realizing such profits. 


8. Segregation of Minerals 
Minerals which cannot be mined before a definite future 
period in time are classed separately. Those which cannot 
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be extracted within, say, forty years, are of two kinds: 
(1) known reserves, and (2) unknown deposits subject to 
future discovery. For known minerals which cannot be 
worked within forty years little is paid, because the dis- 
counted value of a dollar due in forty years is a small 
amount. Depletion per unit of output should be based on 
the amount which can be extracted, say, within forty years; 
for if additional quantities were included the depletion per 
unit would be too small. If minerals which cannot be mined 
within a reasonable time are included in determining the 
depletion charge, the inequality resulting from distributing 
the depletion deduction equally over all units to be extracted 
becomes great. 

All minerals not to be extracted within a reasonable time 
should be segregated as an investment not subject to deple- 
tion. When such reserves are ultimately worked there will 
be no deduction for depletion except in case of new dis- 
coveries, or in case of a valid transfer, because the total 
investment will have been returned before the reserves are 
exploited. 


g. Value at Given Date 


Value as at a given date for depletion purposes is: 

The amount secured by discounting, at compound interest, to 
that date, the total net profits year by year, less 

The discounted value, at the basic date, of the depreciable 


assets and capital additions thereto necessary to realize such 
profits. 


The amount thus secured, when applied to the estimated 
available tonnage for depletion purposes, will have returned 
the value of the property when the estimated tonnage is 
exhausted. 


10. Rate of Interest 


Disagreement exists as to the rate of interest to be used 
for discount purposes. The problem involves difficulties, 
such as the element of risk involved and changing rates of 
interest over periods of many years’ duration. R. V. Norris, 
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a mining engineer, considers 6% the proper rate in most 
cases, since it is a standard legal rate. He suggests the use 
of a higher rate where there is question as to the extent or 
continuity of the deposit. 

The Mines Taxation Committee of the American Institute 
of Mining and Metallurgical Engineers suggests 4%. The 
Treasury Department uses 6% for anthracite mines and 
8% for bituminous mines. C. E. Grunsky says the rate 
should vary with the risk. This in turn varies with the 
stage of development of the mine and with different mines. 


11. Depletion of Gas and Oil Properties 


The Treasury Department regulations require that an 
estimate be made of recoverable oil in the territory in ques- 
tion as of the date of purchase, or’as of March 1, 10173, if 
acquired prior to that date, or within thirty days after dis- 
covery, but do not prescribe methods of estimating recover- 
able reserves. Methods of doing this applicable to a wide 
variety of conditions are described in Part III, Manual for 
the Oil and Gas Industry. These are based on the principle 
that the “best indication of the future production of any well 
is to be found in the history of similar wells in the same or 
similar districts, and that other things being equal, a well’s 
production is more likely to approximate the production of a 
similar well in the tract or district than to deviate widely 
from the average.” These methods are summarized thus: 


1. Plotting the record of production of individual wells, or, 
lacking such detailed information, the average production 
per well for each tract. 

2. Deriving from these graphical records an average or com- 
posite production decline curve for the district. 

3. Estimating from the last year’s average production per 
well the probable future production, based on the average 
production decline curve, or a future production curve 
derived from the production decline curve. 

4. Ascertaining probable total future production of producing 
wells by multiplying average future production per well 
by the number of wells producing at end of the year. 
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12. Depletion of Timber Land 


In general, but with exceptions due to the nature of the 
lumber industry, the principles discussed above apply to 
timber. In case of timber acquired after February 28, 1913, 
the basis is cost, no provision being made for valuations at 
other than cost for discoveries. For depletion purposes cost 
of timber does not include cost of land. 


Unit value for depletion purposes in case of timber ac- 
quired before March 1, 1913, is determined by dividing fair 
market value as of March 1, 1913, by total number of units 
on hand in the given account at the beginning of the year plus 
the number of units acquired during the year plus (or 
minus) the number of units which must be added (or de- 
ducted) to correct the estimate of the number of units 
remaining available in the account. In case of timber 
acquired after March 1, 1913, the dividend is cost of timber 
on hand at the beginning of the year, plus additions to capital 
necessary to put the property on a producing basis. 

The depletion allowance in a given year is the product of 
the unit value thus obtained multiplied by the number of 
units of timber cut during that year. Theoretically, depletion 
occurs at time of felling the timber; practically it is deter- 
mined when the quantity is first definitely ascertained. 

Fair market value as of March 1, 1913, when once deter- 
mined and approved, cannot be changed during a given 
ownership. The unit market value or the unit cost may be 
changed, however, if owing to such changes as those men- 
tioned above the cost of fair market value as of March 1, 
1913, will not be extinguished with the exhaustion of the 
timber. 

In case of improvements the cost or value thereof may be 
written off at a rate corresponding to the current exhaustion 
of stumpage, or it may be written off in accordance with the 
usual rules for depreciation, or, finally, according to some 
plan based on the taxpayer’s peculiar circumstances, if 
approved by the Commissioner; but the cost or value must 
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not be extinguished before the useful life of the plant is 
ended. 


13. Appraisal Formulae 


One method of valuing permanent assets is to divide the 
annual income by the rate of income which the property in 
question is expected to produce on the desired valuation. 
Thus if, 


a = the value to be ascertained 
b = the average net income produced yearly 
c = the rate of return consistent with risk involved 
Then 
b 
a —_- — 
C 


When, as in case of mineral deposits, the asset possesses 
limited life, provision must be made for the return of the 
investment. This takes the form of a sinking fund payment, 
which may be regarded as an additional rate to be added to 
c, and will be expressed as d. ‘The formula now becomes: 

b 


I (at rate d) + ¢ 


Sn 


This may be stated as a rule: 

To find the value of a mine, divide the annual net profits by 
the sum of the sinking fund charge at rate of interest d, plus 
the rate of return commensurate with the risk, c. 

I 
Note—The sinking fund charge represented by — is 
Sn 
based on the fact that an ordinary annuity of 1 for 7 periods 
is represented by the symbol Sm. The sinking fund charge is 
found by dividing 1 by such ordinary annuity. 
To illustrate, assume that a mine will produce a net income 
of $25,000.00 a year for 4o years. What is its value if a 
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return of 7% on the investment is regarded as reasonable in 
view of the risks involved, and if the sinking fund for 
amortization of the investment is to accumulate at 4%, 
interest compounded annually? 


I 
—, 40 years at 4% = .01052349 
n 
a -O7 
25,000 
@ ea 6s 
.01052349 + .07 
Proof: 
Total income from'mine is.......%.... $1,000,000.00 
Less—7% for 40 years on investment of 
SOHO WOME Soetiog Oo gnome 6 ooo ose 869,311.55 
Balance of income, being theoretical con- 
tribution to sinking fund............ $ 130,688.45 
AV DICH A Der ZV Calais o tract eee eee ee 3,267.21 
Annuity of $1.00 for 4 years at 4% is... 95.0255157 
R202 Xe OS.0255 £57 se re tk ere ee $ 310,468.43 


14. Hoskold’s Formula 


Hoskold’s formula, a slight modification of the above, is 
extensively used to find the present value of both tangible 
and intangible income—producing properties having limited 
life. 


Assume that: 


a = the value to be ascertained. 

b = total net income property will produce during its life. 

c =rate of return, based on a, representing a fair annual 
return for “risk,” i.e., business profit. This may vary 
from 6 to 50 per cent, or higher. 

d = rate of return, compounded annually, on a sinking fund 
theoretically set up after allowing the fair return repre- 
sented by c. 4 per cent is the rate usually adopted. 

n= ares of years or periods during which earnings are 
made. 
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Then: 
b 
= 
d 
n (c-+———__) . 
(1 + d)"—1 


If J be assumed to represent the total compound interest 
accruing in the sinking fund over m years, the formula 
becomes: 


TNC A) 
I 


d 
Since ii is the equivalent of the formula used in deter- 


mining sinking fund instalments, computations are facili- 
tated by the use of compound interest tables. 


15. Illustration 


A mine will produce a net annual return of $1,000.00 for 
3 years. What is its present fair value if the owner is 
entitled to a business profit of 15% on the investment, plus 
a return which, compounded yearly at 4%, will return the 
investment at the end of 3 years? 


3,000 3,000 
CES eS 
04 04 
CS ee) ES he 
1.04° —1I .124864 
3,000 X .124864 374-592 
SSS Sw ee $2,126.08 
.0561888 + .12 .1761888 
Proof: 
Motalsincomer Produced s1.5 . sik ates Se _. $3,000.00 
Less 15% on investment for 3 years........... 956.74 


Balance, being theoretical contribution to sinking 
DELI p cs Faye cei thes. 08s cele she enatee ge ate asteraoe «8 $2,043.26 
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Which per year is......... 
Annuity of $1.00 for 3 years at 4% is 
O82,00 X'5.T2EG weg mae mnie he aie be me 


16. Hoskold’s Table 


The present values of $1.00 in accumulated earnings of 
equal annual instalments over a period of years ranging from 
1 to 50, inclusive, on the basis of rates of interest return 
varying from 6% to 12%, inclusive, on the investment, with 


aie 106i ,e) 01, 9...6 


return of capital at 4%, are as follows: 


Yrs. 6% 


0.943396 
0.908766 
0.876389 
0.846052 
0.817570 
0.790781 
0.765540 
0.741717 
0.719198 
10 0.697880 
Ir 0.677672 
12 0.658489 
13 0.640258 
14 0.622911 
15 0.606385 
16 0.509625 
17 0.575581 
18 0.561206 
19 0.547455 
20 0.534292 
2I 0.521680 
22 0.609587 
23 0.497979 
24 0.486835 
25 0.476122 
26 0.465820 
27 0.455905 
28 0.446356 
29 0.437155 
30 0.428283 
31 0.419724 
32 0.411462 
33 0.403483 
34 0.395772 
35 0.388318 
36 =©0.381108 
37 9.374130 
38 0.367375 
39 0.360832 
49 0.354491 
41 0.348345 
42 0.342385 
43 0.336602 
44 0.330990 
45 0.325540 
46 0.320248 
47 0.315107 
48 0.310109 
49 0.305250 
50 0.300525 


O COVIAMRWNH 


77% 


0.934597 
0.892946 
0.853037 
0.818370 
0.785469 
0.754961 
0.726638 
0.700174 
0.675487 
0.652354 
0.630699 
0.610277 
0.591066 
0.572950 
0.555828 
0.539630 
0.524283 
0.509716 
0.496371 
0.482719 
0.470171 
0.458216 
0.446805 
0.435903 
0.425477 
0.415496 
0.405935 
0.396767 
0.387970 
0.379520 
0.371399 
0.363589 
0.356072 
0.348832 
0.341856 
0.335128 
0.328637 
0.322371 
0.316318 
0.310468 
0.304811 
0.299339 
0.294043 
0.288913 
0.283945 
0.279128 
0.274459 
0.269929 
0.265533 
0.261266 


8% 
0.925925 
0.876891 
0.832607 
0.792418 
0.755780 
0.722245 
0.691435 
0.663032 
0.636765 
0.612404 
0.589748 
0.568624 
0.648887 
0.530401 
0.513053 
0.496741 
0.481376 
0.466880 
0.453178 
0.440211 
0.426920 
0.416255 
0.405166 
0.394619 
0.384571 
0.374988 
0.365839 
0.357096 
0.348743 
0.340726 
0.333054 
0.325695 
0.318631 
0.311846 
0.305324 
0.299049 
0.293009 
0.287190 
0.281581 
0.276171 
0.270950 
0.265909 
0.261038 
0.256328 
0.251774 
0.247367 
0.243100 
0.238967 
0.234962 
0.231079 


9% 
0.917431 
0.861777 
0.812317 
0.768072 
0.728260 
0.692177 
0.659519 
0.629635 
0.602251 
0.577066 
0.553820 
0.532281 
0.512330 
0.493737 
0.476390 
0.460167 
0.444963 
0.430685 
0.417253 
0.404592 
0.392637 
0.381334 
0.370630 
0.360479 
0.350840 
0.341675 
0.332951 
0.324637 
0.316704 
0.309127 


10% 
0.909090 
0.847176 
0.792993 
0.745178 
0.702675 
0.664641 
0.630410 
0.599440 
0.571286 
0.545581 
0.522019 
0.500344 
0.480337 
0.461815 
0.444619 
0.428610 
0.413671 
0.399699 
0.386603 
0.374302 
0.362729 
0.351818 
0.341517 
0.331775 
0.322549 
0.313799 
0.305488 
0.297587 
0.290063 
0.282893 


Pe OS E.O9 
3.1216 


in 25 126.09 


11% 
0.900910 
0.833061 
0.774587 
0.723608 
0.678824 
0.639166 
0.603769 
0.572008 
0.543347 
0.517355 
0.493671 
0.472001 
0.452107 
0.433770 
0.436821 
0.401104 
0.386493 
0.372873 
0.360147 
0.348230 


12% 
0.892857 
0.819408 
0.756976 
0.703254 
0.656540 
0.615547 
0.579284 
0.546979 
0.518017 
0.491906 
0.468244 
0.446702 
0.427009 
0.408936 
0.392292 
0.376914 
0.362663 
0.349420 
0.337082 
0.325559 


A 
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17. Application of Hoskold’s Table 


Following is a simple computation for value of a property. 


CUE SINESO 1 COCA Tie Teer PE ca ee Oe aig 1,000,000 tons 
(This includes developed ore as well as 
reasonable amount of probable ore such as 
would be taken into account by a pros- 
pective buyer.) 


Estimated operating profit per ton.......... $2 

Total estimated operating profit........... $2,000,000 

Estimated life based on operating history and 
BOVGAGIOMSE hen ae utterance l a i2's canines IO years 


Risk rate considered commensurate with the 
hazard of the operation of this particular 


PPOCCE VIE toto Weir talle ois cleie ole sith oie oboe sath 10% and 4% 
Factor from Hoskold’s table.............. 0.545581 
Present worth of operating profits.......... $1,091,162 


Value of plant and equipment plus the present 

worth of necessary capital additions through 

the life of the property to exhaust the min- 

eral and obtain the estimated operating 

PEO ot te cictcanade bie Gane: Buel ere cae cep $200,000 
Walieron mineral €n) DIOC. 5:5 <5 sci os% tavsiy $891,162 


XIX 


ACCOUNTING FOR APPRAISALS 


1. Accounting Procedure 


The propriety of reflecting increased property valuations 
on the books has often been questioned, but most authorities 
now agree that to do so is proper provided that it is» done 
with certain qualifications, so that stockholders and investors 
cannot be deceived as to the facts. This means that the 
credit should be carried to a division of capital surplus, viz., 
.that arising from revaluation of capital assets. 

If the management prefers, the revaluation may be ex- 
pressed merely as a footnote to the balance sheet, in which 
case no change is made on the books of account. An equiva- 
lent plan is to show the revaluation figure parenthetically in 
the balance sheet. 

If the ledger accounts are changed to reflect the altered 
values, adjustment of the depreciation reserve may be neces- 
sary. If too much depreciation has been written off in the 
past, the depreciation reserve should be charged and surplus 
credited. If the appraisal results in an increased valuation, 
ordinarily this should be reflected on the books by a charge 
to some capital asset account and a credit to an adjustment 
reserve account. If the capital asset account charged is 
the account of the asset which is revalued, the increased 
valuation will result in increased depreciation charges in the 
future. How the increase in the depreciation charge shall 
be treated depends on the theory held regarding the purpose 
of depreciation reserves. 

If it is held that the purpose of the reserve is to provide 
for the replacement of the asset, the increased depreciation 
charge should be treated the same as the depreciation charge 
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previously employed. Ultimately, under this plan, the re- 
serve of capital surplus established at the time the books 
are adjusted becomes realized and should be so designated. 


2. Mlustration—Excessive Depreciation Charges 


Assume that a lathe which cost $1,000.00 has been depre- 
ciated $500.00, the reserve for depreciation now standing at 
that amount. An appraisal indicates that its actual present 
value is $750.00. The adjusting entry is: 

Depreciation Reserve. <cen4 1. 3 os ss $250.00 

POMS UL DUS er pre umn ie os Wee oe $250.00 


To restore to surplus excess amount set up 
as depreciation reserve. 


3. Illustration—Excess Value Due to Appreciation: Re- 
placement Cost Provided for by Reserve 


Assume that a building which cost $10,000.00 has been de- 
preciated $2,000.00, thus showing a book value of $8,000.00. 
An appraisal indicates that its actual present value is 
$12,000.00, or $4,000.00 in excess of the value shown on the 
books. Cost to reproduce new would be $15,000.00. The 
adjusting entry is: 


SUN etn ets aioes Sees a oats 37 58 $5,000.00 
To Depreciation Reserve......... $1,000.00 
ADIL Als UEP IU Sir Pars stp Siaie ois eoacecle «os 4,000.00 


To take up appreciation and adjust 
depreciation reserve to basis of ap- 
praisal. 


A year later the following entries are required: 


Depreciation “UXpense as « oe or. sete ss $750.00 
To Depreciation Reserve........... $750.00 
To provide depreciation on building at 
5/0: 
Capital Surpls) Seeds. oe eels ores ss 250.00 
Top Barmede Surplus .tis 8.6 2k one ee 0 250.00 


To carry realized appreciation to surplus 
account. 
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The depreciation provision needed to retire the cost of the 
building at end of its estimated life of 20 years is $500.00 
annually. Since the asset account is charged at $15,000.00 
after the adjustment is made to give effect to the appraisal, 
the depreciation provision determined by applying the 5% 
rate to the appraised value new ($15,000.00) is $750.00. Of 
this amount $500.00 applies to original cost ($10,000.00) 
and $250.00 to the appreciated value. This amount is earned 
surplus, being transferred to that account by a charge to 
capital surplus account and a credit to earned surplus. 


4. Illustration—Excess Value Due to Appreciation: Or- 
iginal Cost Provided for by Charge to Depreciation 
Expense 


Assume data to be same as in preceding illustration. The 
adjusting entry is: 


BGG 5 Fh: Bods ers stu ds ce eee eae $5,000.00 
To Depreciation Reserve.......... $1,000.00 
Capitalt Sarplts) yo ii. Silas! eek eee 4,000.00 


To take up appreciation and adjust de- 
preciation reserve to basis of appraisal. 


A year later the following entry is required: 


Depreciation Expense... ....6...¢.0sc00e $500.00 
Capital “Surplus. scat at oe suas alee Grea 250.00 
To Depreciation Reserve............. $750.00 
To set up reserve on basis of appraised 
values. 


Under this plan only the original cost is ultimately charged 
to profit and loss as expense, the excess due to the increased 
book value being charged to capital surplus. At the expira- 
tion of the building’s life the reserve is sufficient to write off 
the written-up book value of the building. 


5. Appraisals for Insurance Purposes 


The standard fire insurance policy provides, “This com- 
pany shall not be liable beyond the actual cash value of the 
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property at the time any loss or damage occurs.” Actual 
cash value is what it costs to replace the property in the 
condition it was in at the time of the fire. This is also the 
insurable value, which represents cost of reproducing the 
burnable portion of the property based on current market 
prices for materials and labor, less a proper allowance for 
depreciation. 

To determine insurable values appraisals may be resorted 
to, unless the book values may be regarded as satisfactorily 
reflecting such values. Undoubtedly, there are times when 
an appraisal is of great benefit to the insured, its cost being 
small in comparison with the amount saved. 


6. Illustration 


A concern sets aside substantial amounts for depreciation 
on a building built in 1910, also on equipment purchased at 
various times. Its balance sheet appears as follows: 

BALANCE SHEET—Company “X” 


PRSUAT 218 San: Weisnianter aS vais atta ea ate 
ASSETS LIABILITIES 

Wandipess slate oeecdctenat $ 5,000.00 Capital Stock.......... $25,000.00 
BB UUGING Saecayerepeciss ere sere ase 20,000.00 Surplus—Earned +++ +++ 10,000.00 

E-GUIDMeNt ye srsiets cereals ole 12,000.00 Reserve for Depreciation: 
Current Assets......... 13,000.00 Building yA hao 6,000.00 
FIQUIPMENE 3. ier scia se 5,000.00 
Current Liabilities...... 4,000.00 
$50,000.00 $50,000.00 


An appraisal is made which gives the following values. 
These indicate what outlay would be required to replace 
plant and equipment: 


Reproductive Sound Insurable 
Cost New Value Value 
‘belavg Ey teed © cal tee che, Gaara ea $10,000.00 | $10,000.00 
Building eke ccs weber ls cee 40,000.00 | 36,000.00 | $31,000.00 
MGUIpMentye eee. rene: 6,000.00 3, 000.00 3, 000.00 


a 


770 CORPORATE MANAGEMENT AND PROCEDURE 


If the books were used as the basis for adjusting the loss, 
the insurance would amount to about $20,000.00. On the 
other hand, the appraisal shows cost of replacement, allowing 
$5,000.00 for the unburnable part, to be $34,000.00. With 
an appraisal and a proper insurance contract the insured 
would receive $34,000.00. 


7. Settlement of Fire Losses 


After a fire loss has occurred the insurance adjuster makes 
a finding of facts. If there is an appraisal of recent date, he 
will use it, adjusting it to date of the fire. If there is a 
complete set of books in use he will probably make use of 
these also. If neither of these sources of information is 
available a retrospective appraisal will be made. Because of 
the unsatisfactoriness of such appraisals it is desirable to 
have at hand the results of a fairly recent appraisal made by 
competent persons. 


8. Appraisals for Tax Purposes 


In case of personal property valuations the taxpayer’s 
declarations are accepted, subject to revision. In case of 
real estate, the tax authorities set the valuation, but this is 
subject to revision upon proof of error existing therein. For 
purposes of inheritance taxation the administrator of the 
estate files his schedule with the authorities, who may make 
revision of the valuation placed thereon. 

Claims for tax reductions, to be effective, must usually be 
accompanied by unbiased appraisals made by disinterested 
experts. 


g. Appraisals for Financial Purposes 


Reorganizations, mergers, and consolidations usually re- 
quire the purchase and sale of properties. Appraisals are 
needed in such cases because of the effects of changing 
prices, errors arising from failure to distinguish accurately 
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between repairs and renewals, and inadequacy of formal 
methods of charging off depreciation. 


1o. Illustration—Consolidations 


In consolidations it is sometimes desirable to reflect the 
results of appraisals on the books of each company con- 
cerned, thus placing them all on a basis of equality regardless 
of the price at which their assets were acquired, or the 
manner in which depreciation has been treated. 

Assume that companies “A” and “B”, engaged in manu- 
facture, agree to consolidate. Each company is to receive 
capital stock for net assets turned over to the new company. 
The respective balance sheets giving effect to the book values 
are as below: 


Book Value 
ASSETS OA? “BRB? 
(CRISIS Galea 6 iG h nS pOnCt NES CUR RES ee CE aa $ 1,000.00 $ 2,000.00 
IACCOUNtSuRECelV able ease nara pir) Seralele woes 2,000.00 2,500.00 
MT VENtORY Meee bretoctne mith ets oe tet esata erent 5,000.00 15,000.00 
JOR W ING D5. ceaes Bich Ss CER OD ROCA UCONN en Cee are em 5,000.00 20,000.06 
ISTHE See Meee ela eechetls cre scr ove eke cuca eieieycaiels cok) sigetae 10,000.00 30,000.00 
Biantmand Ee quipmentver. acceiee eee ote ae 40,000.00 475,000.00 
OfficewE Guipmentes acdc aver cise lass sere eas 2,000.00 5,000.00 
PL OLA lmaereres terre e i eiocct sisi ciel is se 3 p05,000.00- ' $E4G5500.00 
LIABILITIES 
Notes Ray ablemeerccea acid teen sais pl 5;000;00) $120,000.00 
INCCOUNTS Ay ADIOS verterieie cts exsy terse arn eva ca oe ee vs 9,000.00 10,000.00 
PN CCHUCC mE XPCNSES)yhtcltcsmsrerete cee esis c 8ietera av olel: tne 1,000,00 2,000.00 
Reserves tore DepreckatioNe cu. oacacciedcsc asi 5,000.00 2,000.00 
Cominone Stocker, mye ee serer ya uale oro cites atlas 25,000.00 50,000.00 
Sarpy us Bat Cie. eye ees cierto serece) nienos oi oohe aT stones oycte 10,000.00 65,500.00 
PUG EA Mater tonet Sic seperate soto lake satis sherensgeltelehsnsie $65,000.00 $149,500.00 


A settlement on the basis of the above values would allow 
$35,000.00 stock to Company “A” and $115,500.00 to Com- 
pany “B”. However, Company “A” has treated capital 
assets conservatively; it has also priced its inventory con- 
servatively. On the other hand, Company “B” has written 
off nothing for depreciation and has inflated its inventory. 
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Below are shown the results of an impartial appraisal. 


Appraised Values 


ASSETS cA? Oy he 
Gash toici «wives ayatn es sha. 8 eid oa omens atanalete co einer $ 1,000.00 $ 2,000.00 
Accounts’ Receivablens carci. sc cee tera ne can ee 2,000.00 2,500.00 
UNVeNtGH ya Mera eteaie ta eeavke nike <stelclece ora teiocuarevetc\rs 5,000.00 10,000.00 
anid «\gaeniele veverpaley >, eeabacale Oke e eden eters erations 9,000.00 12,000.00 
Biuldingsius aoe. ce osricpele cts custae arte ere ote alco 15,000.00 25,000.00 
Plant and sHauipments. cack seers cre ne ata eis 50,000.00 60,000.00 
Office SE quipmentahissatin eis. ote el everest rateia chats 3,000.00 2,500.00 
LOGAN Mavs teen icttre crecnaratatics stevoreaerate artiot aieare $85,000.00 $114,000.00 
LIABILITIES 
Notes i Payable’ tacts ate sae ols a tueuetere sort anes tet atere ates $15,000.00 $ 20,000.00 
ACCOUNES AVA DIC Uaterertie so, s ons ioe tone pe earn nemmtaretays 9,000.00 10,000.00 
ANCCHUC “EEX DENSES rare atta nine eae ene ee ocn tears 1,000.00 2,000.00 
Reserve for. Depreciation... oaicocc sie ole eee 10,000.00 7,000.00 
Commons Stock ince cen iat tepr tact 25,000.00 50,000.00 
Surplus——wamed! a\c-sa.cen sleeatarssberienueio hs stennee 10,000.00 65,500.00 
Capital gn eis cae ouster 15,000.00 40,500.00 
Lota: Cray esa eee eee here Tale oad eile ters $85,000.00 $114,000.00 


A settlement on the basis of the above values would allow 
$50,000.00 of stock to Company ‘“‘A” and $75,000.00 to 
Company “B”. 

The following increases and decreases result from the 
appraisal: 


OOM ial 3 had 
ASSETS Increase Decrease Increase Decrease 
Inventory: cho. teerece $ —  § §$ $ —— __ $ 5,000.00 
and sees arconvevsht tener 4,000.00 —— — 8,000.00 
Buildings? 5. eke tenis tiie 5,000.00 — os 5,000.00 
Plant and Equipment.... 10,000.00 ~ a —— 15,000.00 
Office Equipment ........ 1,000.00 —- -—— 2,500.00 
$20,000.00 $35,500.00 
Net nDecreases Ys \sxes a ocretia menaete 15,500.00 — 
LIABILITIES 
Capital Surplusiio.. ccc $15,000.00 m— 5,000.00 $ —— 
Depreciation Reserve .... 5,000.00 — —. 40,500.00 
$20,000.00 $5,000.00 $40,500.00 


Net, Decrease Aitieosc escent 15,500.00 
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The consolidated balance sheet, based upon appraised 
values, would appear as follows: 


ASSETS LIABILITIES 
(CR 0! eo Setainioine ENE $ 3,000.00 Notes Payable ....... $ 35,000.00 
Accounts Receivable... 4,500.00 Accounts Payable .... 19,000.00 
Inventory, areca ee 15,000.00 Accrued Expenses .... 3,000.00 
a earner scpeverenaate sess 21,000.00 Depreciation Reserve . 17,000.00 
Buildings. cen eee 6 40,000.00 Capital Stock ........ 125,000.00 
Plant and Equipment. 110,000.00 Surplus ..........02- 
Office Equipment ..... "5,500.00 ; 
otal sees. tacmuhvs tre $199,000.00 Total .........$199,000.00 


11. Mergers 


Sometimes one operating company absorbs one or more 
others engaged in the same line of business. 

Where several companies are operating in the same line of 
business it frequently happens that a merger takes place 
whereby one of the operating companies absorbs the others. 


12. Illustration—Mergers 


Assume that companies “A”, “B”, and “C” have the 
following balance sheets at December 31, 1925: 


ASSETS OI NE C5) BU OY 
GEHL. sc once ea bie, ENEOR Goan Re TOr CRONE $ 5,000.00 $ 8,000.00 $ 10,000.00 
Brnldin este ecw cresoetvetenanemnle oneteuacee 15,000.00 15,000.00 30,000.00 
Equipment ary areas wecarec ioe b dele 50,000.00 40,000.00 100,000.00 


CODD CHBASSCES Sahar 'alee eroreeiere are romieehcks 40,000.00 30,000.00 75,000.00 


I1I0,000.00 $93,000.00 $215,000.00 
; 93 : 


LIABILITIES 
GapitaleStock waren; <iiowasen ies se $ 50,000.00 $50,000.00 $150,000.00 
Sur lUSimocraactabe cate rooisrete steel oie ccsreie 25,000.00 15,000.00 5,000.00 
Mepreciation= Reserve’. 2... I5,000.00 10,000.00 30,C00.00 


@thersWiabilitiess: s-.cwe sais. ots 20,000.00 18,000.00 30,000.00 


$110,000.00 $93,000.00 $215,0c0.00 


The agreement is that the capital stock of “C”’ shall be 
increased to $300,000.00 and that said company shall ac- 


774 CORPORATE MANAGEMENT AND PROCEDURE 


quire all the assets and assume all the liabilities of companies 
“A” and “B”, paying for the net assets with its capital stock 
at par. The value of. these assets is to be determined by an 
appraisal. 

The appraisal produces the following results: 


ASSETS CoA? COR 
Band errs ferns secre teeth erate ahate eee $ 5,000.00 $ 5,000.00 
Burling 2% ats oy srstienisiepe Peat leat rere ores 20,000.00 16,000.00 
EQuipmient”’s.. yo iG.0 secarsisva sievaieeegitte: sate Sore abeies 60,000.00 50,000.00 


Other a Ssets ite sisters csc sco cheer Vereen aia ati eee 35,000.00 30,000.00 


LIABILITIES 
Capital SStocks mins ab ces onesie arenes aeons eine $ 50,000.00 $ 50,000.00 
Surplus: 
Earned. (55.2.0 faatdetee ecto Araceae ere 20,000.00 15,000.00 
Capital ane icc cjectsnds oer «ecueterternatierercn 10,000.00 5,000.00 
Depreciation, Reserves sic ains)s sents ee elon creote 20,000.00 13,000.00 
Other: Liabilitiessss).c besser lity Oe raee ce werner ete 20,000.00 18,000.00 


$120,000.00 $101,000.00 


The following entries give effect to the above values on the 
books of the respective companies: 


Company “A” 


BOUIN occas cura ae eae ean $ 5,000.00 

Equipments chs copepeeoe esa 10,000.00 
To — Depreciation Reserve....... $ 5,000.00 
Capital, Surplus voucce ss ose. s 10,000.00 


To give effect to the values as de- 
termined in the appraisal of Blank 
and Blank, dated December 31, 


1925. 
Company “B” 
Building’), War +. cate oe $ 1,000.00 
Begipment) i. 3 o. Sew cae een 10,000.00 
To — Depreciation Reserve....... $3,000.00 
Lani) ty) dbe.« Mente ah ely 3,000.00 
Capital Surplus 4.cccnnraaee 5,000.00 


To give effect to values deter- 
mined in appraisal of Blank and 
Blank, dated December 31, 1925. 
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With the books adjusted as above the assets and liabilities 
would be transferred to Company “C” thus: 


Company “A’s” Booxs 


Depreciation Reserve ............. $20,000.00 

Miners iabinGes icon ess coe 20,000.00 

Company “C”’, Vendee............ 80,000.00 
CSE 00 EROS Nea ee a ee $ 5,000.00 
IDUNGINGS: 5 tetas c bexicis ON 20,000.00 
eQUipmMent (2.00). eros 6; 60,000.00 
OthergAssets 5 ics ris ot 5's 35,000.00 


To record transfer of assets to 
Company “C” and its assumption 
of our liabilities. 


Booxs 


Company “B’s” 

Depreciation Reserve ............. $13,000.00 

Other Liabilities | 2.65. bucks. Je 18,000.00 

Wompany. © Vendeet oo. sce 5 cs 70,000.00 
Tis 8 Py 7s Ne ee eee $ 5,000.00 
BoUdings yrs ceas 6 685.5 04 16,000.00 
ECGUIDIMENU tee Genes Feb < 50,000.00 
Other Assets ............ 30,000.00 


To record transfer of assets to 
Company “C” and its assumption 
of our liabilities. 


On the books of Company “C”’ the above entries would be 
reversed and the assets taken on at appraised values. It, in 
turn, would close the transaction with the following entry: 


Company “A”, Vendor. ......055. $80,000.00 
Company < Bye VENGOP si. idis iss 020 lee 70,000.00 
Loi Capital: Stock. 1s o/s.e o's). +6 $150,000.00 


To record payment of capital 
stock in settlement of merger 
agreement. 


After taking up the stock on their respective books a trial 
balance of “‘A” and “B” would appear as shown at the top 
of the following page. 

The final step for Companies “A” and “B” is to make a 
distribution of Company “C’s” capital stock to their stock- 
holders and give effect to this distribution on their books. 
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ASSETS <OAC2 OS Bs 
CapitaléStock-of Company: © tee ee $ 80,000.00 $ 70,000.00 
LIABILITIES 
Capital Stockas sacnti cae ran ees eters resco $ 50,000.00 $ 50,000.00 
Surplus: 
earned cis p-cictere erase srsceh hore tos etcee Gatehe ace ees. aacees 20,000.00 15,000.00 


Capital hide..c. see es eats Dee eee 10,000.00 5,000.00 


$ 80,000.00 $ 70,000.00 


Stockholders of Company “A” would receive 1 3/5 shares 
of the capital stock of Company “C” for each share they 
own, while stockholders of Company ‘“B” would receive 
1 2/5 shares of the capital stock of Company “‘C” for each 
share they own of Company “B”. 


XX 


TREATMENT OF CORPORATE REVENUES 
AND SURPLUS 


1. Origin of Surplus 


Surplus is the excess of assets over liabilities and capital 
stock. It is derived from various sources, consequently 
should be classified so that the significance of its derivation 
may not be lost. Thus three well known sources of surplus 
are: 

1. Net profits retained 

2. Sale of capital stock at a premium 

3. Revaluation of plant 


That these elements of surplus should be kept distinct at 
all times is evident from the fact that the uses to which they 
may be put differ. Surplus derived from accumulation of 
net profits may be used for payment of dividends, whereas 
that derived from the other two sources mentioned above is 
not usually regarded as being available for dividend distribu- 
tion. Some authorities object to showing any surplus arising 
from revaluation of plant, preferring to wait until plant is 
disposed of to show results of the increased valuation. At 
any rate, it is evident that surplus derived from each of these 
sources possesses its own peculiar characteristics and that 
therefore the origin of surplus should not be lost sight of 
during the life of a corporation. Suitable sub-captions under 
surplus for that derived from the above three sources would 
be: 


1. Earned Surplus 
2. Paid-in Surplus 
3. Surplus Arising from Revaluation of Capital Assets 


A slightly different scheme of nomenclature would be: 


Ci eh 
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Surplus 
1. Earned 
2. Capital 
a. Paid in 
b. Arising from Revaluation of Capital Assets 


2. Origin of Earned Surplus 


A discussion of the origin of earned surplus involves a 
consideration of gross revenue and the various deductions 
made therefrom to arrive at net profit. The various revenues 
of a business may be classified as follows: : 

1. Revenue from operations 

(a) Ordinary 
(6) Extraordinary 
2. Revenue from investment 


To illustrate, assume the case of a railroad company 
which, in addition to operating a railroad, operates a hotel 
and owns the securities of certain other companies. Its 
income from ordinary operations is that derived from operat- 
ing the railroad, its income from extraordinary operations is 
that derived from operating the hotel, and its income from 
investments is that derived from securities owned. 


3. Revenue from Ordinary Operations 


In the majority of cases this is the item of chief impor- 
tance, hence the one to which the greatest attention must be 
given in an attempt to increase profits. Even holding com- 
panies are primarily concerned with the ways and means of 
increasing the revenue which their subsidiaries derive from 
ordinary operations. The sources of revenue and the neces- 
sity of stabilizing it are matters of such great importance as 
to deserve careful study. In a broad sense the question is one 
of the stabilization of business generally, which in turn is 
a corollary of the economic problem of coordination of 
production and consumption. 

Illustrative of the efforts required to smooth out seasonal 
fluctuations, reduce the expense of high labor turnover, and 
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decrease the costs of carrying high inventories, may be taken 
the experience of General Motors Corporation. ; 

General Motors Corporation is engaged in the manufac- 
ture and sale of automobiles, automobile accessories and 
parts, refrigerators, etc. Less than 4% of its product is sold 
at retail. The company has experienced a development 
commensurate with that of the automobile industry, increas- 
ing its output from 25,000 cars in 1909 having a sales value 
of $29,029,000, to 835,902 cars and trucks in 1925 having 
a sales value of $734,592,000. Total assets of the com- 
pany increased from $18,381,000 at the end of 1909, to 
$703,786,000 at the end of 1925. 

It is the policy of the company to price its products in a 
manner consistent with its policy as to a return on its invest- 
ment and to control its manufacturing operations by means 
of schedules coordinated with the demand of the consuming 
public. This necessitates the careful estimation of future 
business, the scientific control of inventories, and the ade- 
quate management of commitments for materials. 

In making forecasts the following factors are given con- 
sideration: growth, seasonal variation, condition of general 
business, and competition. Forecasting is also done with 
reference to certain fundamental policies of the company 
relative to: 


1. Return on the investment 
2. Standard price 


Regarding these two policies Mr. Albert Bradley, assistant 
treasurer of General Motors Corporation, says: 


1. Whether a business be large or small, there is need of a policy 
in regard to the relation of capital investment to price of product, 
and the condition under which additional capital is to be used to 
_ expand the business (either through retention of earnings instead 
of paying dividends, or from sale of capital securities). The gov- 
erning considerations are rate of return on investment and the 
relationship of capacity to average and peak demands. In a small 
business where ownership and management are identical, the 
fundamental policy may never be formally expressed, but it will 
nevertheless be taken into account by the owner-manager in mak- 
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ing up his mind whether or not to make any additions to his plant. 
In the typical large industry, however, where capital is supplied 
by a large number of stockholders, many of whom are not active 
in the management, and particularly where the operations are 
diversified and scattered, it is essential that machinery be estab- 
lished by which the fundamental considerations of pricing of prod- 
uct and expansion programs can be related to the established 
policies. ; 

Return on Investment is the basis of the policy in regard to the 
pricing of product, but it must be understood that the funda- 
mental consideration is the average return over a protracted 
period of time, not the specific rate of return over any particular 
year or short period of time. This long-time rate of return on 
investment represents the official viewpoint as to the highest aver- 
age rate of return which can be expected consistent with a healthy 
growth of the business, and may be referred to as the economic 
return attainable. 

2. The Corporation’s fundamental price policy, once formu- 
lated, is completely expressed in the conception of standard volume 
and expected long-time average rate of return on investment. The 
price of any product which will satisfy these conditions is its 
standard price. It is expected that in actual practice prevailing 
price will be above standard price at certain times, and below at 
other times, and it may never exactly coincide with the standard 
price; but the determination of standard price is desirable for two 
reasons: 

(1) It affords a standard with which the actual prices or con- 
templated prices can be compared, so that variance can be given 
necessary consideration, thus guarding against the possibility of 
unintentionally pricing either an entire line or certain models in 
a manner inconsistent with the fundamental price policy in the 
matter of return on investments. 


(2) The policy itself is thereby submitted to the test of ex- 
perience, so that if over a long period of time standard price cannot 
be realized, then the fundamental policy as to return on capital 
attainable in the business requires modification. 


It is such policies that are fundamental to the stabilizing 
of revenue from operations as well as to increasing its amount 
to the maximum. For a discussion of some of the tests for 
determining the efficiency of operations, see Chapter XXV, 
“The Investment in Plant.” A study of such tests will 
suggest steps to be taken in individual cases. 
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4. Origin of Paid-In Surplus 


The principal sources of paid-in surplus are as follows: 

1. Amount paid in for capital stock in excess of its par or stated 
value 

. Donated stock 

. Forfeitures on stock subscriptions 

. Assessments on capital stock 

. Profits on sale of treasury stock 

1. Stock having a par value is sometimes sold at a pre- 
mium, in which event the premium is credited either to a 
Premium on Capital Stock account or directly to Paid-in 
Surplus account. If the credit is to Premium on Capital 
Stock account this should be regarded as a division of Paid-in 
Surplus. 

In case of non par value stock no premium arises if the 
capital stock account is credited at whatever price it will 
bring. Sometimes, however, whatever is received above a 
stated price is treated as paid-in surplus. There is little 
reason for the adoption of such an arbitrary line of distinc- 
tion between capital stock and surplus in case of non par 
value stock. In fact, one of the reasons for the adoption of 
non par value stock is to avoid the difficulties that arise in 
connection with premium and discount on capital stock 
accounts. 

2. When capital stock is donated the par value of the stock 
donated is credited to Donated Surplus account. Later, 
when the stock is sold, Donated Surplus account is trans- 
ferred to Paid-In Surplus account, proper adjustment being 
made for excess or deficiency of the amount received as 
compared with the par value of the stock. 

3. When a forfeiture occurs on stock subscriptions the 
stock is resold, the excess realized over and above the amount 
necessary to complete the payment on the original subscrip- 
tion being credited to Paid-In Surplus account. 

4. Sometimes full paid stock is assessed as a measure 
against insolvency, sometimes as a step towards the resusci- 
tation of a corporation passing through receivership. Such 


naBRW Nd 
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assessments should be credited to Paid-In Surplus account. 

5. Treasury stock is acquired in various ways. One way 
is through donations, considered above. Frequently it is 
acquired through purchase, in which case any excess over 
cost received on its sale represents a credit to Paid-In Surplus 
account. Vice versa, any loss realized on such a sale should 
be charged to Paid-In Surplus account. 


5. Capital Surplus Arising from Revaluations 


For a detailed discussion of capital surplus arising from 
the revaluation of capital assets see Chapter XIX. 


6. Treatment of Surplus 


A large surplus, especially earned surplus, is indicative of 
successful operations in the past and a reserve against future 
contingencies. However, few companies can hope to retain 
all their earnings as surplus because the stockholders expect 
some current return of their investment. The accumulation 
of a surplus is one means of financing additions and 
betterments. 

Surplus is sometimes capitalized through the declaration 
of a stock dividend. A stock dividend, by increasing the 
number of outstanding shares, enables the company to avoid 
the appearance of making excessive dividend disbursements. 

The chief credits to surplus arise from (a) net profits for 
the current period, (4) profits applicable to previous periods 
taken up in the current period, (c) premiums received from 
sale of capital stock, (d) donations, (e) profit on sale of 
treasury stock, (f) assessments on capital stock, (g) revalua- 
tion of capital assets, and () forfeitures by subscribers to 
capital stock. 

The chief debits to surplus result from (a) net losses for 
the current period, (5) dividends declared, (c) extraordinary 
losses, (d) adjustments applicable to former periods result- 
ing in losses, (e) revaluations of capital assets, (f) discounts 
on capital stock sold. 
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7. Surplus Reserves 


Sometimes a portion of surplus, usually earned surplus, is 
set aside for a specified object, this object usually being indi- 
cated by the name of the account. Unreserved surplus is 
ordinarily regarded as available for distribution as dividends. 
To remove the temptation, at least in some degree, to so 
employ it, it may be reserved by being transferred to a 
special account. Usually the board of directors would have 
power to transfer such reserved surplus back to free surplus; 
nevertheless there would be some hesitation in doing so if it 
involved a reversal of policy. In some instances, of course, 
contractual arrangements may make the retention of the 
reserve compulsory. 

Among common forms of surplus reserves to be considered 
are the following: 

1. Reserves for redemption of bonded indebtedness 


2. Reserves for contingencies 
3. Reserves for betterments 


1. Sinking fund reserves for redemption of bonds are not 
usually required by trust deeds, whereas sinking funds are 
required. After these reserves have served their purpose 
they are transferred back to free surplus. They are formed 
by a charge to Surplus account and a credit to Sinking Fund 
Reserve account. 

2. Reserves for contingencies are less specific in character 
than are sinking fund reserves and are simply reservations 
of what would otherwise be free surplus in order that future 
unexpected losses may be absorbed without endangering the 
concern’s financial condition. 

3. Reserves for betterments consist of surplus earmarked 
with a view to enabling the company, at some future time, to 
engage in a program of construction. It is natural that when 
surplus is thus retained the cash and working capital position 
of the company is improved, enabling it to better undertake 
an expansion program than it could do if the surplus were 
used to declare dividends. 
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8. Dividends 


It is a principle of finance that dividends should be paid 
from earned surplus, but exceptions occur. Thus in case of 
companies engaged in the exploitation of wasting assets it 
is recognized that dividends may be distributed from capital 
because of the undesirability of attempting to retain the 
total investment intact. As to stating precisely what rules 
must govern, Seymour Walton says: 


It is difficult to state concisely a rule for determining the legality 
of a dividend, partly because of the various sources of surplus, and 
partly because of the diversity of judicial decisions governing the 
matter. It is sometimes stated that dividends can be paid only 
from profits, but this is not an exact statement because the law 
allows a corporation to distribute in the form of dividends any 
premium which may have been paid to the company on its stock. 
It is true that the directors should not deceive the stockholders by 
allowing them to believe that the dividend was provided by profits, 
but this is a question of ethics and not of law. 

Nor is the statement correct that dividends can be paid only 
from surplus, which means that after the dividend has been paid 
there must be actual net assets equal to the capital stock. For 
instance, if the development or organization expense is still car- 
ried on the books as an asset, it is not imperative that it shall be 
written off before a dividend is paid, provided a reasonable portion 
of it is canceled and the course of the business justifies the carry- 
ing of the remainder as a deferred charge.? 


For companies exploiting natural resources the leading 
case is Lee v. Neuchatel Asphalt Co., L. R. 41 Ch. D. 1, 
decided in 1889. In this English decision it was held that 
if the company retains sufficient assets to pay its debts there 
is nothing to prevent it from paying out any excess money 
as dividends. 

As to dividends of corporations other than those engaged 
in exploiting natural resources, the rule in the United States 
is that past deficits from operations must be made up before 
dividends may be declared.” 


?Seymour Walton, Advanced Accounting, p. A-271. 
2 See Journal of Accountancy, March, 1923. 
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Dividends are declared payabie to stockholders of record 
as of a given date, but this date must succeed that of the day 
the dividend is declared. The dividend notice specifies this 
date, also the date on which the dividend will be paid, as well 
as the date the resolution declaring the dividend is passed. 
Sometimes the books are closed for a period beginning on the 
date specified as that on which stockholders of record are 
entitled to the dividend, but the custom is growing of not 
closing the transfer books, the dividend being made payable 
to stockholders of record as of the close of a specified 
day. 


g. Dividends Classified 


Regular dividends are those which the company expects 
to pay quarterly at a specified rate. It is generally the policy 
of a company to set this rate low enough so that it may have 
reasonable expectations of keeping up the dividends at that 
rate. If earnings over a period warrant, the regular dividend 
may be increased, but rather than increase the rate when it 
is not reasonably certain that it can be continued, extra 
dividends are declared. 

Extra dividends are those declared additional to the regu- 
lar dividends but without the expectation that they will be 
made permanent. 

Stock dividends are those paid by issuing additional stock 
on a pro rata basis. 

Cash dividends are those payable in cash. 

Liquidation dividends are those paid out of the assets of a 
concern being wound up. 

Scrip dividends are those payable in notes which are later 
to be redeemed, usually in cash. 


10. Dividend Record of General Motors Corporation 


The following extract from the annual report of General 
Motors Corporation for 1927 illustrates several forms of 


dividends. 
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RecorD OF DIvIDEND PAYMENTS 


The regular quarterly dividend on the common stock was in- 
creased to the rate of $8.00 per share per annum as of March 12, 
1927. On July 5, 1927, an extra dividend of $2.00 per share was 
paid. In September two shares of new $25.00 par value common 
stock were issued in exchange for one share of no par value com- 
mon stock previously outstanding. As of December 12, 1927, a 
regular quarterly dividend was established on the new stock at the 
rate of $5.00 per share per annum. On January 3, 1928, an extra 
dividend of $2.50 per share was paid to stockholders of record 
November 19, 1927. 

A detailed record of the dividends declared by quarters during 
the year ended December 31, 1927, together with the dates of 
payment, is as follows: 


a he 
a ~~ KS » ~~ 
oO a be rot =| 
‘ 3 a & S ac s iy “S 
Periods Req | Om | Om | wg S5 ond = § ae 
SS /AS|aS] oF | 48 ES a) 48 
Ber | 0% | 9 | Bm | Em Ba am Se 
~ o 0° A n oO =) 77) 
ist Quar. | $1.75|$r.50| $1.50] Feb 1] Jan. 10 $2.00]/Mar. 12, 1927|Feb. 10, 1927 
and Quar. 1.75} 1.50] 1.50} May 2] Apr. 9 2.00|June 13,1927|May 21, 1927 
Extra 2.00/July 5, 1927|May 21, 1927 
3rd Quar. 1.75| 1.50] 1.50] Aug. 1] July 5 2.00|Sept. 12, 1927/Aug. 20, 1927 
4th Quar. 1.75] 1.50] 1.50} Nov. 1z | Oct. ro 1.25|Dec. 12, 1927|Nov. 10, 1927 


Extra 2.50/Jan. 3, 1928|Nov. 19, 1927 


The payments by years since the organization of General Motors 
Corporation of Delaware, the present Corporation, follow: 


Common 
7%* 6% 6% | | 
Preferred Debenture Preferred $100 Par No Par $25 Par 

x0} @ Moeell jorena ate fool Geen arc aa (&) ($6.00: |! (4) Sr0%00) |. 5 Sela eee 
OLS cova | Serste cutee terete ene eiaicae dete nies 6.00 E2SOO' ive © sere niacteerteh ate ee ae 
TOLO servo inne eae (2) $6.00 6.00 12360) || oie ..6 0h aoe 
1920.. (3) $5.25 6.00 6.00 | (5) 5.50 (6)* $0.75) as eee 
I921.. 7.00 6.00 G8Q0 NT cea nob ces (7) 1.00 ; 
1922.. 7.00 6.00 GOOG tactntis cate (8) 550° |. 40) eee 
1923.. 7.00 6.00 (ieee yt fp cote teen eae (9) 1.20 
1924.. (*) 7.00 6.00 OXO0.] a..oe sr es (10) 2.15 
1925.. 7.00 6.00 GOO. [hs cecas tara (11) 12.00 
1926 7.00 6.00 GROOM erotia sche (za) asvconly.. 
1927 7.00 6.00 6200) | scone ates (see table above) 


*At a special meeting of stockholders in June, 1924, the name of this stock 
from 7% Debenture to 7% Preferred and the initial dividend at Phe se 
new 7% Preferred was paid November 1, 1924. (1) Initial $1.50 quarterly paid 
February 1, 1917. (2) Initial $1.50 quarterly paid February 1, 1919. (3) Initial 
$1.75 quarterly paid May 1, 1920. (4) Initial $1.00 quarterly paid February 1 
1917, and thereafter $3.00 quarterly to and including February 1, 1920. : 


(5) Final $2.50 cash and common stock dividend of % 
| 4, share common no 
paid May 1, 1920. On and after March 1, 1920, ten shares no par ve coe 
exchanged for each share $100 par value. 
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(6) Initial 25 cents quarterly cash and stock dividend of 1/4oth share common paid 
May 1, 1920, which rate was paid August 2, and November 1, 1920. 

(7) During 1921 .on February, May, August and November first business day, each 
quarterly dividend of 25 cents cash. Quarterly dividend due February 1, 1922, 
was passed at meeting held January 4, 1922. 

(8) “Special” dividend of 50 cents a share paid December 20, 1922, stock of record 
November 27, 1922. 

(9) During 1923, on March 15, June 12, September 12 and December 12, a dividend 
of 30 cents cash was paid; and this rate was continued during 1924 by a 
payment of 30 cents a share March 12, June 12 and September 12, on the no par 
common capitalized at $10 a share. 

(10) On account of charter changes, the number of shares of common stock was reduced 
in 1924, through the exchange of four shares of old stock for one share of new 
no par value common stock, resulting in reducing the common shares outstanding 
to one-quarter of the number theretofore outstanding. An initial dividend of 
$1.25 a share on this new stock was paid December 12, 1924; this was increased to 
$1.50, payable March 12, 1925, and was continued through the year. 

(11) In addition to quarterly dividends of $1.50 a share, an extra cash dividend of $1.00 
a share was paid September 12, 1925, to stock of record August 24, 1925; also 
an extra cash dividend of $5.00 a share was paid January 7, 1926, to stock of 
record November 23, 1925. 

(12) In addition to quarterly dividends of $1.75 a share, an extra cash dividend of $4.00 
a share was paid July 2, 1926, to stock of record May 24, 1926. On September 11, 
1926, a 50% dividend was paid in common stock and payments of $1.75 a share 
were continued on the increased number of shares. An extra cash dividend of 
$4.00 a share was paid January 4, 1927, to stock of record November 20, 1926. 


11. Declaration of Dividends 


The by-laws usually contain some provision relative to 
the declaration of dividends. Subject to such provisions the 
power to declare dividends rests with the board of directors. 
Before declaring a dividend it is customary for the directors 
to require a statement of earnings showing what profits are 
available for that purpose. This is especially important 
when the accumulated surplus derived from operations of 
previous periods is not sufficient to meet the requirements of 
the contemplated dividend. Directors are personally liable 
for depletion of capital through dividend payments. It is 
their duty to keep posted on the company’s earnings, and to 
avoid improper dividend distributions. 

The declaration of a dividend renders the company directly 
liable thereon as in case of other unsecured debts. However, 
until the fact has become known that a dividend has been 
declared the board of directors may rescind its action. 

The directors possess wide discretion as to what action 
they may take regarding payment of dividends, being limited 
in action only by by-law, charter, or statutory provisions. 
The courts will intervene only where the directors have 
obviously abused their power. 
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12. Dividends on Preferred Stock 


Some of the conditions attaching to preferred stock are 
considered elsewhere in this volume. In case of non-cumu- 
lative preferred stock the dividend in a given year is wholly 
lost to the stockholders if it is not earned. This situation is 
liable to tempt the management, which is usually controlled 
by the common stock, to contrive methods of cutting down 
the apparent profits in some years in order that in other years 
sufficient profits may be shown to permit dividend payments 
on both preferred and common stocks. In this matter the 
courts tend to intervene, however, and to hold that dividends 
on non-cumulative preferred stock must be paid if profits 
earned in any year are sufficient for that purpose. 


13. Accounting Treatment of Dividends 


Dividends do not accrue as does interest on bonds, but as | 
soon as declared by the directors they become a direct lia- 
bility of the company and should be reflected as such in the 
accounting records. In connection with cash dividends the 
following accounts are employed: 

1. Surplus account, which is charged with the amount of the 

dividend. 

2. Dividends Payable account, which is credited with the 

amount of the dividend. This is a liability account. 


It is customary to carry the balance of Profit and Loss 
account to Surplus account, then to charge Surplus account 
with the amount of the dividend, rather than to charge it to 
Profit and Loss account. This seems preferable to charging 
Profit and Loss account direct, although this procedure is 
sometimes followed. Regular dividends are usually num- 
bered, and if special checks are issued in payment these bear 
the number. 

To illustrate, if at their annual meeting held on February 
20, the board of director's of Company X declare a dividend 
of 6% on outstanding capital stock of $1,000,000, payable in 
quarterly instalments of $15,000 each on April, July, Octo- 
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ber and January 1, the entry to be made on the books of 
account on February 20 is as follows: 
Surplus $60,000 
To Dividend Payable No. 26 $60,000 
Twenty-sixth annual dividend of 6% 
declared by resolution of board of 
directors Feb. 20, 19.. 


The entry each time a quarterly instalment is paid is: 


Dividend Payable No. 26 $15,000 
To Cash $15,000 
For payment of quarterly instalment 

on annual dividend No. 26. ~ 


14. Dividends Payable in Other Media Than Cash 


Sometimes, owing to a temporary shortage in cash, divi- 
dends are declared payable in interest bearing scrip, redeem- 
able in cash at a later date. In this event, the entry at time 
of declaring the dividend is the same as above, viz., a charge 
to Surplus account and a credit to Dividend Payable 
account, but instead of crediting cash when the dividend is 
paid, the credit is to Dividend Scrip Payable account, thus: 

ividenGerayaplegs i By emma ai eins 

sEowDividend) Scripseavapies (oy eros orem te 
(Explanation) 

Later, when the scrip plus interest thereon is paid the 
entry is: 

MIVIENCNOCEID EAVAUIG 9 eee 

INDIPS SS: ey SRE inl tRNA tite crores 

TESOL ieee 0 SANT Pe SI eR a ae ae aE Ne orgs SrA 
(Explanation) 

When stock dividends are declared the entry consists in a 
charge to Surplus account and a credit to Capital Stock 
account. It is necessary, of course, to have sufficient capital 
stock authorized but unissued with which to pay the divi- 
dend. If the dividend is payable in par value stock it is 
expressed as a percentage of the par value of the outstanding 
stock on which the dividend is made payable. Thus if the 
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outstanding common stock amounts to $100,000 and a stock 
dividend of 10% is declared the entry is: 
Surplus $10,000 


To Dividend Payable $10,000 
(Explanation) 


and at time of payment: 
Dividends Payable $10,000 


To Capital Stock $10,000 
(Explanation ) 


When dividends are paid in non par value stock the effect 
is not to transfer a portion of surplus to capital stock account 
but merely to divide up the equity of the stockholders among 
a larger number of shares. Consequently the entry is made 
merely as a matter of record, thus: 


Surplus $ None 
To Dividend Payable $ None 
(Explanation ) 


and when paid: 


Dividend Payable $ None 
To Capital Stock $ None 
(Explanation) 


ForM 278 
DivipEND NOTICE 


ARMOUR and COMPANY 
The Board of Directors of Armour and Company met 
on February 17 and declared the following dividend: 


ARMOUR AND COMPANY 
(ILLINOIS) 
A quarterly dividend (134%) on the preferred stock, 
payable April 1, 1928, to stockholders of record March 
10, 1928. 
ARMOUR AND COMPANY 
OF DELAWARE 
A quarterly dividend (134%) on the preferred stock, 
payable April 1, 1928, to stockholders of record March 
10, 1928. 
WILi1AM P. HEMPHILL, 
Secretary. 
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ForRM 279 
Divipenp Notice (ANOTHER Form) 


NEBRASKA POWER COMPANY 
Preferred Stock Dividend No. 43 
The regular quarterly dividend of 134% on the Preferred Stock 
of Nebraska Power Company has been declared for payment 
March 1, 1928, to preferred stockholders of record at the close 
of business February 14, 1928. 


S. E. SCHWEITZER, 
Treasurer. 


ForM 280 
DivIDEND NotTIcE (ANOTHER Form) 


AMERICAN WATER WORKS AND ELECTRIC COMPANY 
INCORPORATED 
(of Delaware) 

A regular quarterly dividend of $1.50 per share on the $6 
Series, First Preferred Stock of the Company, for the quarter 
ending March 31, 1928, has been declared payable April 2, 1928, 
to stockholders of record at the close of business on March 
T253102.8. 

W. K. Dunsar, 
Secretary. 


Form 281 
DivipeND Notice (ANOTHER ForM) 


GENERAL GAS & ELECTRIC CORPORATION 


Regular quarterly dividends on the following stocks of this 
Corporation have been declared, payable on April 1, 1928, to 
stockholders of record at the close of business on March 12, 1928, 
said dividends being on the quarter ending March 31, 1928: 

$2.00 per share on the $8.00 Cumulative Preferred Stock, Class A 
$1.75 per share on the $7.00 Cumulative Preferred Stock, Class A 
$1.75 per share on the Cumulative Preferred Stock, Class B. 
37¥ec. per share on the Common Stock, Class A. 

Holders of Common Stock, Class A, are given the right to 
subscribe to additional shares of Common Stock, Class A, of 
this Corporation at the price of $25.00 per share to the extent of 
the dividends payable to them on April 1, 1928. The Equitable 
Trust Company of New York, Transfer Agents, will deliver to 
each of the holders of Common Stock, Class A, entitled to the 
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dividend payable April 1, 1928, Common Stock, Class A, or scrip 
certificates therefor, equivalent in amount, taken at $25.00 per 
share, to the number of dollars of dividends to which each such 
stockholder would be entitled, unless advised by such stock- 
holder on or before March 21, 1928, that such stockholder does 
not exercise the right of subscription to which he is entitled and 
requests the payment of the dividend in cash. 
O. CLEMENT SWENSON, 

Secretary. 

New York, February 1, 1928. 


ForM 282 
DivipEND Notice (ANOTHER Form) 


KANSAS CITY POWER & LIGHT COMPANY 
Kansas City, Missouri 
First Preferred, Series ““B,” Dividend No. 5 
Kansas City, Missouri, February 15, 1928. 
The regular quarterly dividend of $1.50 per share on the First 
Preferred, Series ‘““B” Stock of the Kansas City Power & Light 
Company has been declared payable April 1, 1928, to stockholders 
of record at the close of business, March 14, 1928. 
All persons holding stock of the company are requested to 
transfer, on or before March 14, 1928, such stock to the persons 
who are entitled to receive the dividend. 


CHESTER C. SMITH, 
Secretary. 


KANSAS CITY POWER & LIGHT COMPANY 
Kansas City, Missouri 
First Preferred, Series “A,” Dividend No. 23 
Kansas City, Missouri, February 15, 1928. 

The regular quarterly dividend of $1.75 per share on the First 
Preferred, Series “A” Stock of the Kansas City Power & Light 
Company has been declared payable April 1, 1928, to stockholders 
of record at the close of business, March 14, 1928. 

All persons holding stock of the company are requested to 
transfer, on or before March 14, 1928, such stock to the persons 
who are entitled to receive the dividend. 

We again call your attention to the fact that this stock has 
been called for redemption on April 1, 1928, and that payment 
therefor will be made at the office of the Guaranty Trust Company 
of New York, 140 Broadway, New York City, New York. 

CHESTER C. SMITH, 
Secretary. 
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ForM 283 
Diviwenp Notice (ANOTHER Form) 


ASSOCIATED GAS AND ELECTRIC COMPANY 
61 Broadway, New York 
DIVIDENDS 

The Board of Directors has declared the following quarterly 

dividends payable April 2 to holders of record February 29, 1928: 
DIVIDEND NO. 25 

Original Series Preferred Stock—87¥c per share in cash or 
2.27/1ooth of a share of Class A Stock for each share of Pre- 
ferred Stock held. 


DIVIDEND NO. II 

$7 Dividend Series Preferred Stock—$1.75 per share in cash or 
3.98/1ooth of a share of Class A Stock for each share of Pre- 
ferred Stock held. 

The stock dividend is equivalent to approximately $4.28 per 
share per annum for the Original Series as compared with the 
cash dividend of $3.50 per share, and $7.48 per share per annum 
for the $7.00 Dividend Series Preferred Stock. 

M. C. O’KEEFFE, 
Secretary. 


Form 284 
DivipEND Notice (ANOTHER Form) 


A regular quarterly cash dividend of two per cent and an 
extra cash dividend of two per cent on the common stock of this 
Company has been declared payable April 2nd, 1928, to stock- 
holders of record at the close of business March gth, 1928. 

* Reo Moror Car CoMPANY. 


ForM 285 
DivipEND Notice (ANOTHER Form) 


J. I. CASE THRESHING MACHINE COMPANY 
INCORPORATED 
Racine, Wis., U. S. A., February 20th, 1928. A dividend of 
$1.75 per share upon the outstanding Preferred Stock and a 
dividend of $1.50 upon the outstanding Common Stock of this 
Company has been declared, payable April 1st, 1928, to the 
holders of record at the close of business March 12th, 1928. 
THEO. JOHNSON, 
Secretary. 
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Form 286 
Notice TO Directors OF MEETING TO DECLARE DIVIDEND 
"THE era eae COMPANY 
MOS shales alt hdd ae nee nas 
You are hereby notified that a meeting of the Board of Directors 
Oly DMCS eins cues Seite Company has been called for ............ 
19.., at .. o’clock .. M., for the purpose of declaring a dividend 
GEES ao oe ee oe per share upon the common capital stock of 
DOR a icant Company for the period beginning ............ 
19.2) and endMyg' 2.3.50 20s , 19.. and payable to stockholders 
of record at .. o’clock .. M. on the date of ../.....s5. a 
Siva dha eis dvetais aca eek a ee Aaeck 
ForM 287 
RESOLUTION DECLARING DIVIDEND 
Resolved, that a dividend of $.......... be and is hereby 


declared out of the earned surplus of the corporation on the 
outstanding capital stock of this corporation, said dividend to be 
payable to stockholders on the ...... day“of'eo... Uses ; 198 

Note: The terms of this resolution may be modified to suit 
the requirements. Thus provision might be made for dividends 
on two or more classes of stock, or for the payment of a scrip 
dividend, or for the payment of accumulated dividends on pre- 
ferred stock, or for the payment of the dividend in instalments, 
or for the payment of a stock dividend. 


Form 288 
LETTER ACCOMPANYING DIVIDEND CHECK 


The enclosed check is in payment of the regular quarterly 
dividend of one and one-half per cent on the common stock of 
this company standing in your name at the close of business 
Ung eke Siaket eck , 19... No acknowledgment is necessary other than 
your endorsement on the back of this check. Kindly notify us 
at once of any change in your address. 


Treasurer. 
DividendsNoy. cca noes 
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Form 289 
STANDING DIvIDEND ORDER 


‘LST SSS AOR aa IP Treasurer 
ts ONL a ee eae DP Company 
I hereby notify you that until you receive further notice from 
me, you are instructed and directed to mail all dividend checks 
payable to my order to me at the address given below. 


CC Ce rr 


Signature of Stockholder 


Name and address to which checks are to be mailed 
DN MIC ah ele Ae hota aie cpa cartialoe Beate’ die, whe cee ee 


Note: In case checks are payable to a person other than the 
one who signs the dividend order the signature of the signer 
should be acknowledged before a notary public. If the order is 
signed by an attorney or other party acting in a fiduciary capacity, 
suitable evidence must be given of the signer’s capacity. 


ForM 290 
STANDING DIVIDEND ORDER (ANOTHER Form) 


TO THE TREASURER OF 
CITIES SERVICE COMPANY 
60 Wall Street, New York City. 
Sir: 
Until this order is revoked by me in writing, please make checks 
to the order of 


PO Ce WICC NE SCY er KY CTI Sue TON Yan i SNC CMC Yuet TNC YC PC Pear SO YO J YP YC Sat a eC} 


for all cash dividends due or which shall become due on all shares 
of Preferred and Common stock now standing or which may 
hereafter stand in my name on the books of your company, and 
remit all such checks by mail to said 


eiehisiiste.ie tells) stle mie 0,6) o) 6 -/ete, 010 0h e 6 6c 0 6) 6,6 a0" Se 0 0) e116) 80.8 0/0! 6-6 0 0) 0 6,000 0 6 6 die 


Gile 6 jee (4: of eo. ah 6 0,\0 41/86 jel elie\\e\\¢ ele 0) (8 ele 6 0 @ 


This form is to be used ONLY when it is desired to have checks for divi- 
dends made payable to some person or concern OTHER THAN THE 
STOCKHOLDER. Notification of address or change thereof may be made 


Ley RN A A ne a es ee PO 
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ForM 291 


Form oF DivipEND Book 


Dividend “Nome. 5 js cee ORGS lial adverse per share or of 
Kereta cs percent. ofy Thé sc... i)2. 2%...» Company t declared 
ia ie of eich MoMA 5 19.. ata wh ivcsau es. meeting of the Boardiot 
Directors:of Che -:).%..4%)3ie <a Company, payable to stock- 


holders as follows: 
No. of Amount of Date of 


Name. Address. shares held. dividend. payment. 
Remarks. 


ForM 292 


DivipDEND CHECK WITH STUB 


{ Paranc ay OiviOeEns 
Henry L. Doneery & Commanmy CHECK NO 100998 NEW YORK, FEBRUARY) 1928 
SIATY WALK ZTREET 


NEW YORK NY 


19268 


Cities SERVICE COMPANY 


(IMCORPORATED » 
SIXTY WALL STREET 


PAYMENT OF MONTHLY Liv). 


OFND OW COMMON STOCK ANO/OR PAEFERREO 


sONLY 50/100 DOLLARS. $00.50 ¢ & 59918 
* IIIS 


JORN R. CAMPBELL, 
1496 CALBERT ROAD, 


) 
KANSAS CITY, KANSAS. . . 


TRCASU ACA 


Cinee Service Company 


STOCK OF CITIES SERVICE COMPANY STANDING 


IN NAME OF PAYEE ON JANUARY 14 


= 
: 
« 
rd 
Fa 
o 
x 


Cure 

Nod 100998 
Coma City 
Dare asst SE 
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FORM 293 
Notice ACCOMPANYING DIvIDEND CHECK 


AMERICAN STEEL FOUNDRIES 


410 NO. MICHIGAN AVE 


COMMON STOCK DIVIDEND 
CHICAGO, ILL. JANUARY 14TH, 1928 


ON DECEMBER IST, 1927, THE DIRECTORS DECLARED A QUARTERLY DIVIOEND OF SEVENTY-FIVE CENTS 
(76) PER SHARE UPON THE OUTSTANDING NO PAR COMMON STOCK OF THE COMPANY, FOR THE QUARTER 
ENDING CDECEMGER 31ST, 1927, PAYABLE THIS DAY TO STOCKHOLDERS OF RECORD JANUARY 3AD, 1928. 

ENCLOSED PLEASE FIND CHECK FOR THE ABOVE DIVIDEND ON SUCH COMMON STOCK STANDING IN 
YOUR NAME. OR FOR WHICH A DIVIDEND ORDER WAS ON FILE, AT THE CLOSE OF BUSINESS JANUARY 3RO, 1928. 


NO RECEIPT OR ACKNOWLEOOMENT 15 NECESSARY 
F. E. PATTERSON, TREASURER 


PLEASE NOTIFY US OF ANY CHANGE IN YOUR AOORESS. GIVING BOTH OLD AND NEW AOORESSES 
NEW ADDRESS 


OLo0 ADORESS 


(erewatuna) 
PPEARS ON BTOCK CBATIFICATE. 


6.8. WRITE AND 


OM NAME GKACTLY AG IT 


XXI 


CORPORATION REPORTS 


1. Nature of Corporation Reports 


Corporation reports need not conform to any standard of 
form and content other than those required by law, stock 
exchanges, associations, and the fair treatment of stock- 
holders and creditors which business ethics demand. Beyond 
these fundamental requirements circumstances must de- 
termine the nature, extent and form of the information to 
be submitted. The annual report to stockholders is the one 
best known, but many companies issue quarterly reports, 
some issue monthly reports, and all are interested at one 
time or another in special reports of one sort or another. 

For internal managerial purposes daily reports of sales, 
cash receipts and disbursements, inventories of merchandise 
and supplies on hand, and so on, are required. Much of the 
success achieved by a business depends upon the promptness, 
accuracy and thoroughness of reports submitted daily, 
monthly, and annually to the management. 

Reports may be grouped as 

(1) Those for the stockholders’ information, 
(2) Those to promote management, 
(3) Those required by state officials or other governing 


bodies, although the three types of reports are not 
necessarily distinct. 


1. REPORTS FOR STOCKHOLDERS’ INFORMATION 


There is some information which a company does not care 
to make public because secrecy in connection with it is 
essential to the successful prosecution of the concern’s pro- 
gram. As to the extent of the information which should be 
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broadcast in the form of published reports, opinions and the 
policies of corporations differ. Corporations whose stocks 
are closely held and which are not under obligation to stock- 
holders whose sole source of information is the published 
report may disclose little or no information to the public. 
Corporations whose stocks are listed on a stock exchange 
are, by the requirements of the exchange, compelled to con- 
form to certain regulations regarding information to be 
‘furnished to the exchange as well as to stockholders. Com- 
panies which desire to make public offering of securities must 
meet the requirements of investment bankers as to informa- 
tion needed to determine the investment status of the 
securities. 


2. Annual Report to Stockholders 


The chief function of the annual report is to give stock- 
holders timely information concerning the progress made 
by their company and to set before them its status as at the 
close of the fiscal year. Sometimes, however, the annual 
report takes on itself the character of a detailed exposition 
of the company’s undertakings—statistical analysis, graphic 
representation, charts, tables, and so on being employed to 
aid in clearly setting forth the facts. 

To be useful, annual reports, like others, must be timely. 
They must be ready to present to the annual meeting of 
stockholders, usually held two or three months after the 
fiscal year’s close. Frequently they are published and dis- 
tributed weeks before the date of the annual meeting, in 
which event the reading of the report at the meeting may be 
simply a formality. The annual report of President Sloane 
of General Motors Corporation to the stockholders, for 1927, 
was dated March 8, 1928, but the annual meeting was not 
held until May 10, 1928. The annual report of President 
Gifford of the American Telephone and Telegraph Company, 
for 1927, was dated March 2, 1928, and the annual meeting 


was held March 27, 1928. 
Below are presented outlines of several typical annual 


2 
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corporation reports with sufficient excerpts therefrom to 
give an adequate idea of their content and structure. 


3. Annual Report of American Telephone and Telegraph 
Company 


The report of the American Telephone and Telegraph 
Company for the year 1927 is entitled “Report of the Board 
of Directors to the Stockholders for the year 1927.” On 
the page following the title page is given a “Chronology,” 
setting forth events relating to the telephone and telegraph 
industry from 1876 to 1927, inclusive. Next, on page 3, 
are given the names of officers and directors, there being 
nineteen directors and eleven vice presidents. Page 4 
presents a map of the United States divided in territories 
occupied by the various subsidiary companies. Pages 4 
to 12, inclusive, present the written statement of President 
Gifford to the stockholders, being signed: 

For the Directors, 


WALTER S. GIFFORD, 
President. 


This begins with a statement regarding the growth of the 
company during 1927; comment is also made regarding the 
quality, speed and dependability of the service performed. 
Next, under the heading “Statement of Policy’? comment 
is made as to the policy of the company relative to payment 
of dividends: 


Its duty is to provide the American public with adequate, de- 
pendable and satisfactory telephone service at a reasonable cost. 
To attain this end, it is the policy of the company to pay only 
reasonable regular dividends and, for part of the new capital 
needed, to offer from time to time new stock to its stockholders on 
favorable terms, for it believes this method of financing will pro- 
vide the money needed for the business cheaply and with more 
certainty in good times and bad than any other. 

The safety of principal and regular dividends have been the 
compelling motives that have led to the widespread ownership of 
the stock of the Company. At the end of the year there were 
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423,580 stockholders, an increase during the year of 24,459. No 
one of these stockholders owns as much as one per cent of the 
capital stock. The nation-wide ownership of the American Tele- 
phone and Telegraph Company means ownership of the Bell 
System, for, taking the associated operating telephone companies 
as a group, the American Telephone and Telegraph Company 
owns 93 per cent. of their common stock, and in the case of the 
Western Electric Company, Inc., it owns 98 1/3 per cent. of the 
stock. Dividends paid to the American Telephone and Telegraph 
Company by these companies, together with profits earned from 
its long-distance lines, are used for the payment of the regular 
dividends to the American Telephone and Telegraph Company 
stockholders and the protection of their investment. There is, in 
effect, one profit paid by the System and that profit is not and 
should not be large. The aim of the management — and it is 
the only aim that will protect in the long run the safety of the 
investment of the hundreds of thousands of stockholders — is to 
continue to furnish the best possible telephone service at the least 
cost to the public. Extra or special dividends are entirely incon- 
sistent with this aim and would be unsound. Earnings must, of 
course, be sufficient to permit the best possible telephone service 
at all times and to provide a reasonable payment to stockholders 
with an adequate margin to insure financial safety. Earnings in 
excess of these requirements will either be spent for the enlarge- 
ment and improvement of the service furnished, or the rates 
charged for the service reduced. This is fundamental in the policy 
of the management. 

During the past five years construction expenditures for 
additions, betterments and replacements have amounted to 
$1,800,000,000. During the next five years it is expected that 
further expansion of the telephone business, as well as further 
improvements in the service, will require the expenditure for 
construction of approximately $2,000,000,000. In spite of the 
increasing complexity of the business that necessarily results from 
this process of expansion year by year, it is expected, due in no 
small measure to the policy outlined above, that this program can 
be carried out without an increase in the cost to the public of 
telephone service. 

This does not mean, however, that adjustments in rates will 
not have to be made where revenues are less than adequate. It 
cannot be expected that the business in those sections will be 
carried on by earnings from other sections. It is obvious that 
each section of the Bell System should earn enough in good times 
and bad to be able to give satisfactory telephone service and 


802 CORPORATE MANAGEMENT AND PROCEDURE 


provide telephone facilities to meet the growth of the country. 
Beyond that the Bell System has no incentive for profit. Up to 
that point it must earn in order to furnish telephone service on an 
American basis to the American people. 

Next, under the heading “Progress in 1927,” is given a 
detailed statement of work accomplished, occupying nearly 
five full pages of the report. A few pertinent extracts 
therefrom follow: 

The gross operating revenues of the Bell System for 1927 were 
$894,699,000 or an increase of 8.7 per cent. over the previous 
year. At the same time the average investment in plants devoted 
to furnishing service increased 10 per cent. 


PE ae ge 
The average time from an application for a telephone to its 
installation has been further reduced about one-half day 
ef oR Dae | De 
A new type of telephone having the receiver and transmitter 
on a single handle was made available during the year. 
He ok Nantes 
The transatlantic service, which was inaugurated in January, 
1927, between New York City and London subscribers, was 
extended during the succeeding two months to all of the United 


” 


States, Scotland and Wales . . . Early in 1928 transatlantic 
service began to be extended to various cities of continental Europe. 
SOE ole Se 


The first demonstration of television over telephone circuits 
was made in April, 1927, by the Bell Telephone Laboratories 
between New York and Washington. Television by radio was 
also demonstrated between the development laboratory at Whif- 
fany, New Jersey, and New York City. 

ki RI 

The year just past has, we hope, been gratifying alike to the 
millions of Bell telephone users and the hundreds of thousands 
of stockholders. The accomplishments have given real satisfaction 
to the personnel to whose loyal and efficient efforts they are due. 
Results to be satisfactory must meet the approval of ali three of 
these groups. Then and only then can progress be considered 
real and permanent. 


Page 13 gives the names of employees receiving Theodore 
N. Vail medals and awards. 
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Pages 14 and 15 contain the balance sheet of the Amer- 
ican Telephone and Telegraph Company as at December 
31, 1927. 

The comments under each item are worthy of some atten- 
tion. See Form 294. 


FoRM 294 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
BALANCE SHEET, DECEMBER 31, 1927 


ASSETS 
Stocks of Associated Companies................0000- $1,347,823,005.80 
Investment, at cost, in stocks of associated telephone 
companies. See page 17. Increase during year 
$173,951,632. 
SLOCKSaOjn Ofher iC OM Pantesinisa ae = ccmins « selene ae ok 80,342,690.38 
Investment, at cost, in stocks of affiliated and sub- 
sidiary companies other than Associated Companies. 
See page 17. Increase during year $442,367. 
Bonds and Notes of, and Advances to, Associated 
GLEE CBS BABA S AACE BED BAER Oe ISS 202,440,711.82 
Temporary financing of Associated Companies for 
the extension of their telephone properties, including 
also $1,341,000 investment in bonds. Decrease during 
year $15,234,366. 
Notes of, and Advances to, Other Companies......... 9,075,000.00 
Loans and advances to affiliated and subsidiary com- 
panies. Decrease during year $620,800. 
Long Lines Plant and Equipment..............0000% 215,248,143.77 
Cost of long-distance plant and equipment for provid- 
ing inter-connection between and through territories 
of Associated Companies. Increase during year 
$31,801,001. 
Office Furniture and Fixtures........0.cccccreerees 1,202,905.02 
Cost of office equipment other than that included in 
Long Lines Plant and Equipment. 
FACCOUMLSH IK ECOLU CULE wrote rens, 6 oieks 1s aisha aie elea ois ouetelepereceieis 14,270,713.48 
Current receivables, including dividends, interest, tolls 
and other items. 
Temporary Cash Investments.......cssseeecceerenes 58,463,853.57 
Funds temporarily invested in municipal, state and 
U. S. Government short-term obligations in anticipa- 
tion of financial requirements. 
CAS W MRE TE oa Oe is oie ie nice a eywibseus.sleeieieie, #0 20,814,033.59 
Cash and deposits in banks available for current re- 
quirements. 


MOLAUVASSELS) cicbercieterc.a'e(cis +1016 9.6 eiavsretsisie Rierarearers ree $1,949,690,057.43 
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Form 294 (Continued ) 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
BALANCE SHEET, DECEMBER 31, 1927 


LIABILITIES 

Gapital Stock cotta ss eos Coaster eile ae oa aaa eleven $1,103,415,600.00 
Par value of capital stock outstanding. Increase 
during year $39,087,800. See page 18. 

CapitalvStock Installmentscicm tsetse elitr eels 38,873,600.49 
Installments paid on stock subscribed for but not yet 
issued. See page 18. 

Funded Deore wae cick sac sco tio sialstele/sieisie cis send te ethotn vous 384,097,900.00 
Face value of debt obligations in ‘the form of bonds 
and debentures. Decrease during year $1,092,500. 


See page 18. 

Bells Payable. MSs Verto ticlelorie otete oc cisicie otoroe amr tsiaeie 624,269.48 
Note sold to Trustee of Pension Fund. 

Dividend Payable January 16, 1928........4-2.00 eee 24,826,783.50 
Dividend declared for last quarter of 1927. 

ACCOUNLS PANGDIC wre leictetioare etoile ola oie eretoteretet acts chai 5719,145.21 
Current accounts for supplies, services, etc. 

Interest and Taxes Accrued, Not Due................ 13,236,526.01 


Interest and taxes accrued but not due and payable 
until a later date. 


Reserve for Employees’ Benefit Fund................ 6,902,030.21 
Provision for accident and sickness disability benefits, 
pensions and death benefits. 


Reserves for Depreciation and Contingencies......... 99,558,220.68 
Provision for the ultimate retirement of plant and 
equipment used up in furnishing telephone service, 
and provision for contingencies. Decrease during year 
$2,540,816. 


Surplus (Including Capital Stock Premiums)......... 272,435,081.85 
Total accumulated surplus, including $49,177,778 re- 
ceived in excess of par value for capital stock. In- 
crease during year, $83,440,079, comprising: 


Net Income carried to Surplus........ $31,234,976 
Special and non-recurring dividend from 
Western Electric Company, Inc........ 47,038,865 
Premiums on capital stock issued during 
{ct ROM ES Ai ngrede aah om otucibad 4,292,715 
Less Miscellaneous Deductions (net).. 20,477 
Total. Liabilitieshie Veeco ae eee aoe ee $1,049,690,057.43 


C. A. Hetss, Comptroller 


Page 16 presents the statement of earnings and expenses, 
shown in Form 295; also the auditor’s certificate shown in 
Form 206. 
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ForRM 295 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


STATEMENT OF EARNINGS AND EXPENSES FOR THE YEAR 
ENDING DECEMBER 31, 1927 


Earnings 

WD IVICLENAS Macias copies eile neleee oe einesc comin: seer eb O0,0S0%7 34.03 
Dividends on stocks owned, except special and non- 
recurring dividend of $47, 938,865 from Western 
Electric Co., Inc. 

ADRS TOSE LSS SRORER PaO OP AO SEAR OR RO OIRO ER aioe . 15,998,396.45 
Interest on notes and advances, on bonds owned, and 
on temporary cash investments and bank deposits. 

Telephone ‘Operating, Revenues, s\.\.3 0escre ech ecs 99,866,791.04 
Revenues under contracts for furnishing instruments 
and services, and revenues from operation of the 
long-distance lines. 


Miscellaneous. Reventles=vciscisiss visio «ecele yastetueris tele 702,902.28 
Ota tere erels.c BAU Temi e too Sect Soh etayaicucte BHM ob ito oles $216,524,824.40 
PEG POMS See eutcteclaet ons xe) alate iepeeialeiieraietaioisrclays; ist ers eleials cece 66,140,929.57 


Expenses incurred in conducting the business, in- 
cluding depreciation and taxes. 


WNCV SIE OLILUIUE Sita A otote ac Pole o¥ cr ai oceieve lee ols} s\elecersiogay's. ool eistey's'els ores $150,383,804.83 


SCAG Ea Et CNS bites yoic acter ole sic crekeial tie) ov oicaei-oieyatc(etageraret otauarls 21,768,984.71 
Interest on bonds, debentures and other indebtedness. 

VIEEMIICOULE Neier ns Sete ees tae stot mue wile! a Giakiealiet ghectile/ahayerrabit 6 louay-Srasele $128,614,910.12 

PVC LCE REID EV ICES Ny ore pe ictal opabornastclebooin uh a teue ove Slat etelsrecs 97,379)034.00 


Dividends at the rate of $9.00 per share per annum 
on capital stock. 


Balance Net Income carried to Surplus........... $ 31,234,976.12 
Add special dividend from Western Electric Co., Inc... 47,938,865.00 
Non-recurring dividend paid during year represent- 
ing profits accumulated over a period of years in ac- 
tivities apart from its business with Bell System 
telephone companies. 


Motal*carricd LO-SUTPIUS! Cae visieis sio's vi eins = eisiave ere $ 709,173,841.12 
Average number of shares of capital stock outstand- 
MAS IGUTIN Casy CAN ate eycretetaie ty syelstaGsi ate. o/e)'sievs she diel evaihlocsres 10,032,420 


Net earnings per share available for dividends (after 
interest charges and excluding special Western Elec- 
ELICRGLVIC EMG) meeara: wieictetors eos cess hertsavet’s (ovpie Gisvebetesecmiacs $11.76 


C. A. Hetss, Comptroller 


806 CORPORATE MANAGEMENT AND PROCEDURE 


ForM 296 
AUDITOR’S CERTIFICATE 


LYBRAND, Ross Bros. & MONTGOMERY 


Accountants and Auditors 
110 William Street 
New York 
February 6, 1928 


We have audited the accounts of the American Telephone and 
Telegraph Company for the year ended December 31, 1927, and 
have reviewed reports for that year rendered to the company by 
the associated and directly controlled companies. 

We certify that the balance sheet and income statement as 
published herewith are in accordance with the books, and, in our 
opinion, set forth correctly the financial position of the American 
Telephone and Telegraph Company as at December 31, 1927 and 
the results of its operations for the year 1927. 

LYBRAND, Ross Brose & MONTGOMERY. 


Page 17 lists the company’s holdings of stocks, bonds and 
notes of, and advances to, associated and other companies, 
December 31, 1927. 

Page 18 shows (a) changes in capital stock outstanding 
during 1927, (0) changes in capital stock instalments during 
1927, and (c) changes in funded debt outstanding during 
1927. 

Page 19 presents statistics of growth in number of stock- 
holders and net earnings per share available for dividends 
during the past Io years. 

Pages 20 to 23, inclusive, present the balance sheet and 
income statement of the Bell System. See Forms 297 
and 2098. 

Pages 24 and 25 give statistics of the Bell System securi- 
ties outstanding in hands of the public. 

Pages 26 to 30 present miscellaneous graphs and 
statistics. 

BELL SystEM FINANCIAL STATEMENTS 


The Bell System Balance Sheet and Income Statement which 
follow consolidate the accounts of the American Telephone and 
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Telegraph Company and its twenty-four associated operating 
telephone companies, all inter-company duplications being ex- 
cluded from the combined figures. The accounts of the Western 
Electric Company, Inc., The Bell Telephone Company of Canada 
and of subsidiary and connecting companies in which either the 


American Telephone and Telegraph Company or its associated _ 


telephone companies have investments are not consolidated. The 
investments in these companies are included in the accompanying 
Balance Sheet under the item Investments, and dividends and 
interest received from them are included in the Income Statement 


under Non-Operating Revenues. 


ForM 297 


BELL SystEM BALANCE SHEET, DECEMBER 31, 1927 


(Inter-Company Duplications Excluded) 


é ASSETS 

TRIBUTE. JAI De Wes ae OS GROOT. SRO OE 
Plant and equipment used in furnishing telephone serv- 
ice; comprised of land and buildings, rights of way, 
poles, wire, cable, underground conduit, switchboards, 
telephones, etc. Increase during year $230,962,061 

General Equipment, Tools and Supplies.............45. 
Materials and supplies, office furniture and fixtures, auto- 
mobiles, tools, etc. Increase during year $2,553,574. 

MD OSIT LER CSSD ORO RRO ELE cE Re 
Investments in stocks and bonds of, and advances to, 
subsidiary and connecting companies and in miscella- 
neous property. These investments include stocks of 
Western Electric Company, Inc., The Bell Telephone 
Company of Canada, etc. Increase during year 
$1,236,401. 

RCCELUOULOS Myer rhe ATE ce eotie netsh i anstagere at ote eia}is stghacs ot 3 sleiele 
Current accounts receivable from telephone subscribers, 
and amounts receivable from connecting companies and 
others. 

MENUDO ATV CASH PIN VESUMENES .ierertlleie ceil «yea ties ae 
Funds temporarily invested and held available for con- 
version into cash as needed. 

GORE. Sa Gee Beatson d obatee Os deycnid ROCCO DIRT Seer a Io 
Cash and deposits in banks available for current require- 
ments. 


$3 013,985,120 


76,395,240 


169,944,923 


9455375207 


58,463,854 


44,140,967 


TOCAUEASSCESMP RL Ee cede adc soem n ees anne PSA 5 AON LT 


Note: All items of intangible assets carried in the accounts of Bell 
System companies are excluded from the Bell System Balance Sheet 


through a corresponding reduction in the Surplus. 
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Form 297 (Continued ) 


BELL SySTEM BALANCE SHEET, DECEMBER 31, 1927 


(Inter-Company Duplications Excluded) 


LIABILITIES 
Capital Stock (Including Installments).............++++ 
Par value of capital stock outstanding in hands of public, 
including installment payments of $38,896,500 on stock 
not yet issued. Increase during year $39,058,656. 
Common Stock 
American Telephone and Telegraph 


Company e «vs caies) screllsatee)- pane es 1OS,47 5,000 
Associated Companies ............. 99,024,703 
Preferred Stock 
Associated Companies ............. 110,602,947 
Installments 
American Telephone and Telegraph 
COMPANye soos ae setins stare paeneres 38,873,600 
Associated Companies ............. 22,900 


BundedsiDeot sn Sorc csteatars © trae cis oes nists. crams actin sane 
Face value of funded indebtedness outstanding in hands 
of public. Decrease during year $1,733,300. 

Mortgage Bonds 
Associated Companies ............++. $535,631,470 
Collateral Trust Bonds 
American Telephone and Telegraph 
Companyin ice cers sisi eamraee re oke 158,746,400 
Associated Companies ............... 414,330 
Debenture Bonds 
American Telephone and Telegraph 
Company® Wea mute mete eiedtovs 224,907,500 

Bills PONGDIE. Oo ch aes da teeVeter CTS eal Rares LRP sie me le 
Notes sold to Trustee of Pension Fund and other short- 
term obligations payable within one year. 

ACCOUMES: PAV ADE. eNactumvorh ns steele aleve Gees releaoe acti let dies 
Current bills for supplies, services, etc. 

Accrued Liabilities Nov Duta n. sews vc ee alee vee twee 
Interest, taxes, rents, etc., accrued but not due and pay- 
able until a later date. 

Employees’ Benent sBunds. conidia cies kee siete er 
Provisions for accident and sickness disability benefits, 
pensions and death benefits. 

Ourpluscand.+ Reservess accra ead a arate 
Combined surplus and reserves of Bell System com- 
panies invested in the telephone business. Increase dur- 
ing year $148,892,896. 

The item Surplus and Reserves is comprised of: 
Reserves for Depreciation of Plant and 


Bquipment: ‘Secs eas poceree ee $600,663,640 

Reserves for Contingencies........... 91,258,481 

Surplus (including Capital Stock Pre- 

POUUTHS,) ioe, se sire rene ree tee ee re 296,953,269 
Total. Liabililies 3 ocin concrete ee ee ee 


$1,351,939,840 


919,789,700 


7,046,158 


63,597,120 


91,115,456 


355103,647 


988,875,390 


$3,457,467,311 
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Brett System INCOME STATEMENT FOR YEAR ENDING 
DECEMBER 31, 1927 


(Inter-Company Duplications Excluded) 


PECANS Ed REVENUES Mite eared Ae Pees, Tek eae $604,266,112 
Revenues from local exchange service. 

Di GUWEREVENUCSH es VOOR TE LE ae OE Le ee «eee 271,174,270 
Revenues from long-distance and local toll service. 

IMIS COM ANC OUS AREVENUES \mix. te muticile cee oldie oo eek ase eR 19,258,791 


Revenues derived from directory advertising and miscel- 
laneous sources. 


Total Operating Revenues........ niotortuopeieieié steriiegs . «»-$894,699,173 


Current Maintenance. vic s66 vcs 6 ss ees Mend ctcltec ine ereDL ae $139,456,582 
Cost of inspection, repairs and rearrangements required to 
keep the telephone plant and equipment in good operating 
condition, representing 4.9 per cent. of the cost of the aver- 
age plant in service during the year. 
DVO PrCCLILLOM LES PON Serer tate criajeteisis ec aleniethveke) disai\ordrs Crear aseas eats 141,758,926 
Provision to meet loss of investment when telephone prop- 
erty is retired from service, based on rates of depreciation 
for the different classes of property which spread this loss 
of investment uniformly over its service life. Deprecia- 
tion expense during 1927 represented 5 per cent. of the 
cost of the average depreciable plant in service. 
IN LRHO VORF TSBs.” p OOOO OCT IDLO ORO OD Ae oon maCn enor 203,049,940 
Expenses incurred in the handling of telephone calls; prin- 
cipally operators’ wages. 
(COL ITAGD) IRE TIRES SORA OSS CB AOD BOOS OBO DODO FLO TC 79,412,964 
Expenses incurred in business relations with subscribers, 
keeping subscribers’ accounts, rendering bills for service, 
making collections, directories, advertising, pay station 
commissions, etc. 
General and Miscellaneous Expenses......... 00.00 cue ene 43,017,342 
Expenses of the Executive, Accounting, Financial and 
Legal Departments, insurance premiums, sickness, accident 
and death benefits, pensions and other items of general 
expense incurred in operating the properties. 


POLIO PEK GUN GEE PENSES silos oieie o0s)eie.+ 0's /e.010 eee + os) v0 $606,695.754 
IN CERO PETGUtAS REVENUES ca.0 ois cisicieye + <1 clases 0 dcsve een) sls $288 003.419 
LIPIGCOLIICGLIDIO MN IREVERUESING cic che sce ste aie ia ioisicieie o.oo Re salen ee $ 5,711,964 


Revenues earned which, based on experience, cannot be 
collected. 

TEES: iy wy bel ok Nd ISO BOO OD ODED CEI a ote. - 76,012,254 
Federal, state and local taxes applicable to the year’s 
operations. 

Operating Income (Carried forward).............++-5 $206,279,201 
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Form 298 (Continued) 


BELL SystEM INCOME STATEMENT FOR YEAR ENDING 
DECEMBER 31, 1927 


Operating Income (Brought forward).................. $206,279,201 
Non-Operating Revenues—Net ..........e.eeseereevees 21,887,749 

Dividends and interest received from investments in the 

Western Electric Company, Inc. (except special non-re- 

curring dividend of $47,938,865 received during the year 

and shown below), The Bell Telephone Company of 

Canada, and in subsidiary and connecting companies; 

interest on bank balances and temporary cash invest- 

ments, minor rent revenues and other miscellaneous non- 

operating income. 


TOLGLGrOSSCINCOMES o.0s/s\<.kalole td ejereise) sie eiacieistalel tear) cei $228,166,950 


Rents and Miscellaneous Deductions........+.+.++++0++5- $ 11,596,350 
Mainly rentals paid for the use of buildings, poles, con- 
duits and other facilities. 

Interests Deductionsy-c.).-vasucks Scccie serene cake core er nas tare 50,511,448 
Interest charges on funded debt and other debt obligations, 
including amortization of debt discount. 


LT OLaLE DEGUCLIONS mractorecicvte Sel siecle «skeen ee $ 62,107,798 
Net Income ...... aietatetetctatatelelciercistelaietarelntete: siapeterctearicrets $166,059,152 
Dividends pvidek cumtadae & aches ctemadherteie clang tac: $112,401,125 


To holders of common stock of 
American Telephone and Telegraph Co... ..$97,379,034 
Associated) sCompaniesters, 22 eae ec ence 7,714,927 
To holders of preferred stock of 
Associated «Companiese aactmtacterticecteiee cre 7,306,264 


Balance Net Income carried to Surplus..............- $ 53,658,027 


Add special non-recurring dividend from 
Western Electric Company, Inc. (See page 16).......... 47,938,865 


Laval carvzedit on Sur plusnaicieaie seieiteiinicels cviseelecein $101,596,892 
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4. Annual Report of General Motors Corporation 


The annual report of General Motors Corporation for 
1927 begins by listing names of officers and directors. There 
are seventeen vice presidents. The finance committee con- 
sists of thirteen members and the executive committee of 
nine members. The transfer offices are indicated, also the 
names and addresses of the registrars. Page 2 lists the names 
of the directors, thirty-two in number. 

Pages 3-12, inclusive, contain President Sloan’s statement 
to the stockholders, “by order of the Board of Directors.” 
It is countersigned by Pierre S. du Pont, Chairman. Sig- 
nificant excerpts follow: 


The year 1926 established what at that time was a new record 
in the number of cars manufactured and sold, as did the previous 
year 1925. The year 1927 resulted in still a new record for 
General Motors. There were manufactured and sold at retail 
to users at home and abroad, through branches, distributors and 
dealers, 1,554,577 cars. This exceeded the previous record year, 
1926, by 338,751 cars or an increase of 27.9%. It is particularly 
interesting to note at this point that due to unusual circumstances 
prevailing during the year under review the total production of 
passenger cars and trucks for the United States and Canada 
declined 20.7% as compared with the previous year. The Cor- 
poration’s sales, excluding all inter-company items, amounted to 
$1,269,519,673, an increase of $211,366,335 or 20.0% over the 


previous year. 
KS oH 


Previous annual reports have pointed out the substantial in- 
creases in the capital and surplus account of General Motors 
Acceptance Corporation. During the year under review further 
expansion became necessary and the General Motors Corporation 
made an additional investment of $12,500,000. The capital, 
surplus and undivided profits of General Motors Acceptance Cor- 
poration as of December 31, 1927 was $52,156,676. As has been 
stated in previous reports, the importance of General Motors 
Acceptance Corporation in promoting the sale of General Motors 
products cannot be emphasized too strongly. Also, as previously 
stated, its financial position and standing as a banking institution 
is unquestioned and has resulted from a strict adherence to sound 
principles as well as from the highly efficient manner in which 
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it has been managed. A detailed statement showing the financial 
position of General Motors Acceptance Corporation is presented 
on page 19. 
fag ANE: oe 

The operations of this [Yellow Manufacturing] Company in 
which the Corporation has a substantial interest have been unsatis- 
factory during the year. Shortly after the Corporation made its 
investment in this Company it was recognized that a complete 
reconstruction of this Company’s products and manufacturing 
facilities was essential. Therefore, a program was laid down that 
provided, among other things, for the concentration of its manu- 
facturing operations which were then divided between Chicago 
and East Moline, Illinois, and Pontiac, Michigan, into a new plant 
located at Pontiac, Michigan. This new plant, practically com- 
pleted at the close of the year under review, will provide this 
Company with unequalled facilities with which it should be able 
to manufacture its products at a very high degree of efficiency 
and effectiveness. The products of the Company are also being 
revamped so that they will have a proper relation to each other, 
and will be in a position to effectively meet competition. This 
changing of models and reconstruction of plants, together with 
more or less of a revamping of the organization itself, has resulted 
in a substantial loss for the year which, under the circumstances, 
could hardly have been avoided. The Corporation feels, however, 
that with the program that has been outlined, a substantial 
foundation of earning power will be developed in course of time 
which will result in a reasonable return on the investment that the 
Corporation has made in this Company’s securities. 


* *K Ck OK 


This [employees’ savings] plan was adopted in 1919 and has 
been modified in detail as experience has justified. It now provides 
that employees may make monthly or semi-monthly payments to 
the Employees Savings Fund not to exceed 20% of their wages and 
not to exceed an annual total of $300. For each dollar put into 
this fund by an employee, the Corporation puts fifty cents into the 
Employees Investment Fund which is credited to the employee 
over a period of five years. Employees have the right to withdraw 
('e'r savings from the Savings Fund, plus interest, but if they 
withdraw before the end of five years, they are subject to certain 
forfeitures in respect to the Corporation’s contribution to the 
Investment Fund except that the savings may be applied to the 
payment of homes without losing any benefits of the plan what- 
soever. Since this plan has been established, 12,956 employees 
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have utilized it to assist in the buying and building of homes. It is 
interesting to note that 125,808 employees, or 83.5% of those 
eligible, are participants in the Savings Fund Class formed for 
the year 1927. . 

At the end of 1927, the fourth class, which was that of 1922, 
matured and as a result there was paid to 9,432 employees, the 
following: 

On account of their savings............. Mic ateoveley clererorete atioa terete $1,229,020 

On account of 6% interest on savings...........ceeeeeeeee 462,933 

On account of amount accumulated in the Investment Fund, 

representing accumulation on account of contributions 
made by the Corporation five years ago (this amount is 
represented by 25,085 shares of common stock of the 
Corporation at market value at the time of distribution 
plus the extra dividend of $2.50 per share paid January 
By GPRD) BAS AO LAs OCS ACIS Fo POD SOOO ATES Ere: 3,524,442* 


snisstiakesrautovall Vale sOkies,. iraero solo, creiols eigieress aleieceisiotes need $5,216,395 


An employee who paid in $300 during the year 1922 received 
in January, 1928, on maturity, cash and securities having a market 
value of $1,277. This was made possible due to the fact that 
through the investment of the Corporation’s contribution in 
common stock of the Corporation the employee became, in a 
measure, a partner in the success of the Corporation’s activities 
in which he plays a part. 

te ae ae 


During the year 1927 the same policies have been continued 
that made 1925 and 1926, in turn, the most successful years which 
the Corporation had theretofore enjoyed. It is impossible to point 
out any specific act or principle which has been predominant in 
producing the results herein recorded. On the contrary, it has 
unquestionably resulted from meeting each problem as it arose 
and dealing with that problem with an open mind and without 
prejudice, and by looking forward as far as possible, recognizing 
at all times that the position of the Corporation cannot even be 
maintained, let alone improved, without constant progress in all 
phases of its extensive operations. Such results would also have 
been impossible without the capitalization of the best thought of 
the entire organization on the various problems as they arose, sup- 
ported by the complete loyalty and intense effort of all concerned. 

It is the purpose of this report to record such important events 
as occurred during the year under review as will be of interest to 

* Norte: This amount is not the same as shown in Employees Savings and Investment 


statement on page 24, because that statement shows cost of stock to Corporation, whereas 
this amount represents the market value of said stock at time of distribution as stated. 
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the stockholders, and not to forecast or discuss prospects for the 
year 1928. ‘ P 
Page 13 presents the certificate of the auditors, Form 299. 


Page 14 presents the condensed consolidated income ac- 
count (Form 300); page 15, the surplus account (Form 
301), and pages 16-17, the balance sheet (Form 302). 


ForM 299 
AUDITOR’S CERTIFICATE 


Haskins & SELLS 
Certified Public Accountants 


Executive Offices, 30 Broad Street, New York 


Offices in the Principal Cities of the United States of America 
and in London, Paris, Berlin, Shanghai, Manila, Montreal, 
Havana, Mexico City 


Cable Address ‘‘Hasksells” 


General Motors Corporation 
Broadway at 57th Street 
New York 


We have made a general examination of your accounts for 
the purpose of verifying the stated financial condition at Decem- 
ber 31, 1927, and of reviewing the operations for the year ended 
that date, and have satisfied ourselves as to the general correctness 
of the accounts. As to certain foreign assembly plants where our 
examinations have not been completed, we have accepted the 
Corporation’s reports. 

We have verified the provision for your Federal income tax 
liability for the year 1927, but have made no study of the existing 
situation with respect to tax adjustments applicable to prior 
years, inasmuch as you have a special department to handle such 
tax matters. 

We have not examined the minutes of your governing bodies. 

WE HEREBY CERTIFY that, subject to the above, the accompany- 
ing Condensed Consolidated Balance Sheet, December 31, 1927, 
and related Summaries of Income and Surplus for the year ended 
that date, in our opinion, are correct. 


(Signed) Hasxins & SELts. 
New York, February 16, 1928. 


CORPORATION REPORTS 815. 
FORM 300 
CONDENSED CONSOLIDATED INCOME ACCOUNT 
Year Ended Year Ended 
Dec. 31, 1927 Dec. 31, 1926 


Profit from operations and_invest- 
ments, after all expenses inci- 
dent thereto, but before depre- 
ciation of real estate, plants and 


EQUIP MENt Mise ae cence eM ces ete 
Provision for depreciation of real 


estate, plants and equipment.... 


$328,893,358.62 


$243,141,474.63 


20,259,973-52 


26,928,657.89 


Net Profit from operations and in- 


vestments ..... siaiteisrete wee eeee se) D301,004,700.73, $222 881,501.12 


Less: Provision for: 


Employees’ bonus ........... $ 10,488,071.53 $ 8,274,099.29 
Amount due Managers Securi- : 
tiess Company |). seecscn.e. 10,488,071.53 8,274,099.29 
Employees’ savings and invest- 
HONS Ne aObNOl “Geri oore ome anos 7,214,661.93 3,461,992.43 
Special payment to employees under 
stock subscription plan......... 40,412.00 32,984.00 
Interest on Fisher Body notes....... — 304,644.01 


$ 28,231,216.99  $ 20,347,819.02 


$273,733,483-74 $202,533,682.10 


Less: Provision for United States and 


foreign income taxes... 25,834,939.06 


34,468,759.22 


eee eeeee 


INC I TLCOMUE sieve evove4s 01 \s\l0 Siicuel icdonwssrete’ © $239,264,724.52  $176,698,743.04 
General Motors Corporation Propor- 
tion of Net Income..... Breasts - $238,319,009.48  $176,085,144.55 
Seven per cent preferred stock 3 
GVA EN US mete cyistensjerere.= eine ais ies ee $ 8,850,590.50 $ 7,352,290.74 
Six per cent preferred stock divi- 
GLENS ars eistetare aheteretotarss wel eietetsl a: I04,911.50 116,928.00 
Six per cent debenture stock divi- 
GENS wsicicreseke ere Merete cieisievels 153,828.00 176,068.50 


$ 7,645,287.24 
*$168,439,857.31 


$ 9,109,330.00 


Amount Earned on Common Stock. .*$229,209,679.48 


* Note: Adding the General Motors Corpora- 
tion’s equity in the undivided profits of General 
Motors Acceptance Corporation (100%), Yellow 
Truck & Coach Manufacturing Co. (57%), Ethyl 
Gasoline Corporation (50%), General Exchange 
Insurance Corporation in 1927 (100%), Vauxhall 
Motors, Limited, in 1927 (100%) and Fisher Body 
Corporation (60% prior to June 30, 1926, after 
which time the earnings are consolidated), the 
amount earned on the common stock is........ $225,995,495.76 


$178,585,895.00 
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FORM 301 


SurPLus ACCOUNT 


Year Ended Year Ended 
Dec. 31, 1927 Dec. 31, 1926 
Surplus:at: beginning of cyear,4..0% <o setts elke erate ears $ 89,341,318.47 $119,020,472.84 
General Motors Corporation proportion of Net Income, 
GS Per MHCOME! ACCOUNL.. sireiil slow siciaes peel ereetere 238,319,009.48 176,085,144.55 


Addition arising through adjustment of the holdings in 

Fisher Body Corporation, prior to acquisition of 

minority interest, to the net asset value thereof as at 

TATORE oh mat OP RarEnC ce OI Rc ir OES Edita CRO Ea GPs oo 27,727,439-41 
Addition arising through acquisition of the balance of 

the common stock of Fisher Body Corporation not 

already owned (minority interest) for which there was 

paid 638,401 shares original issue and 26,319 shares out 

of treasury of General Motors Corporation common 


COCKE Hava shaleis folvne rs loses cores ja unis pis) eielet ane aiois ee ee gan — 23,084,542.30 
Capital surplus arising through sale above par of 250,000 
shares of seven per cent preferred stock,.......... 4,104,166.75 — 


Capital surplus arising through exchange of six per cent 
debenture and six per cent preferred stock for seven 


per cent preferred {Stock < o cjeve sie cs dalaclaw eee eeiers tate 75,375.00 107,100.00 

This amount transferred to reserve for sundry contingen- 
cies by order of the Board of Directors............. 75,375.00 107,100.00 
DOtal es, os hare eis Peele tee hate eiareia’s wisyalersrmepmeees $331,764,494.70 $345,917,599.10 


Surplus capitalized through issuance of 2,900,000 shares 
of common stock at $50 per share as a stock dividend 
of one-half share for each share of common stock 
outstanding, paid September 11, 1926.............. — 145,000,000.00 


$331,764,494.70 $200,917,599.10 


Less cash dividends paid or accrued: 


Seven per cent, preferred) stock..j.c ese oie os $ 8,850,590.50 $ 7,352,290.74 
Sig" per? cents preferred "Stockh ta aids vac «eee 104,911.50 116,928.00 
Six per cent debenture stock............eceeeeeees 153,828.00 176,068.50 


$ 9,109,330.00 $ 7,645,287.24 
Common stock: 


March 12 ($2.00 on 8,697,876 shares in 1927)....$ 17,395,751-75 $ 9,032,270.68 


June 13 ($2.00 on 8,698,302 shares in 1927).... 17,396,603.00 7 9,032,284.93 

July 5 ($2.00 extra on 8,698,302 shares in 1927) 17,396,603.00 20,645,219.00 

Sept. 12 ($2.00 on 8,698,562 shares in 1927).... 17,397,123.00 15,212,666.23 

Dec. 12 ($1.25 on 17,400,000 shares in 1927)... 21,750,000.65 15,219,994.88 
($2.50 extra on 17,400,000 shares in 

1927, payable Jan; 3; 1028) viens wuss 43,500,000.00 *34,788,557.67 

$134,836,081.40 $103,930,993.39 

Total cash dividends paid or accrued..............- $143,945,411.40 $111,576,280.63 

Surplusvat' end ofityear.nagien cot ac onion heres $187,819,083.30 $ 89,341,318.47 


“Note: July 2, 1926, there was paid $4.00 extra per share and January 4, 1927, $4.00 
extra per share. 
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ForM 302 
GENERAL Motors CorporATION 
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CONDENSED CONSOLIDATED BALANCE SHEET AS OF 


DECEMBER 31, 1927 AND 1926 


ASSETS 
Dec. 31, 1927 
Current and Working Assets: 


Cash in banks and on hand....... $ 132,292,217.73 
United States Government securities 755542,697.94 
Other marketable securities........ 361,282.00 
Sight drafts with bills of lading at- 

tached, and C.O.D. items........ 14,649,097.20 
Notes receivable .....5....0000005 I,560,677.71 


Accounts receivable and trade ac- 
ceptances, less reserve for doubtful 
accounts (in 1927, $2,293,437.103; 


IN £O205795;7016;036.06) vas clee so 31,646,088.89 
Inventories at cost or market, which- 

EVER AS IOWER se was eec fee ee care I72,647,715.62 
Prepaid Sexpenses) <¢ acces ecto seeat 3,600,345.42 


Total Current and Working Assets.$ 432,280,122.51 


Fixed Assets: 
Investment in affiliated and mis- 
cellaneous companies not consoli- 
ACCU ak eiarrctone a ede a achetotevaiwualeniyd arate $ 98,262,013.86 
General Motors Corporation stocks 
held in treasury (in 1927, 428,193 
shares common $29,956,247.84; 
11,140 shares 7% preferred 


DIGG S15 [S053 sion eise teens 31,338,034.37 
Real estate, plants and equipment..  480,473,508.46 
Deferred expenses .............--- 12,436,188.01 
Goodwill, patents, etc...........-. 43,087,708.37 
Total Fixed Assets 2.0%. oa wei io wie $ 666,197,453.07 

ROtalwASSEES Heke Na aes . $1,008,477;575-58 


LIABILITIES, RESERVES AND CAPITAL 


Current Liabilities : Dec. 31, 1927 
Accounts payable 20.21... -s.+0 0% $ §1,828,549.12 
Taxes, payrolls and sundry accrued 

ALES? NOUN AUC ove ve oe tes eso ele 27,236,070.41 
United States and foreign income 
CARES wicartvan ed ereneccickalovoxmings eis ais, v\ieKeuocs 35,224,309.20 


Accrued dividends on preferred and 
debenture stock ......-.+-00+e+> 1,567,218.63 


Dec. 31, 1926 
$117,825 ,372.05 
12,840,580.65 
4,732,433-44 


12,073,433.68 
1,895,576.92 


27,707,286.38 


156,203,663.15 
3,059,866.96 


$336,338,213.23 
$ 79,715,822.88 


19,491,738.07 
434,373,903.49 
7,404,422.37 
43,5 70,004.95 
$584,555,802.66 


$920,894,105.89 


Dec. 31, 1926 
$ 48,221,294.10 
29,723,532.81 
30,324,496.79 


1,274,714.63 
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ForM 302 (Continued) 
GENERAL Motors CORPORATION 


CONDENSED CONSOLIDATED BALANCE SHEET AS OF 
DECEMBER 31, 1927 AND 1926 


Extra dividend on common stock, 
payable Jan. 3, 1928 (for 1926, 
payablepan. 4.1927) asta). iat) 


Total Current Liabilities........ 


Reserves: 
Depreciation of real estate, plants 
and equipment 
Employees’ investment fund...... 
Employees’ savings fund*......... 
Bonus) tomemployeesa-niisiterctaas 
Sundry contingencies 


LOLA PRESELDES eins viele eieislocetel cettave 


Capital Stock: 
Seven per cent preferred stockt 
(authorized $500,000,000) 
Six per cent preferred stock (author- 
ized and outstanding)........... 
Six per cent debenture stock 
(authorized and outstanding)... 
Common stock $25 par value (in 
1927 authorized 30,000,000 shares. 
Issued and outstanding 17,400,000 
shares) 


Tota Capital Stock wadaets ccc oe 
Interest of minority stockholders in 
subsidiary companies with respect to 
capitalvand!surplusencdcms se createns 
Surplus 


ee ec 


43,500,000.00 


$ 159,356,147.36 


141,872,939.54 
6,316,320.00 
14,933,833.65 
I1,715,710.51 
35943,565.78 


178,782,369.48 


130,83 5,700.00 
1,713,400.00 


2,366,900.00 


435,000,000.00 


$ 5609,916,000.00 


2,603,975.44 
187,819,083 .30 


Total Capital Stock and Surplus.$ 760,339,058.74 


Total Liabilities, Reserves and Capital. $1,098,477,575.58 


34,788,557.67 


$144,332,596.00 


$123,892,340.01 
2,856,797.50 


8,520,447.42 
4,613,921.28 


$139,883,506.21 


$105,333,200.00 
1,795,900.00 


2,786,900.00 


435,000,000.00 
$544,916,000.00 


2,420,685.2T 
89,341,318.47 


$63 6,678,003.68 


$920,894,105.89 


* Reserve for employees’ savings fund includes classes maturing December 31, 1929, to 
December 31, 1932, after providing an amount in ‘Taxes, payrolls and sundry accrued 


items not due” to meet probable withdrawals during 1928. 


Classes maturing December 31, 


1927 and 1928, are also included in ‘‘Taxes, payrolls and sundry accrued items not due.” 
At December 31, 1926, all classes of the employees’ savings fund were included in “Taxes, 


payrolls and sundry accrued items not due.” 


+ The Seven Per Cent Preferred Stock is preferred as to assets and dividends over all other 


stocks of the Corporation under charter amendment adopted June 16, 1924. 


Page 18 gives a detailed list of investments in affiliated 


and miscellaneous companies. 
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Page 19 presents the balance sheet of General Motors 
Acceptance Corporation. 

Page 20 contains a record of earnings for the years 1909- 
1927, inclusive. 

Page 21 presents a record of dividend payments. 

Page 22 lists sales of cars and trucks over a period of 
years. 

Page 23 lists overseas sales, 1922-1927, inclusive; also 
investments in preferred stock of the company by employees, 
1924-1928, inclusive. 

Page 24 gives statistics relating to the employees’ savings 
and investment funds. 

Page 25 contains statistics on payrolls, employees, stock- 
holders and bonus awards. 

Pages 26-31, inclusive, contain ‘data relating to affiliated 
and miscellaneous companies. 


5. Annual Report of the B. F. Goodrich Company 


Illustrative of a brief and compactly written annual report 
is that of the B. F. Goodrich Company for the year 1926, 
reproduced in Form 303. Certain matter not part of the 
statements is omitted. 


FORM 303 


ANNUAL REPORT OF THE B. F. GoopricH COMPANY 


THE B. F. GOODRICH COMPANY 
1780 BROADWAY, NEW YORK 
February 14, 1927. 
To the Stockholders of 
The B. F. Goodrich Company: 

The audited and certified accounts of your Company covering 
operations for the fiscal year ended December 31, 1926, and 
showing the financial position as of that date, are hereto attached. 

Net Sales for the year, of the parent Company and its sub- 
sidiaries, amounted to $148,391,478.00, as compared with $136,- 
239,526.00 for the corresponding period of 1925. 
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After making full provision for depreciation, bad and doubtful 
debts, and all other known losses, and after deducting interest on 
borrowed money, there remained Net Profits of $5,065,110.00. 
Our earnings for 1926 were adversely affected because of the 
rapid decline in the prices of crude rubber during the early part 
of the year, necessitating downward revisions in selling prices. 
This condition was general throughout our industry. 

Your Company is adequately covered for its raw material 
requirements at prices approximating current market quotations. 

In accordance with the provisions of the Company’s Charter, the 
Directors have voted, subject to your approval, at a meeting called 
for that purpose, to retire 11,880 shares of its Preferred Stock, 
6,044 shares of which were in the Treasury as at the close of the 
year, the balance of 5,836 shares having been purchased since 
January I, 1927. 

For the Directors, 
BERTRAM G. Work, President. 


CERTIFICATE OF ACCOUNTANTS 
STAGG, MATHER & COMPANY 
PUBLIC ACCOUNTANTS 
141 Broadway 
NEW YORK CITY 
February 14, 1927. 

To the President and Board of Directors of 
The B. F. Goodrich Company: 
Dear Sirs: 

We have examined the books and accounts of The B. F. Goodrich 
Company (a New York Corporation) and its Subsidiary Com- 
panies for the fiscal year ended December 31, 1926, and certify 
that the annexed Balance Sheet and relative Surplus and Profit 
and Loss Accounts for the period are in accordance therewith, 
subject to the exclusion from both sides of the Balance Sheet of 
the value of Patents, Trade-marks and Goodwill. 

We have examined the Securities and verified the Cash on 
Hand and have seen certificates from the depositories in support 
of the funds and securities held by them. 

We are satisfied that due provision has been made for Doubtful 
Accounts and Bills Receivable; that the valuations of the Partly 
Manufactured and Finished Goods and Supplies do not exceed 
cost; that Crude Rubber and Fabrics have been priced at cost or 
market, whichever was lower on December 31, 1926; that the 
Deferred Charges represent expenditures properly chargeable to 
future operations; and that due care has been exercised to include 
all known liabilities. 
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The average commitment prices for goods under contract for 
future delivery are approximately the same as market at December 
31, 1926. 

We verified the additions to the Plant Accounts and satisfied 
ourselves that they represent legitimate capital charges and that 
due provision has been made for depreciation. 

The Preferred Stock in Treasury, together with 5,836 shares 
acquired in 1927, has been designated by the Board of Direc- 
tors for cancellation to comply, as of July 1, 1927, with the 
requirements of the redemption provision of the Certificate of 
Incorporation. 

AND WE CERTIFY that, in our opinion, subject to the 
above, the annexed Balance Sheet is properly drawn up so as to 
show the true financial position of the Company on December 31, 
1926, and that the relative Profit and Loss and Surplus Accounts 
are correct. 

Stacc, MATHER & CoMPANY. 


THE B. F. GOODRICH COMPANY 
(A New York Corporation) 
AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEET 
DECEMBER 31, 1926 


ASSETS 
Current Assets: 
Cash in Banks and on Hand.......... $ 6,690,357.35 
United States Liberty Loan Bonds... 61,800.00 


Trade Notes and Accounts Receivable 
after deducting Reserve to cover 
Doubtful Accounts, Discounts and 


PMILOW ANCES ML meiscie veya rise aiwielsiess! 26,778,367.34 
Other Notes and Accounts Receivable 
and Sundry Advances............. 853,561.03 


Raw Materials and Supplies, Partly 
Manufactured and Finished Stock.. 28,494,692.41 $ 62,878,779.03 


Due from Employees on Account of 
Purchase of Common Stock, and 
Treasury Common Stock.......... 858,082.01 
(Employees’ Stock deposited with Com- 
pany as Collateral) 
6,044 Shares of 7% Cumulative Pre- 


ferred Stock in Treasury, at Par.... 604,400.00 
Investments and Advances to Other 
(CORGIMUD. 3 Sabb oGGb AO PO oO Une 7;593,197.99 


Tangible Capital Assets: 
Real Estate, Buildings, Machinery and 
Sundry Equipment, less Reserve of 
$13,737,715.48 for Depreciation and 
Obsolescence meric a civeateisveteest- osc/e.6 34,565,974.47 
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THE B. F. GOODRICH COMPANY 
(A New York Corporation) 
AND SUBSIDIARY COMPANIES 


CONSOLIDATED BALANCE SHEET—(Continued) 
DECEMBER 31, 1926 


Intangible Capital Assets: 
This Balance Sheet does not take into 
account the Capital Asset of Good- 
will on the books amounting to 
$57,798,000.00, nor the Patents or 
Trade-marks carried on the books 
at $1.00, but shows the. condition of 
the Company on the basis of Tan- 
gible Capital ‘Assets.... .........<- a 
Deferred Charges to Future Operations: 
Serial Note Discount, Prepaid Insur- 
ance, Interest, Taxes, Etc........%.. 795,171.39 


$107,295 ,004.89 


LIABILITIES 
Current Liabilities: 
Bills Payable (issued by 
Foreign Subsidiary 
Companies) ..... $ 1,130,096.07 
Accounts Payable..... 4,229,608.03 
Sundry Accrued Lia- 
bilities ...2evhiesens 1,174,576.65 
Provision for Federal 
Income axaacaa 90,370.47 $ 6,624,651.22 


8% Serial Gold Notes... I5,000,000.00 
$5,000,000.00 due (and 
paid) January 15, 
1927 
$5,000,000.00 due Jan- 
uary 15, 1928 
$5,000,000.00 due Jan- 
uary 15, 1929 


25-Year 644% First 
Mortgage Gold 
Bonds 
Due July 1, 1947: 
TSSUEC is he. we batetienearee $25,000,000.00 
Deduct—Bonds_ Re- 
deemed and can- 
College e een $ 1,950,000.00 
Deduct — Bonds in 


LTeaSUTY ©... ess 5,500.00 I,955,500.00 23,044,500.00 
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Reserves: 


From _ Surplus — for 
Contingencies in 
connection with 
Affiliated Company 
acquired= ....).2.. 

For Pensions......... 

Miscellaneous (Includ-. 
ing Rentals Re- 
ceived in Advance 
Applicable to Fu- 
ture Years) 2....; 


Capital Stock and Sur- 
plus: 
7% Cumulative Pre- 
ferred Stock— 
500,000 Shares issued 
at $100.00 each. . .$50,000,000.00 
Deduct — 137,160 
Shares redeemed 
and cancelled.... 13,716,000.00 
50,000 Shares of 7% 
Cumulative Pre- 
ferrred Stock of 
the par value of 
$100.00 each, au- 
thorized and un- 
ISSUEC: (0) opaleks ec eimiens $ 5,000,000.00 
Common Stock— 
Authorized 750,000 
Shares of no par 
Value 
Outstanding 601,710 
Sharesietravecicc<3 $60,13 1,000.00 
Less — Exclusion of 
Intangible Capital 
Assets; namely, 
Patents, Trade- 
marks, and Good- 
will, per contra... 57,798,001.00 


$ 2,332,999.00 
Earned Surplus per an- 
nexed Statement.. 21,157,479.62 


Employees’ net credits 
on subscriptions to 
Stock not yet is- 
SUL CC immemtccste iss sieess lor6 


$ 1,700,000.00 
600,000.00 


251,555.82 


omen 


$36,284,000.00 


23,490,478.62 


300,419.23 


823 


2,551,555.82 


60,074,897.85 


$107,295 ,604.89 
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THE B. F. GOODRICH COMPANY 
(A New York Corporation) 
AND SUBSIDIARY COMPANIES 
ProFrit AND Loss ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 1926 


INET: SALES ioe ite cre osslt stsued orecin fe aiciete $148,391,478.22 
DEDUCT: 
Manufacturing, Selling and General 
Administration Expenses, less $5,- 
000,000.00 Contingency Reserve ex- 


isting at December 31, 1925....... 138,640,094.23 
$ 9,751,383.99 
ADD: 
Miscellaneous Income..... apeacodobe 770,289.24 
$ 10,521,673.23 
DEDUCT: 
Provision for Depreciation.......... $2,481,102.47 
Interest on Gold Bonds, Serial Notes, 

Bills Payable, Ktest.- 3 sees les 2,075,460.55 5,456,563.02 
Transferred to Surplus Account.......... $ 5,065,110.21 
THE B. F. GOODRICH COMPANY 
(A New York Corporation) 

AND SUBSIDIARY COMPANIES 
SurPLus ACCOUNT 
DECEMBER 31, 1926 
Balances anvarved,- 10260. vacua $24,770,124.70 
ADD: 
Surplus previously appropriated for 
Amortization of War Facilities..... 1,225,063.73 


Net Profit transferred from annexed 
Profit and Loss Statement.......... §,065,110.21 


Difference between cost and par value 
of Preferred Treasury Stock pur- 
chased for redemption............. 13,875.00 


$31,074,173.64 
DEDUCT: 
“7% Dividend on Preferred Stock (Nos. 
56, 57, 58 and 59) for the year ended 
December. 31, 10262). ee oe ee $2,560,670.00 
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Dividend of $4.00 per share on Com- 
mon Stock (Nos. 27, 28, 29 and 30) 
for the year ended December 31, 1926 2,406, 240. 00 


Difference between cost of Affiliated 
Company acquired and value of its 
INGE aWASSetsitip ee kestrel ee hole 3,187,279.06 


Federal Income and Profits Tax and 
Interest paid applicable to prior years 1,762,504.96 9,916,694.02 


Surplus carried to Balance Sheet.......... $21,157,479.62 


6. Quarterly Reports to Stockholders 


Some corporations issue quarterly reports to stockholders, 
the purpose being, as a rule, to keep them informed as to 
earnings, but other information may be included in the 
quarterly report. 

Forms 304 and 305 are statements oe) by General 
Electric Company to its stockholders. 

Form 306 was issued to stockholders on the reverse side 
of a statement accompanying dividend checks. 

Form 307 is the quarterly report of the Utah Copper 
Company. 

Form 308 is the quarterly statement mailed by the United 
State Steel Corporation to stockholders being enclosed with 
dividend checks. 


FORM 304 


STATEMENT OF GENERAL ELECTRIC COMPANY TO ITS 
STOCKHOLDERS 


Generac Eectric Compan) 
Schenectady, N. Y., July 15, 1926 


To THE STOCKHOLDERS OP 
Generat Exectric ComPAnyY. 


Orders received by the Company have been as follows 
1926 1935 Increase 


3 months ended June 30-....... $ 78,972,062 $ 66,468,992 19% 
6 months ended June 30 $165,405,720 $150,315,228 10% 
OWEN D. YOUNG 

Chairman Board of ‘Directors 


GERARD SWOPE 
President 


=e 
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ForRM 305 


STATEMENT OF GENERAL ELECTRIC COMPANY TO ITS 
STOCKHOLDERS 


To THe STOCKHOLDERS OF Generar Erectric Company 
Generar Evectric Comiany Schenectady, N.Y., October 28, 1927 
Orders recerved by the Company have been as follows 
1927 1926 
3 months ended September 30. - $77,420,263 $81,587,917 
y months ended September 30 ........-.« 233,076,091 246,993,637 : 
Earnings for nine months ended September 30 have heen as follows 1927 1926 } 
Net sales billed . , $225,959,610.89 $29,638,216.24 
Less. Cost of sales billed, ‘including operating, “maintenance and ‘depre* 
ciation charges, reserves and provision for all taxes 198,796,918.11 203,690,908.97 
Net income from sales. . AkoGidl (ssienedstciass 69129) 102,092.70) SAS; O6 HAO72 7. 
Other income, less interest paid and ‘sundry charges. Se sates 8,030,361.02 §,818,364.60 
Profit available for dividends... ............2--- Ao $ 35,193,054-70 $ 31,765,671.87 
Less Cash dividends on special stock __1,930,813.50  __1,714,052.10 
Profit available for dividends on common stock (7,21 1,481 shares issued) $ 33,262,241.20 $ 30,051,610.77 
The 120th dividend on common By order of the Board of Directors, 
stock and the 20th dividend on OWEN D. YOUNG, Chairman 
special stock are paid on this date. GERARD SWOPE, Preaident 


ForM 306 


AMERICAN STEEL FOUNDRIES 


CONSOLIDATED INCOME ACCOUNT 
For the Nine Months Ending September 30, 1927 


Earnings from operations, after deducting 
Manufacturing, Selling and Administrative 


Expense and Federal Taxes............... $3,900,504.97 
Deduct— 

Depreciationay.. anearcee cinta plates euarenteteuete 757,106.04 
Net profit from operations......... MOR OSS 3,143,398.03 
Miscellaneous income— 

Interest, Discount and Exchange, etc...... $104,128.89 

From=Investments™ «2. custcerccee series 276,670.23 

380,799.12 
otal profitvand Incomes we ceiecinieeet 3,524,197.15 
Deduct— 


Net Earnings of Subsidiary Company ap- 
pertaining to Outstanding Minority 


Stockholdings #tv-e.7.mctaen emi saree 20,645.75 
Net income carried to surplus.............. $3,503,551.40 


The fiscal year ends December 31st, and above results are subject to a final audit of 
accounts at that time. 
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FORM 307 


UTAH CopPpER COMPANY 


SEVENTY-NINTH QUARTERLY REPORT 
COVERING THE FOURTH QUARTER 
OF 1927 


New York, February 16, 1928. 


To the Stockholders of 
UTAH COPPER COMPANY: 

Herewith is submitted the operating statement of Utah Copper 
Company for the fourth quarter of the fiscal and calendar year 
1927. 

The total net production of copper from all sources for the 
quarter is shown below, in comparison with the output for the first, 
second and third quarterly periods of 1927: 


Net Pounds Copper Average Monthly 


1927 Produced Production 
Fourth Ouartets eis cree er’ ose 55,020,084 18,540,028 
Mhird: Quarters... sce. -ie. - 5595 73,703 18,524,568 
Second (Quarter: ae eens 60,056,091 20,018,697 
inst Owartericy s.<teveveree shore tere 61,752,783 20,584,261 


During the quarter the Arthur Plant treated 1,643,400 dry tons 
of ore and the Magna Plant 1,653,200 dry tons, a total for both 
plants of 3,296,600. 

The average grade of ore treated at the mills was .98% copper 
and the average mill recovery of copper in the form of concen- 
trates was 88.79% of that contained in the ore, as compared with 
.97% copper and 90.01% recovery, respectively, for the previous 
quarter. 

The average cost per pound of net copper produced, including 
depreciation of plant and equipment and all fixed and general 
expenses, and after crediting gold, silver and miscellaneous earn- 
ings, was 7.4 cents, as compared with 7.7 cents for the preceding 
quarter, computed on the same basis. 

The following tabulation shows the financial results of the 
Company’s operations for the quarter as compared with previous 
quarters: 
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Fourth Quarter Third Quarter Second Quarter First Quarter 
1927 1927 1927 1927 
Net profit from copper 
production Ee a iia $3,092,900.29  $2,744,479-54  $2,896,224.23 $2,749,516.83 
Miscellaneous income, 
including gold and 


SHVEE SG ties rate oak 565,872.10 515,081.53 591,203.60 723,420.26 

eats pie ‘ soe ae 857,631.38 857,631.37 857,631.38 531,118.88 

Total income. ...$4,516,403.77  $4,117,192.44  $4,345,059.21 $4,004,055.97 

Depreciation ....... 303,668.50 313,184.55 313,391.44 pII,701.87 

To surplus ..... $4,212,735-27  $3,804,007.89  $4,031,667.77 $3,692,354.10 
Respectfully, 


D. C. JACKLING, President. 
L. S. CATES, Vice-President and General Manager. 


ForM 308 


STATEMENT OF 
U. S. STEEL CORPORATION AND SUBSIDIARY COMPANIES 


For THE QUARTER ENDING DECEMBER 31, 1926. 


EARNINGS 


Earnings before Less: Interest 

charging Interest on the Sub- 

on the sensiaiogy yom Cos.’ Balance 
s 


Cos.’ Bonds out- of 

outstanding standing Earnings* 
Octobetr10 263 coven s< anette eek $19,668,676 $ 676,262 $18,992,414 
INOVeMm ber. 1026! os cfs tacisiie oe tesa 18,820,788 676,132 18,144,656 


December, +1976! sc ccececcwecsevas LOA r25 675,670 16,365,455 


$55,530,589 $2,028,064 


Total Earnings after deducting all expenses in- 
cident to operations, comprising those for 
ordinary repairs and maintenance of plants, 
also taxes (including reserve for Federal in- 
come taxes), and interest on bonds of the 
Subsidiary  COMpanies; sie. ceo a oe ere $53,502,525 


Less, Charges and Allowances for Depletion and 
Depreciation, applied as follows: 

To Depletion and Depreciation Reserves and 
Sinking Funds on Bonds of subsidiary com- 


PANIES) «a lale- ents rears cratienny eereet te aoe eens $15,201,474 
To Sinking Funds on U. S. Steel Corporation 
IBONGS i ta cstecters 36, Me stanelsererererate Sed or: een 27503745 
17,988,219 
Net Income ..... aieletalels leietetoveratetateyoferstoret ts $35,514,306 


| 
“Al 
‘ 
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Deduct: Interest for the quarter on U. S. 


Steel Corporation Bonds outstanding....... $ 4,255,608 
Premium on Bonds redeemed................ 361,734 
4,617,342 
Ba lANCE pars piaeteraleseisinrsve onl eoieieele sikarctoc cise $30,896,964 
Add, Net Balance of sundry. receipts and 
charges, including adjustments of various 
ACCOUTUS Parererajayet she ia\easisvetolecy asi eieicGateatslienera eles 253,720 
; Total Cait aot B Abadia cycitih Cee ieee REE aR $31,150,684 
Dividends on stocks of the U. S. Steel Corpo- 
ration, viz.:f 
Preferred ais Tote tenislom aes «cee $ 6,304,920 
Commoner s49os ee ee te catia ue eee 8,895,204 
15,200,214 
SUrplusaton theguartery. «cus. ier ticle vers $15,950,470 
Balance of Surplus for nine months ending 
September; 3 Os) TO20sn is. cate weld «sic ese eieliene 30,832,768 
; $55,783,238 
Less, Amounts appropriated and expended, or 
to be expended, account of additions, im- 
provements or betterments to plants and 
DIGOPELLIeSh era cta alae er eee civ bint wom a accstele 30,000,000 
Balance of Surplus PORT CaP.. p.cte. cic e0 oho $25,783,238 


* These amounts may be changed somewhat upon completion of audit of accounts for 
the year. The Corporation’s fiscal year corresponds with the calendar year, and complete 
annual report comprising general balance sheet, financial statements, statistics, etc., will 
be submitted at _the annual meeting in April, 1927, or earlier. 

W. J. FILBERT, 
Comptroller. 
+Dividends Payable: 
Preferred, Feb. 26, 1927; to stockholders of record Jan. 29. 
Common, Mar. 30, 1927; to stockholders of record Feb. 28. 
UNFILLED ORDERS ON HAND 


Decora bens TiO 2 On iinter eter ete nates vatecole: erert.c iterelone ejels 3,960,969 Tons 


DIVIDEND CHECK ENCLOSED, WHICH PLEASE CASH 
IMMEDIATELY 


2. REPORTS TO PROMOTE MANAGEMENT 


7. Nature of Internal Reports 


Internal reports may be classified under two groups, viz.: 
1. Accounting 

2. Statistical 

3. A combination of these 
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Such reports may be either periodical or occasional. Most 
accounting reports are periodical because they are compiled 
to show results of operations over a period—a day, week, 
month or year. Exceptions to the rule are found in reports 
of special investigations made by accounting firms to ascer- 
tain fraud, the feasibility of mergers, and so on. To a 
certain extent the reports to managers may coincide with 
reports to stockholders, but managers require much more 
detailed information relative to current daily, weekly and 
monthly operations than do stockholders. It is unusual to 
issue other than annual and quarterly reports to stock- 
holders, and most corporations do not issue quarterly reports 
tothem. On the other hand, efficient management is possible 
only when adequate reports are available relative to all 
phases of operations measured in terms of the shortest prac- 
ticable period of.time. This is for some purposes one day; 
for others one week; for still others, one month; and for 
yet others, one year. 

The general plan of internal reports depends on the plan 
of organization. Reports are made by subordinate to 
superior officers, the extent of integration depending on the 
size, character and plan of organization. - Most of the details 
which are interesting to department heads must be eliminated 
from reports to chief executives, only summarized informa- 
tion essential to the formulation of general plans and policies 
being retained. Their time is too limited to enable them 
to give adequate attention to undigested details. In case 
of need for greater details in a specific instance the data 
from which the summarized report was prepared may be 
called for. 

With the understanding that modifications are necessary 
to meet special requirements of each concern, the following 
are submitted as being suggestive of the character of daily, 
weekly, and monthly reports: 

1. Daily reports: 


(a) Orders received, number and amount. 
(6) Shipments made. 
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(c) Cash receipts and disbursements; balance on hand. 
(d) Inventories by departments. 
2. Weekly reports: 

(a) Orders received, number and amount. 

(6) Total orders received since beginning of fiscal year, 
number and amount. 

(c) Shipments made since beginning of fiscal year. 

(d) Unfilled orders. 

(e) Production for week. 

(f) Production to date since beginning of fiscal year. 

(g) Machine hours, normal and actual. 

3. Monthly reports: 

(a) Orders received, number and amount. These may be 
required separately for the different products. 

(6) Business done by sales districts. 

(c) Production by departments. 

(d) Profits and losses by departments. 

(e) Inventories by departments. 

(f) Depreciation schedules. 

(g) Expenditures on plant. 

(4) Labor turnover. 

(2) Goods in process. 

(j) Statistical comparison with preceding months. 

It is obvious that many other matters than those outlined 
above may require consideration in managerial reports. Re- 
ports on the status of bank loans, commercial paper out- 
standing, seasonal variations, forecast of business conditions 


and other subjects may be in order. 


8. To Whom Reports Are Made 


In the ascending order of authority, reports, according 
to their nature, are made to: 
. Foremen 
. Superintendents 
. Credit Manager 
. Works Manager 
. Controller 
Secretary 
. Treasurer 
Vice President 
. President 
. Board of Directors 


ome} COI ANB W NH 


H 
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3. REPORTS TO STATE OFFICERS AND OTHER 
GOVERNING BODIES 


g. Annual Reports to State 


The nature of reports required by states from domestic 
corporations and foreign corporations doing business within 
their boundaries depends upon the requirements of the state 
laws. The provisions of the Illinois corporation law relative 
to filing reports are as follows: 


Sec. 102. ... The Secretary of State shall on or before the 
15th day of January of each year forward to each corporation of 
record in his office a copy of the forms to be used in making the 
report specified in this Act, but the failure to send or to receive 
such forms shall not relieve the corporation from the duty of 
making such report. 

Sec. 104. It shall be unlawful for the Secretary of State to 
accept or file an annual report of any corporation after the first 
day of March of any year without first collecting from such cor- 
poration a fee of twenty dollars, which shall be in addition to all 
other fees or taxes prescribed by this Act. In addition thereto 
such corporation shall be liable to the penalties hereinafter pre- 
scribed. 

Sec. 151. If any officer of a corporation required by this Act 
to make a report under oath to the Secretary of State, shall in 
such report wilfully and knowingly make any false statement, he 
shall be guilty of perjury. 

Sec. 153. Any corporation failing to file its annual report within 
the time required by this Act shall be guilty of a misdemeanor, and 
upon conviction thereof shall be fined in any sum not exceeding 
one thousand dollars. 


The object in requiring an annual report from each corpo- 
ration doing business within its boundaries is to enable the 
state to secure the information needed for regulatory and 
tax purposes. 

Form 3009 is the report required of foreign corporations in 
New Jersey. 

Form 310 is the report required of domestic corporations 
in New Jersey. 

Form 311 is the report required of foreign corporations in 
Illinois. 
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; Form 312 is the report required of domestic corporations 
in Illinois. 


Form 313 is the affidavit to accompany the annual report 
in Illinois. 

These forms are presented for illustrative purposes only, 
since requirements differ among the states. 

Other reports may be required by the secretary of state 
for the following: 


1. Increase of capital stock. 

2. Issuance of stock within authorized amount. 

3. Application for reinstatement. 

4. Amendment to articles of incorporation other than change 
in capital stock. 

5. Change of address of corporation. 

6. Withdrawal of foreign corporations. 

7. Change of agent against whom process may be served. 

8. Tax returns of various kinds. 

9. Dissolution. 


ForM 309 
NEW JERSEY 


ANNUAL REFORT OF OFFICERS AND DIRECTORS 
BY FOREIGN CORPORATION 


Chapter 124 of the Laws of 1900 
ANINGAT, REPORTUBY Ai sis cc's ols siceee ms CoRPORATION 

Se eee RNC ety Grr te hep ese WETS 9 F 4s) G00 bee 0 hs Company 

Organized under the laws of the State of..................5. 

The corporation above named, organized under the Laws of the 
Babe Guat ot os 1a eas, ceettionart oy = , does hereby make the following 
report in compliance with the provisions of an act of the Legisla- 
ture of New Jersey, entitled “An Act Concerning Corporations 
(Revision of 1896),” and the various acts amendatory thereof and 
supplemental thereto. 

Frrst—The name of the corporation is..........+eseeeeses 


Sreconp—The location of the registered office is at No........ 
DELECC hae on ee omens’ a ABU ae is oe ieli via cle wie Siebie os Mie sien 
is the agent upon whom process may be served. 

Tuirp—The character of the business is...:.........0.0-.- 


eoeeeo eee se eee eee eee eee eee ere eee eer oee eee eee eeeeeeeeeoeeoeee 
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FourtH—The amount of the authorized capital stock is$...... 
The amount actually issued and outstanding is $..............-- 


FirtH—The names and addresses of all Directors and Officers, 
and the term when the office of each expires, are as follows: 


Names of Directors Address Expiration of Term. 
OFFICERS: 
President, 


Vice-President, 

2nd Vice-President, 
Treasurer, 
Secretary, 


SrxtH—The next annual meeting of the stockholders for elec- 
tion of Directors is appointed to be held on:..... 2... esuu eee 


WITNEss our hands the....... day Of.25 004 cic A. Di to2uee 
6 nia alians.o oteheeataka tt aye teeta President 
RO te wet chee ar onc Secretary 
a = o e . : 
= : 
2) eh : : : 3 
ee e ry 
es = i) ° Oy as 
. : 
cd eu) ae A a ae 
ase 9 : - oR 
qe 3 o B : a 
~~ aq - 5G 
oO = aS 5 fe 
lig | Dae (3) ots 
ie2) Le onl o o . o 
ey) ° cl te ~W 
5 oe) 
a z wie 
> s S s . 
o 
2 Bo) (emeiaiies 
Soa Lay! — 
« cS) n A <> 
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ForM 310 
NEW JERSEY 


ANNUAL REPORT OF OFFICERS AND DIRECTORS 
BY DoMESTIC CORPORATION 


Chapter 124 of the Laws of 1900 
ANNUAL REPORT BY A DoMESTIC CORPORATION 


LED aa seater Sita ce Se A ae Oger a Ae Company 
Organized and Registered under the Laws of the State of 
New Jersey. 

The corporation above named, organized and registered under 
the Laws of the State of New Jersey, does hereby make the follow- 
ing report in compliance with the provisions of an act of the 
Legislature of New Jersey, entitled ““An Act Concerning Corpora- 
tions (Revision of 1896),”’ and the various acts amendatory 
thereof and supplemental thereto. 


First—The name of the corporation is...............e005 A 

SEconpD—The location of the registered office is at No......... 
ST BOE ag rene ee ANG Shriers Sale «ed is the agent upon whom 
process may be served. 

Tuirp—tThe character of the business is..............e000. 


at OS GmeL Oo Un CONC nn OmCie CO) CMC a CSC rIC Care Yer MECC eC iat Sa Yo a RT CIR Wan Sent NC YT a aC Se Ye SC a J a 


FourtHo—The amount of the authorized capital stock is 
iebeese a0 8 The amount actually issued and outstanding is $....... 

FirtH—The names and addresses of all the Directors and 
Officers, and the term when the office of each expires, are as 
follows: 


Names of Directors Address Expiration of Term 
OFFICERS: 
President, 


Vice-President, 

2d Vice-President, 
Treasurer, 
Secretary, 
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SrxtH—The next annual meeting of the stockholders for elec- 
tion of Directors is appointed to be held on...............-.-- 

SEVENTH—The name of the corporation has been at all times 
displayed at the entrance of its registered office in this State, and 
the corporation has kept at its registered office in this State a 
transfer-book, in which the transfers of stock are made, and a 
stock-book, containing the names and addresses of the stockholders 
and the number of shares held by them respectively, open at all 
times to the examination of the stockholders as required by law. 


WitTNEss our hands the....... day Of 0/2 ern A. D.. 192332 
Kista ot alict aru Gals. oie Gains eRe President. 
silane sum tis topeyiatag tk TRY packs els Secretary. 

Lal oO . - 
2 ae ve 
a4 chee S ae 
S) Bs Rav ta = Pes 
es Bus Set, senile i > 46 
a Be : Bb 
~~ 8 : Teas fale ; 8 
Onin S 8B a es) 
a  & 7 @s Bes 
oa) 5 a cS) isc 
Beanie Dm 1W 
| co) Oo 
J os J : 
< Ot wi ; 
=) See ioe ; 
Z, Bt eed 
Z So ue re 
; 3 a fr 
ForM 311 
ILLINOIS 
Notice: This report is required to be filed between the first 


day of February and the first day of March of each year, and 
severe penalties are prescribed fer failure to do so. Report cannot 
be filed later than the first day of March without enforcement of 
penalties prescribed by statute. 


FOREIGN CORPORATION 
ANNUAL REPORT 
To Hon. Louts L. Emmerson, 
Secretary of State of the State of Illinois: 
RePOr Olk ie. 04 sie Coin MIN in Bibs B ge ec Rak RR el Ree Cy ce 
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organized under the laws of the State of........... , as required 
under an Act entitled, “An Act in relation to corporations for 
pecuniary profit,” approved June 28, 1919, in force July 1, ro19. 

1. State your name and official position with the corporation. 
(Whether president, vice-president, secretary, assistant secretary, 
receiver, assignee or trustee.) 


Cee ree meee eee eee eee eee ene eer ere ee reer reese ere esreeree eee ee 
SEP ewes elie (6 A[0j1e7)'Wie¥-0))0,\e ie) of 0)s0:1s ele. 16} 0:Ne Je) (e, fe 0) ie fe:l'9 ee. *) © els \.6) 6 (6, (a. ©-ie 6.10 © 0,0, 6 © 6 6 0 ie 


CC cd 


2. State briefly the nature of the business in which the corpo- 
ration is actively engaged under its charter at the present time. 


Cr 2d 
Ce Sr 2 ry 


eee eee eee eee eee eee eee ees e seer eee eee eee eee e eee ee eee eevee ee 


3. The location of the principal business office of the corporation 
in the State of Illinois is at No........... Street, in the City of 
Mada ete sees 8 PHC GUMLYAOL tess cloaca vn fc and the names 
and residences of the officers and directors of said corporation 
are as follows: 


NAMES OF OFFICERS AND DIRECTORS 


Term of 
Name Office Residence office 
Number, Street, City, State | Expires 


President 


Vice-President 


Secretary 


Asst. Secretary 


Treasurer 


Director 


Director 


Director 


Director 


Director 


Director 


Director 
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4. Has the corporation acquired title to any real estate in secur- 
ing any debt or liability due it. Ams............. 

5. Give a description of such property, if any has been acquired, 
and the date of its acquisition and disposal of such property. 


6. Has the corporation entered into any illegal pool trust, 
agreement, combination, confederation or understanding in re- 
straint of trade in contravention of any Act of this State concern- 
ingisuch Matters? ANS.s5 os Sess s 2 

7. State the amount of the authorized capital stock of the 
COFPOTation. (ANS, sarees ore ee 

*8. Does the corporation wish to pay a franchise tax based 
upon its entire authorized capital stock? Ams............. 

*g. In the event that the corporation is assessed a franchise 
tax upon its entire authorized capitalization, will it be paid 
promptly? Atisnicitso. ee es 

10. Give the total value of all the property of the corporation 
everywhere, specifying: 


(a) Value of the patent rights, licenses, trade-marks, secret 
processes, copyrights, good will, contracts or choses in action; 
ANSIAD A Netae eke 

(b) Merchandise, raw materials and goods in process of manu- 
PACUUTE ANS. . fe a.cce sents ae Delis ea ax 

(c) Book accounts and notes; Ans. $............ 


(d) Machinery and real estate; Ans. .......... $2. 0 ee 
(e) Stock in other corporations and securities; Ans. $........ 
(f) Furniture, fixtures, stationery, etc.; Ans....... $. ate 
(g). Cash. in bank: Ansy-S. tose gue 


(h) Kinds and amounts of other property, such as equipment, 
right-of-way, trackage, rolling stock, telegraph and telephone 
lines,. pipe lines; ete.) ANS... si... seeetneeee 


see 0 6 © © te 8 ve 


rr. Give the total value of all the property of the corporation 
located in Illinois, specifying: 

(a) Value of the patent rights, trade-marks, secret processes, 
copyrights, good will, contracts or choses in action; Ans. $...... : 
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(b) Merchandise, raw materials and goods in process of manu- 
PACHUTE; PANSH. 21k. < 55 cand ans Don ahetatdys aero ens 


(c) Book accounts and notes; Ans. $............ 

(d) Machinery and real estate; Ans......... A Ag Ra eaters 
(e) Stock in other corporations and securities; Ans. $........ 
(f) Furniture, fixtures, stationery, etc.; Ans...... Stirs trea? 
(g) Cash in bank; Ans. $............ 


(h) Kinds and amounts of other property, such as equipment, 
right-of-way, trackage, rolling stock, telegraph and telephone 
Cem CUS SANS ees 0555064 ene t ole Peles dd diate Sale wed Diatet. este ae 


12. Give the location of the principal places of business of the 
corporation in each State, and the amount of the business trans- 
Pet Oca OUD Dy CAC IASE A VCAT 6 oc yi, seca. oo dua ess niecacanp od ond eRe 


eos e seers eer oe eee eee ee eee eee see erese reese er ee eere sere seeeee 


13. State the total business of the corporation transacted every- 
where during the past year. $............ 

14. State the total business of the corporation for the past year 
transacted by it at or from places of business in the State of 
CLUS ANS Sea et a 

15. In case of a telegraph, telephone, cable, railroad, or pipe 
line company, state the total length of such telegraph, telephone. 
cable, railroad, or pipe line company, wherever located.......... 


eee eee eee ee eer ees eons eest ese ee sees ee tee eeseeoeeeteeeeeeeeses 


16. State the length of such telegraph, telephone, cable, railroad, 


or pipe line company actually located in Illinois. .............. 
In WITNESS WHEREOF, I have hereunto set my hand and caused 
the seal of said corporation to be affixed, this............. day of 
a RO AT TERING oe y, Wha DBS io Payee 
STATE OF ILLINOIS, } 
egies ravi ty 4) ave 3,<,8 ares County, 


(ATTACH CORPORATE 
SEAL HERE) 


eooereeo eer eee ee ee eoees oe Fee ee eHFFeoeeeoe eevee 


(President, Vice-President, Secretary, Assistant 
Secretary, Assignee, Receiver or Trustee.) 
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Tyitye Sco Re steeds 6 2 eiclo Stenata setae , being duly sworn, declare 
Oh Oath thats Fam) wc. eres: ghicueyeuene ooteueun sone of the corporation 
mentioned in the foregoing report, and that the statements therein 
made are true. 


oor eee eer eer reer eee eee tee eee eee eee eee eens 


6.0 6 Pie @ 6 96 0 ake © 0 010 o (6\6 © 0.0: are 6s (0 2 iste 6 8) 0) oe lele 


(NOTARIAL SEAL) Notary Public. 


*In case answers to Nos. 8 and 9g show that the corporation is 
willing to pay upon its entire authorized capitalization, it is un- 
necessary to give information called for in subsequent paragraphs 
relating to the property and business of such corporation. 

Corporations domestic or foreign having all of their business 
and tangible property in this State are required under the statute 
to pay upon their entire authorized capitalization, as all of their 
capital stock is represented in this State. 


Therefore, in order to be relieved of the trouble and expense of 
compiling the data necessary to give the information called for in 
paragraphs 10 to 16 inclusive of the annual report, they should 
answer paragraphs 8 and 9g thereof in the affirmative. 


§ 102. .... The Secretary of State shall on or before the 
15th day of January of each year forward to each corporation of 
record in his office a copy of the forms to be used in making the 
report specified in this Act, but the failure to send or to receive 
such forms shall not relieve the corporation from the duty of 
making such report. .... 


§ 104. It shall be unlawful for the Secretary of State to accept 
or file an annual report of any corporation after the first day of 
March of any year without first collecting from such corporation 
a fee of twenty dollars, which shall be in addition to all other fees 
or taxes prescribed by this Act. In addition thereto such corpo- 
ration shall be liable to the penalties hereafter prescribed. 


§ 151. If any officer of a corporation required by this Act to 
make a report under oath to the Secretary of State, shall in such 
report wilfully and knowingly make any false statement, he shall 
be guilty of perjury. 

§ 153. Any corporation failing to file its annual report within 
the time required by this Act shall be guilty of a misdemeanor, and 
upon conviction thereof, shall be fined in any sum not exceeding 
one thousand dollars. 
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File. . 
FOREIGN CORPORATION 


ANNUAL REPORT 
OF 
DO NOT SEND ANY FEE WITH THIS 
REPORT 


Located at... 


BOxctho lice e 


FORM 312 
ILLINOIS 


Notice—Unless this report is filed prior to March first 10% 
must be added to the amount of franchise taxes otherwise due, and 
corporation is also subject to a fine not to exceed $1,000.00. Only 
one copy of report is required to be forwarded to the Secretary of 
State. See that the report is properly executed and corporate and 
notarial seals affixed before mailing, as failure to do so may necessi- 
tate the return of the report and subject the corporation to the 
above penalties. 


ANNUAL REPORT Cree oe 
(USE TYPEWRITER IN MAKING Date Paid ........: 
THIS REPORT) In’t7l) Ree?$ 2 enrciners 
To Lours L. EMMERSON. Fran. Fee $........ 
Secretary of State of the State of Illinois: Penalty == $...3.... 
OE UO Wome mmaet aint: (Pitt aie ofsi'« Ie actde sy bo8ss olds) ceed Vial 41S G60 owe ove 
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organized under the laws of the State of........... , as required 
under an Act entitled, “Am Act in relation to corporations for 
pecuniary profit,” approved June 28, 1919, in force July 1, 1919, 
and all acts amendatory thereof. ‘ 

1. State your name and official position with the corporation. 


(Whether president, vice-president, secretary, assistant secretary, — 


receiver, assignee or trustee.) 

2. The location of the principal business office of the corporation 
in the State of Illinois is at No........... Street, in the City of 
PeRiere sade Mats outaie 8 , County ofs.. 2... ...98).; aud, the names 
and residences of the officers and directors of said corporation 
are as follows: 


NAMES OF OFFICERS AND DIRECTORS 


RESIDENCE 
NAME OFFICE Number and Street City State 


‘ President 


Secretary 


Treasurer 


Director 


Director 


Director 


Director 


Director 


NOTICE—Must give officers and show management of corpora- 
tion is vested in at least three Directors. 

3. Has the corporation acquired title to any real estate in secur- 
ing any debt or liability due it? Ans............. 

4. Give a description of such property, if any has been acquired, 
and the date of the acquisition and disposal of such property. 


OPO @ Oo Oem 8 Oo O18 Oe 86.0 9) '9 © © 6 oe 616) & & oe © o eke (0) ee eh eNm) Cle @ 6. eo) «hele vl Sue meee 


© leo C0 B Oo, "ee eam oa) 60 6 eerie © 6) Biie 0.8) WB) wee o 6) 6 oo eveaelh es) Ondremalere eels 


5. Has the corporation entered into any illegal pool, trust, agree- 
ment, combination, confederation or understanding in restraint of 
trade in contravention of any Act of this State concerning such 
Matters?- ANS: s.e5. wee nec 


via gla 
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see ee ee ore eee eee ee eee 


6. State the amount , 
of AUTHORIZED] Shares of no par value No........... 
CAPITAL STOCK f When a corporation has shares of no 
of Corporation. par value such shares must be reported 

separately. 

*7. Does the corporation wish to pay a franchise tax based upon 

ifsventire. authorized capital-stock? ‘» AS .5.../s4...5.4.sislesls soni late 

*8. In the event that the corporation is assessed a franchise tax 

ea its entire authorized capitalization, will it be paid promptly? 
1AM roe bi er aa 

NOTICE—The information on this perforated rider is for com- 

piling certified list of corporations and must be answered spe- 
cifically and accurately. 


Exact corporate name is. . aay myabe hohe Sao ee ee cca aaa eres 
PSN OCGO MO Cott itera ety roe PRE. oF aiak SAEs eiaerale me Pigtooe het 

(Number and Street) (City) (State) 

: ; PRN e a eh si cron 

Authorized Capital stock § umber of shares of no par value. . 
| CCC Per BO 8 He ch tg 2 ARS ei Ne coe A Ca age Ra As PE 
(Name) (Number and Street) (City) (State) 
ROCCLOPAES ee eine Bis om cS he tale Cietpania wists asin aye wb ae Gok eg mae 
(Name) (Number and Street) (City) (State) 


DO NOT TOTAL THE ITEMS ON THIS PAGE 


g. State briefly the nature of business in which the corporation 
is actively engaged under its charter at the present time. 

10. Give the total value of all the property of the corporation 
everywhere, specifying: 

(a) Value of patent rights, licenses, trade-marks, secret proc- 
esses, copyrights, good will, contracts, or choses in action; 
Je 8 (G's) oir tena be 8 ae eae Pa 

(b) Merchandise, raw materials and goods in process of manu- 


facture; PATIOS TO err co's is <-)'s suaence ete e 
(c) Book accounts and notes; ADS Apia ei. wether, Meee 
(d) Machinery IMAL OAILESTALC, alee LATISG gore tots 42 a dlacs ile pile btastaues 
(e) Stock in other corporations ‘and securities; 

PATEB os O's shang) ee attire we Rua 
(f) Furniture, fixtures, stationery. . Amb. $..........-..0.005 
(g) Cash in bank; INEGI TD oeare ee cor rgtt wen es 


*See page 845 for footnote. 
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(h) Kinds and amounts of other property, specifying in de- 
tail; ANS, Sic arate ae bade stoner t cas 


11. Give the total value of all the property of the corporation 
located in Illinois, specifying: 


(a) Value of the patent rights, trade-marks, secret processes, 
copyrights, good will, contracts or choses in action; 


ADS, (One ie ie toupee st eae 
(b) Merchandise, raw materials and goods in process of manu- 
facture; ANS: Sietig . ael teenie 
(c) Book accounts and notes; ANS, Sooo 0 ce eine eae 
(d)<Machinety. and real estate <. . isa oce 5 4schem nee eee 
ANS. Sisai3 2h eGo toate 

(e) Stock in other corporations and securities; 
ANS iBn.6 cory ees tues rene 
(f)* Furniture, fixtures, -stationery <.: - 20> «02-9 ae eee 
"ANS, Sad. Giwertacn eee 
(g) Cash in bank; ANS. SB 6 soats sear ee aecaes eRe 
(h) Kinds and amounts of other property, specifying in de- 
tail; Anse Seite son Sere 
G sinc pon ee 
pine) 0 ae 


12. Give the location of the principal places of business of the 
corporation in each State, and the amount of business transacted 
through each; last; year. ic hes: is ais sig she eto hice a 


@ 8 6 1 6 oe 6 ise cee 6.0 © @ 6. 8 Ge 0:8 16 aye Sw le) is h) & a 0) 6%) 6) vs) (sue © (6) e © age) sie eis ewene 
O50 5b. wile ce, 6 Be. 168, @) © 6 (eerie a 78 18 © UME iah's| © 0 qkele 6) (6 JS: 0's) 0 ue 67's Wie) ela im, whe) (el nies ee nie ia 
4 10) tere 10 era ee ‘vive @ © 6 0 @18 @ eieye Gsm, eve. 010) ¢..e) 10) 6 fe) 0) 8 0) ee ‘a ene (eis. (© Lee Mb) (elle oiiwitewtalieitel 
Chara fe: Oem @ Oe. @40) a) Om WO. 6) ee OF 6.0) be) 16 8) W le gel mas ecole’ rolls! ee) bial wile 0.6. 6a (anise eer ent ane 


@ ¥) 67 a 0) oe 0) 0 (9 6:0 8 © (0:0 e, 0" 80. 0: 16) ¥) eins 6) 0) © ©) S670 )b) 0 60) Be © Kole bie) «) w) ole Melrni et sitciin 


13. State the total business of the corporation transacted every- 
where during the past year. 


14. State the total business of the corporation for the past year 
transacted by it at or from places of business in the state of Illinois. 


15. In case of a telegraph, telephone, cable, railroad, or pipe line 
company, state the total length of such telegraph, telephone, cable, 
railroad or pipe line, wherever located 


M10) 8 8 Oo: BO 0 0.0 08 0) 0116: 50 0 ONG oO 0) 8 10 100, 6 9 60 0:0 © 6 6.6 ©) 0. 0) 0) 916) 8 6 6) ob let 6 sie eel 


‘aa 0 © 0S 6 6 8 0 © 0) .0e 8 ee eperwmelm 
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16. State the length of such telegraph, telephone, cable, railroad 
or pipe line actually located in Illinois. ....6 26.000... 00.08 a es 

17. From what office are the affairs of the corporation managed? 
Ans. 

18. To what office or offices are all contracts with the corpora- 
tion forwarded for final acceptance? 
Ans. 

19. Is the corporation actually transacting business at the 
present time in the State where it was incorporated? 
Ans. 

20. At what office or offices are directors’ and stockholders’ 
meetings held? Ans. 


In WiTNEss WHEREOF, I have hereunto set my hand and caused 
the seal of said corporation to be affixed, this............. day of 
re eC pe tts kore iste: ASH: TO2 a0 


(AFFIX CORPORATE 
SEAL HERE) 


(President, Vice-President, Secretary, Assistant Secretary, 
Treasurer, Assignee, Receiver or Trustee) 


STATE OF ILLINOIS, \s 


Lb Se Ne SAM ar ce Sie , being duly sworn, declare 
OlpOataethat Pam. soso se ue oie sees as of the corporation 
mentioned in the foregoing report, and that the statements therein 
made are true. 


were leha te 670 1b) 0lee) 6. lao (\\e 6) 10le 66:6: (6) 0) Ox (0) 0026.9 Velie.<o) 16, oete ve 


eee eee ee ee ee een eee eee sere eee ee eee een ee 


Notary Public. 
(NOTARIAL SEAL) 


*Corporations having all their tangible property and business in 
this State are required under the Statute to pay upon their entire 
authorized capital stock and should answer paragraphs 7 and 8 in 
the affirmative, as this will relieve them of the expense and trouble 
of giving the information called for in paragraphs 10 to 20 inclu- 
sive, which would be of no benefit to either the corporation or the 
State. Other corporations should give the detailed information 
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called for in paragraphs ro to 20 inclusive, in order that the Sec- 
retary of State may be able to ascertain the correct amount of 
franchise tax and initial fees due from them. 

§ 102. .... The Secretary of State shall on or before the 
15th day of January of each year forward to each corporation of 
record in his office a copy of the forms to be used in making the 
report specified in this Act, but the failure to send or to receive 
such forms shall not relieve the corporation from the duty of 
making such report. 

§ 151. If any officer of a corporation required by this Act to 
make a report under oath to the Secretary of State, shall in such 
report wilfully and knowingly make any false statement, he shall 
be guilty of perjury. 

§ 153. Any corporation failing to file its annual report within 
the time required by this Act shall be guilty of a misdemeanor, and 
upon senviction thereof, shall be fined in any sum not exceeding 
one thousand dollars. 
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ForM 313 


ARFIDAVIT 


THIS AFFIDAVIT MUST BE ATTACHED TO AND ACCOMPANIED BY THE ANNUAL REPORT. 


AFFIDAVIT 


STATE OF ILLINOIS, 


Yep a to nee ee EEE LE EAU Ody gcleminty swear thar fi sai thee oe ee 
(president, vice-president, secretary, assistant searetary or treasurer) of the corporation known end styled 
tees, duly incorporated under the laws of __ as, 

and I do further solemnly swear that said corporation was unable to file report between the first day of February 
_and the first day of March of this year as required by the provisions of the General Corporation Act of this State 
owing to. eS 


(President, Vice-President, Secrewry, Assistant 
Secretary: & Treasurer.’) 


Subscribed and sworn te before me this ______day of-__-__________._____ AD, 19 


Notary Public. 


{Noragiat Srar]} 


Nore: In the blank space be sure to make out a prima facie case by giving the exact caase for the reason that 
the corporation was unable to file report as defined in Section 104 of the General Corportition Act, which is 
printed on the back of this affidavit, 


10. Blue Sky Law Reports 


Many states have enacted so-called “blue sky laws” regu- 
lating the issuance and sale of securities. The purpose of 
such laws is to prevent the sale of wildcat securities to the 
public. [Illustrative of reports required under these laws 
is that for officers and directors in Illinois (Form 314). 
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FORM 314 
ILLINOIS 


For OFFICERS AND DIRECTORS OF A CORPORATION 
PREPARED UNDER “THE ILLINOIS SECURITIES LAW.” 
Approved and in force June 10, 1919, as amended by 
Act approved June 11, 1921. 

(Read Interrogatories carefully before filing blanks.) 
(Use typewriter. Fill each blank.) 
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, eee rere er eee eee eer een eee eerste eee ese eee eee eee eeeee eee se ees ee 


Give detailed statement of occupation for past ten years with 
dates, names and addresses of employers and reasons for change of 
business or employment ..:2. 2 1se. Sage baie slats pio gist vad Some Oa 
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Do you own any other securities in this company? If so, state 
fully the kind and cost to you and how paid 
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Have you any written contract for additional stock in this 
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CMAN AN YoU emer Nea, CSP me eS Gals seas SEMA eve MeaREA cis 0, 0 evan e ayes 
If so, attach a true copy and mark it Exhibit “1.” 

Have you any verbal or secret agreement with any other officer 
whereby you are to obtain additional stock?.............2.+05 
If so, attach a statement explaining fully your agreement, and 
mark it Exhibit “2.” 

What salary do you receive from this company?.............. ‘ 
Are you to receive commission on the sale of stock?............. 
TEESO NOW MUCH Oy yer tren temo Soild Ss ae eS ca ae ere eS 
Have you any contract or agreement for any per cent of profits, 
royalties, sales, bonus, commission or additional compensation? 
ERS OMmO StU LIUIAY care reer asta ukicboc fc tere alee .steaciabies io axe oe : 


peer eee ere ewe eee eee eee eee er eee eee e ee es eee eerste eee e eer evre ve 


Ce 


5 hake a ee On ee eS iene daily, weekly or monthly) 
Has this company been refused authority to sell its securities in 


(Yes or No) 
Have you ever been or are you now an officer or director of any 
GEER COMIPATIV 0 orate eis e086 gs ele, susie aj 5.0 ae aes If so, give names and 
MEUALESSES Of (EAC I COMIDARV 2ecer iin 6 aif Sone Cute Se ees EE SS 
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Is such business in operation?.............. If a going concern, 
give names and addresses of officers and directors.............- 
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NOs '6 0,0 16, 030.1o 16.015 On S¥e 8 0) a, er eve 600, p)0\'O'tn 16: 181)0,'e ele, 10, 6) 018) 6 018) Seem) 10.8110) 19S eee, eerie 
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(Give County and State) 
Who was the Judge presiding?..........s.cesceecscsciacercs 


eee ee ee eer one eeoeeeoereseerereenseeseeeeseereseereeeevererees 


Nees ee ee (Give title of the case and number)..............-. 
What was. the result ‘of litigation? 0.05.5. dn. Us Sees bo ew ee 
If judgment was obtained against you, have you " paid such 
TUG SUNONE Pr ie feels rn ecole Dera e efel'a ta boghra ss ate ont ta el See ce ee 


re ewer ecewr errr ee ee eee eee reese eee ere eee eee eee eeseeeese eee vseee 


Have you been charged with or convicted of the commission of any 


crime or crimes or confined in any State or other institution? 
If so, where and nature of charge or offense? 


eee eee eee eer eee e ee 
4 W616). 0 (0; fe, 0, 0 6 6: 0.0.8 Oe g 06, © 0) 0) 8) 0:0, 0 Oe € 6 & 6 0 « 6 6 v © Oo 6. 0 [0 \0) © 6 6) ei n= eile: nile Tee 
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i) 6 620 we) Bee €)e @. 0) ene @ lo) 6 8) ee) 6 01 6) O18 le W600 © 6 « 6 © lu 6 © = & les (0 ele) vie ue csneene 


eco eee ereneree seer eee eee eee eee eeseeeseeseeroeeeeesneeeeeeseeesee 


The above answers are given and statements made under the 
authority, requirements and provisions of “The Illinois Securities 
Law,” approved and in force June 10, A. D, 1919, as amended by 
Act approved June 11, 192r. 


STATE OF ILLINOIS, , 
County Ol. 2 annem comin 


Bs MSa Act he he lala ole tenders Ratan eee alter Rane , do solemnly swear 
that the foregoing answers and statements have been knowingly 
made by me and that the same are true. 


Givett‘under:miy Hand ithis i’. 2yc. sia cee day of 
sPotute a isaniete teens A. Deron. 
Subscribed and sworn to before me in. . oe em 4 : - ; fe County, 


in the State of‘Illinois. by the said 4...4./5...4% <ce 0a wee 
who personally appeared before me in the aforesaid County and 
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EAL GPL Sri nemet ford urethane Wk nec eet te eS hyo aie geass bait day of 
eyaiaret ss eae A. D. 19 
neaehis ae ic oe panics ey 
My Commission €xpires.e 156. sc4 sala an es heel 


NotEe:—This must be executed in State of Illinois before an officer 
authorized to administer oaths. (See Section 27 of the 
Illinois Securities Law.) 


XXII 


BUDGETS 


Budgetary control is the systematic planning of activities 
—disbursing funds, selling, purchasing, and so on. The 
budget is an outline and analysis of amounts to be expended, 
etc., in connection with future activities. 


1. Procedure 


To secure adequate budgetary control within a business 
it must be departmentized. Each department head is held 
responsible for the transmission of budgetary estimates to 
the officers in charge of budgets, also for the correct execu- 
tion of budgetary provisions, affecting his own department 
after the budget is adopted. The budgetary officer pre- 
pares the budget from estimates submitted by the heads of 
departments. 

At stated times during the year reports are prepared com- 
paring performance with estimates. These may show the 
need of revising the original estimates. 


2. Advantages of a Budget 


Among the advantages of budgets are: 


1. A well-defined goal is set for all. 

2. Coordination between resources and expenditures is estab- 
lished. 

3. Operations are made continuous, hence employment is 
better regulated. 

4. Waste is reduced because somebody is made responsible for 
every expenditure. 

5. Future activities are planned with a view to varying financial 
conditions. 

6. Plans and results are made easily comparable. 
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3. Budgeting Plant Expenditures 


The need of anticipating expenditures on plant is perhaps 
greater than in case of other expenditures, because if the 
fundamental ratios involved are thrown out of normal it is 
difficult to correct them. 

One such ratio is that of investment in capital assets to 
sales, known as turnover on capital assets. It serves as a 
guide in preparing a budget for expenditures on plant. 

Budgetary control must be planned with reference to these 
ratios. They must be watched continually if a concern is 
to be permanently successful. 

A budget should assist in improving upon past results, as 
measured by the usual standards of achievement. Turnover 
on capital assets should be increased. The working capital 
position should be improved. 

To accomplish improvements the three requisites are: 

1. Determine the fundamental relationships under present con- 
ditions, as measured by such ratios as turnover on capital 
assets. 

2. Determine what these relationships should be to give the 
desired results. 

3. Plan the budget to bring the desired relationships into 
existence. 


The work of preparing a budget for plant expenditures 
should be preceded by an analysis of the investment in plant. 
Such an analysis is best expressed in ratios and turnovers 
indicating present important relationships. Next, a study 
should be made of desirable changes and new ratios and 
turnovers worked out to accomplish them. Finally, detailed 
expenditures necessary to bring the desired changes into 
effect should be set up as a budget. 


4. Budgeting Plant Expenses 


Investments in capital assets result in a two-fold series of 
expenses: (1) interest cost of invested capital, and (2) 
expenses incident to repair and wear and tear of capital 
assets. 
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Repair expenses are those necessary to keep plant in good 
operating condition. 

Depreciation expenses result from wear and tear, in- 
adequacy, etc., of capital assets. 

Since repairs and depreciation are expenses, complete 
budgetary control involves consideration of two types of 
budgets: 

1. Expense budgets. 


2. Budgets for capital expenditures, both additions and better- 
ments, usually known as plant and equipment budgets. 


5. Expense Budgets 


The number of expense budgets required depends on the 
classification of expenses, which in turn should conform to 
the organization and activities of the business. Thus manu- 
facturing expenses are those incidental to manufacturing 
processes, and selling expenses are those necessary to the 
marketing function. 

Expenses of repair and replacement of capital assets are 
usually incidental to various activities, because capital assets 
must be employed to prosecute such activities. 

Factors to be considered in classifying expenses are as 
follows: 

. Size of the business 
. Nature of the business 
. Plan of organization 


. Amount of business done 
. Personnel 


mn BW ND 


Expenses are direct and indirect. Direct expenses are 
directly assignable to given functions, consequently to the 
departments performing those functions, as, salaries of 
laborers working on materials in production departments 
and of clerks in sales departments. 

Indirect expenses are those which benefit more than one 
department and which consequently must be allocated on 
some reasonable basis to the departments benefitting. 

Interest here extends only to the allocation of expenses 
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to departments; their further allocation to output being a 
problem in cost accounting. 

For budgetary purposes expenses resolve themselves into 
three groups: 
' 1. Operating 


2. Selling 
3. Administrative 


Since expenses incidental to capital assets are usually in- 
curred in all three of these functions, it is necessary, in 
budgeting expenses, to make such allocation of capital asset 
expenses to departments as will make possible charging to 
each of these primary functions its just proportion of such 
. expenses. 


6. Basis of Expense Allocation 


The department serves as the basis for overhead alloca- 
tion; hence in so far as possible the elements of overhead 
should be compiled on a departmental basis. Items of over- 
head not chargeable directly to departments must be 
allocated to departments arbitrarily. 

Productive departments work directly on the product 
being manufactured; non-productive departments aid the 
productive process indirectly by supplying to productive 
departments things and services needed in their work. 
Illustrations of non-productive departments are: employ- 
ment department, which secures needed recruits to the labor 
force, and the power department, which supplies power to 
operate machinery. 

Costs of operating non-productive departments and in- 
direct expenses not allocable directly to a given department 
because not incurred for the benefit of any one department, 
are treated similarly. They are allocated arbitrarily to the 
productive departments. 

Below are listed some important indirect expenses. To 
the right are indicated possible bases for allocating these 
expense to productive departments. 
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ACCOUNT Basis OF DISTRIBUTION 
Insurance—building .......... Floor space 
Insurance—merchandise ....... Value of property 
Repairs on building........... Floor space 
Depreciation of building....... Floor space 
Taxes on building. .......2=.- Floor space 
TAG cn, eat ece ny sete oe eon Candle power required 
PICAt ears teh os ne eee ore Cubic feet of space 
Salaries of general Officers..... Net sales 
General Administrative expense. Net sales 
Badlidebtsw 250s. irc ae es Net sales 


The first five expenses listed above arise from investments 
in capital assets. 


7. Procedure for Expense Budget 


The budget period having been determined in advance, 
the head of each department prepares an estimate of his 
department’s expenses for this period based upon past oper- 
ating results. This he gives to the officer in charge of 
budgets who acts as general supervisory officer. Subject to 
revision by the board of directors, these estimates serve as a 
basis for constructing the expense budget, which is finally 
made effective by a vote of the directors appropriating the 
funds necessary to carry it out. Monthly reports should be 
prepared showing the status of each appropriation. An 
appropriation should be exceeded only by consent of those 
finally responsible for the budget itseli—the board of direc- 
tors or the budget committee of the board. Any other 
arrangement would no doubt lead to confusion. 


Since depreciation expense does not involve an immediate 
expenditure, it may not enter into the estimates for an 
expense budget, which is concerned only with current expen- 
ditures. 


In preparing estimates of future expenses the work is 
expedited if the form used contains data permitting the com- 
parison of the estimates with expenses incurred in past 
periods. 
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FORM 315 
SUGGESTED Form oF EXPENSE BUDGET 


THE JONES MANUFACTURING COMPANY 
EXPENSE BUDGET FOR YEAR ENDINGC—DECEMBER 31, 1926 


Estimated}} % Average 
Expenses || Expenses |} increase |] for past Monthly Expenditures 
Account for for or five ————)-——_ 
year 1926 |] year 1926 |\decrease |} years || Jan. || Feb. || Mar. || Apr. || Etc. 


8. Classification of Expenditures on Plant 


Expenditures, other than repairs, in connection with 
capital assets are divisible into three classes: 
1. Replacements—to replace worn out equipment. 


2. Betterments—to add to the future service value of assets. 
3. Additions—for assets additional to those already owned. 


Replacements, betterments and additions are capital ex- 
penditures, as distinguished from repairs, which is a revenue 
expenditure. However, replacements differ from better- 
‘ments and additions in that, like repairs, they are made to 
maintain existing equipment, hence present capacity, whereas 
additions and betterments add to existing equipment, thus 
increasing its capacity. 

Although both repairs and replacements are maintenance 
charges, repairs are a revenue expenditure while replacements 
are a capital expenditure. This is because repairs are charged 
direct to an expense account, while replacements are charged 
either to an asset account or to a depreciation reserve 
account. 

In preparing budgets it is desirable to secure correlation 
between repairs and depreciation on the one hand and 
charges to replacements, betterment and additions on the 
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other hand. Thus if no depreciation has been written off 
hitherto, a replacement is properly regarded as a revenue 
expenditure. The expense accounts should be charged in 
one way or another, but not in both ways. 


g. Plant and Equipment Budget 


With the necessary accounting and statistical data at hand, 
preparation of the plant and equipment budget resolves itself 
into a consideration of content, form, use and responsibility 
for its preparation. 

As to content, variation must be made to suit the condi- 
tions and requirements. In this connection, information 
which may be of use is: 

1. Value of plant and equipment as at beginning of the period. 

2. Amount of depreciation written off to date. 

3. Estimated cost of plant and equipment to be purchased or 

constructed. 

4. Estimated upkeep cost of this new plant and equipment. 

5. Total depreciation and total repairs on both old and new 

equipment. ; 

As to form, there must be variation to meet requirements. 
Any arrangement which sets out the information so as to 
permit comparison between old plant and equipment and 
. additions required for the budgetary period, as well as repair 
and depreciation expense for such period, will suffice. If 
thought desirable, add a final column to show total book 
value of plant and equipment as at the end of the budgetary 
period. This is ascertained by deducting the depreciation 
applicable to the budgetary period from book value of old 
assets as at beginning of the period plus cost of additions. 

As to use, compilation in the form suggested above facili- 
tates the consideration of those who must approve it. Ap- 
proval must be followed by appropriations required to carry 
out the provisions of the budget. Next, the budget must be 
put into execution in accordance with a plan requiring that 
all requisitions for expenditures be approved before the 
expenditures are made. 
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As to responsibility for preparation of the budget, the 
executive in charge of production must ascertain that that 
part applicable to his branch of activities is properly 
assembled. The office manager is held responsible for 
preparation of the estimates of expenditures for plant and 
equipment to be used in selling and administrative activities. 


10. Statistical Data on Plant 


A question arising when additions or betterments to plant 
are contemplated is, how far to go, considering the possi- 
bility of speeding up present facilities, but only at higher 
maintenance costs. 

Here a detailed record of plant and equipment is helpful, 
making possible a thorough survey of facilities. The plant 
ledger should show, for each important unit of plant and 
equipment, date of purchase, original cost, depreciation 
written off, and present book value. 
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BALANCE SHEET ANALYSIS 


1. The Balance Sheet 


Balance sheets, when properly constructed, express (a) 
facts and (0) relationships. They show how capital is se- 
cured and employed. Business success depends on (a) the 
correct derivation and (0) the correct use of capital, because 
its cost is a large part of the cost of doing business. Enter- 
prises are handicapped by either (a) the unwise derivation 
or (0) the unwise expenditure of funds, especially funds for 
construction of plant. Funds expended on plant are prac- 
tically irrecoverable except through sale, which may result 
in heavy loss. To a large degree the investment in stock- 
in-trade, receivables, and even cash is permanent, being part 
of the investment required by going concerns. There is this 
distinction, however, that the investment in plant cannot be 
reduced, whereas that in current assets, such as cash and 
receivables, may be altered with relative ease should the 
need of doing so arise. 

Failure to secure sufficient capital leads to as serious con- 
sequences as does the investment of excessive amounts of 
capital. 

Correct subdivision of the total investment among asset 
groups is an important problem. Hence, classification and 
analysis of the investment should guide the expenditure of 
funds on additions and betterments. 

Balance sheets, when properly constructed, provide data 
for analytical work. Such analysis may deal exclusively 
with significant relationships set forth in the balance sheet, 
or it may necessitate comparing data presented in both 
balance sheet and statement of profit and loss. 
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2. Balance Sheet Construction 


Some industrial concerns prefer to show fixed assets at the 
top, graduating downward with more liquid forms, ending at 
the bottom of the asset side with cash. A similar order is 
adopted for the liability side, long-term liabilities being 
placed at the top opposite fixed assets and following these, 
the current liabilities. Proprietorship is set out under current 
liabilities. 

Many industrial concerns, however, have abandoned this 
arrangement in favor of balance sheets setting forth current 
assets and current liabilities at the top, especially for convey- 
ing information to bankers when short-term financing is 
under consideration. Note the form recommended by the 
Federal Reserve Board, Form 316. 

Regardless of the arrangement adopted, there arises the 
problem of sub-classification of assets into significant groups. 
In every industrial balance sheet there are at least two sub- 
divisions, namely: 

1. Capital assets, and 

2. Current assets. 


In addition, there may be found other coordinate groups, 
principal among which are: 

1. Securities, or investments 

2. Deferred charges 

3. Goodwill and other intangibles 

4. Other assets 

In the form of balance sheet recommended by the Federal 
Reserve Board “Securities” are included among current 
assets; frequently, however, they are given a separate classi- 
fication coordinate with the primary groups, current and 
fixed assets, and so on. 

A given balance sheet arrangement will not satisfy the 
requirements of all businesses and circumstances. The prin- 
ciples of analysis must be applied with reference to local and 
sometimes abnormal conditions, such as are constantly con- 
fronted in practice. 
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3. Profit and Loss Statement 


Profit and loss statements show the sources of business 
revenue, the significant groups of expenses and costs of doing 
business, and the resultant effect on proprietorship. The 
balance sheet shows how capital is secured and expended. 
The profit and loss statement shows whence revenues are 
derived and what disposition is made of them. Complete 
analysis is possible only when information supplied by both 
balance sheet and profit and loss statement is available. 

Money is invested in assets to produce profits. Amounts 
received as revenues and expended as costs and expenses 
must be related back to the investment, to keep a constant 
check on the effectiveness with which such investment is 
employed. Doing this necessitates throwing into readily 
comparable form significant amounts expressed in the bal- 
ance sheet, on the one hand, and significant amounts 
expressed in the profit and loss statement, on the other hand. 

For reference, the form of profit and loss statement 
recommended by the Federal Reserve Board is given in 
Form 317. 


4. Method of Procedure 


Procedure in analyzing accounting data is conditioned on 
(a) the information secured and (0) the data available. 
According to data available, analysis may be applied to: 

1. A single balance sheet, or 

2. Two balance sheets, or 

3. A balance sheet and the income statement for the preceding 

period. 
Form 316 


FEDERAL RESERVE BOARD ForM OF BALANCE SHEET 


ASSETS 
Cash: 
ta. Cash on hand—currency and coin........... $0,000.00 
tb. Casht in bank’... cv csv sie-terete eterna: 0,000.00 $0,000.00 


— see 


SUL Te pee 
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Notes and accounts receivable: 
3. Notes receivable of customers on hand (not 


past due) Wowie eb e ge dence ee seeecceeecs $0,000.00 
5. Notes receivable discounted or sold with in- 
Gorsementvor: guarantyiec. mite -ciee fies sine ee 0,000.00 


7. Accounts receivable, customers (not past due) .. 0,000.00 
9. Notes receivable, customers, past due (cash 


Wale Sires ss ieee tote ares Biats ons a Rlere aieabaes 0,000.00 
1x. Accounts receivable, customers, past due (cash 
value $........ D iencnaih la AP pore eestomlines 4 cas pamer 0,000.00 
‘(ee $0,000.00 
13. Provision for bad debts.5) 2). ......-3 $0,000.00 
15. Provision for discounts, freights, al- 
dowancess ete: aineesat wos cee es 0,000.00 0,000.00 0,000.00 
Inventories: 
17. Raw material on hand............. $0,000.00 
TQ AG OOUS snes PLOCESS siaenastarcs tn hehe sts evertue 0,000.00 
21. Uncompleted contracts ~<...\..05 wl 0,000.00 


Less—Payments on account thereof. 0,000.00 $0,000.00 
23. Finished goods on hand............ 0,C00.00 0,000.00 


Other quick assets (describe fully) : 


Beer bactae) dey Bier icy che eG, Gib ORE OR eB cepts eno 0,000.00 
GR TRIO d EXCPOTN CFIA OAC ID aac Ce aR 0,000.00 0,000.00 
Total quick assets (excluding all investments)....... $0,000.00 
Securities: 
25. Securities readily marketable and salable with- 
out impairing the business................. $0,000.00 
27. Notes given by officers, stockholders, or em- 
DIOVEES ese arse are sce Me ic wild laren ne saab oktcne a 0,000.00 
29. Accounts due from officers, stockholders, or 
EMPLOVEES ease eisptos ci istd caesar alee mien aut a's 0,000.00 0,000.00 
Total’ current assets... .......5... 5 Ste nec $0,000.00 
Fixed Assets: 
Breibandeused Ore planten., sricie oie te eerste s $0,000.00 
Baer BULGINES: USeUeTOK PIANC si aj.re1e'-/n/e% cic/ololsioieiaiererws 0,000.00 
erm A CHINE Nyaa rlevelsh cite is alesis a0 sree evetensl sla vetere ons 0,000.00 
37. Tools and plant equipment.................. 0,000.00 
20) batterns "aNd -Grawings oy. fase ele/e) stellt cies «ee 0,000.00 
41. Office furniture and fixtures.................. 0,000.00 
43. Other fixed assets, if any (describe fully)...... 0,000.00 
Peers eater tei bapts cvesars Atal wea thate Saar areas cteve | O;000-00 
bye ate ateral esis Telsvais : Bee Neleivicie cers eee siis| 0,000.00 
$0,000.00 
Less— 
45. Reserves for depreciation.......... saide neers 0,000.00 


Motale fixed waSSetSiere'. cfe'c-cjs icieieie clare Zi) 1c '( $0,000.00 
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Deferred charges: 
47. Prepaid expenses, interest, insurance, taxes, etc.. 
Other SassetsA(4O) srr.ncates eects te erases sce anctaleete ete eae 


Total ‘assetSiesetisi eee eee eres 


LIABILITIES 


Bills, notes, and accounts payable: 
Unsecured bills and notes— 
2. Acceptances made for merchandise or raw 


material purchased) wc srg. 8s cise oe $0,000.00 
4. Notes given for merchandise or raw material 

DULChASed HH. eisie esse 3 acts oy osiede ake eke ances 0,000.00 
6. Notes given to banks for money borrowed.. 0,000.00 
8. Notes sold through brokers................ 0,000.00 
10. Notes given for machinery, additions to 

DIANE CLs wh deve cle see Ciee ote ees ae ae evs 0,000.00 
12. Notes due to stockholders, officers or em- 


DIGV GOS i face ievald acl A svapees aires -Vetace devon 0,000.00 


Unsecured accounts— 
14. Accounts payable for purchases (not yet 
GUE)" face mrotaeaeeensiaie Grek take che tue evokes enero $0,000.00 
16. Accounts payable for purchases (past due) .. 0,000.00 
18. Accounts payable to stockholders, officers or 
CMPIOVEEStaraitie nck on = otko Poke mPa 0,000.00 


Secured liabilities— 
20a. Notes receivable discounted or sold with in- 


dorsement or guaranty (contra).......... $0,000.00 
2ob. Customers’ accounts discounted or assigned 
(Contra) ies. sctsloeins oaisce at teers cae ieee 0,000.00 


2oc. Obligations secured by liens on inventories. 0,000.00 
20d. Obligations secured by securities deposited 
as, Collateral cay tented ca gered teretons 0,000.co 


22. Accrued liabilities (interest, taxes, wages, etc.) 
Other current liabilities (describe fully): 


Bist dh valleta.s toa, ave veR oaenaeeners ores okey Manet ener rete $0,000.00 
PRO RO Rak aH one ae Ss 0,000.00 
Suadapea Rua gene ietane soly ohabetstverece Srekhietepetcen ine oer 0,000.00 
Total’ currenti liabilities nas acre 
Fixed liabilities: 
24. Mortgage on plant (due date........ ) ey $0,000.00 
26. Mortgage on other real estate (due date....) 0,000.00 
28. Chattel mortgage on machinery or equipment 
(due date........ De RIS en 8 ee yet ee 0,000.00 
30. Bonded debt (due date........ Vr eheee meine mor 0,000.00 
32. Other fixed liabilities (described fully) : 
ET Ee ORCC soos car ODA Fe OATS 0,000.00 
RR VCR Wer ricoh is GOIOes © cnet ube onc oc 0,000.00 
$e ial aitellev tte o:\0 lait, snere*etbiiosen abopoboReverstoher tele ts Pekka ohare nae 0,060.00 


$0,000.00 


0,000.00 


0,000.00 


0,00C¢.00 


0,000.00 


$0,000.00 


0,000.00 


0,000.00 


$0,000.00 
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Net Worth: 
34. If a corporation— 
(a) Preferred stock (less stock in treasury) . .$0,000.00 
(b) Common stock (less stock in treasury) .. 0,000.00 


(c) Surplus and undivided profits......... 0,000.00 
$0,000.00 
Less—(d) Book value of goodwill...... $0,000.00 


sess—=(e) MDeticite ta ener at ye sais 0,000.00 0,000.00 0,000.00 


36. If an individual or partnership— 


(By aCapitallies. ccm tamer arrose onion teen $0,000.00 
(b) Undistributed profits or deficit......... 0,000.00 0,000.00 
PMLOLAl aden eee eet testo oLinaio niee $0,000.co 
FORM 317 


ForM OF STATEMENT OF PROFIT AND Loss RECOMMENDED BY 
FEDERAL RESERVE BOARD 


COMPARATIVE STATEMENT OF PROFIT AND Loss FOR THREE 


WHEARS FUNDING Tors fait eo cece e's IO 
Year ending........ 
LOR I9.. 19... 

Grossuisalesimacstc asec e ye cats scien $00,000.00 $00,000.00 $000,000.00 
Less outward freight, allowances, and 

PEGUEM wre siete ors (e okel sik ole 0 sifotel sl aracavereie elie’ 00,000.00 00,000.00 000,000.00 

INGERGAIES Siisaecsererersusts aievetel's.aya.o:s/ acest $00,000.00 $00,000.00 $000,000.00 

Inventory beginning of year......... $00,000.00 $00,000.00 $000,000.00 


IBUrchasessa Met mca viceletsietscieis. crea elerera}e 00,000.00 00,000.00 000,000.00 


$00,000.00 $00,000.00 $000,000.00 


Less—inventory end of year......... 00,000.00 00,000.00 000,000.00 
Coste otmsalesinects oles sarees secrets $00,000.00 $00,000.00 $000,000.00 
Gross profit on sales............ $00,000.00 $00,000.00 $000,000.00 


Selling expenses (itemized to cor- 
respond with ledger accounts kept) .$00,000.00 $00,000.00 $000,000.00 
Total selling expense............ $00,000.00 $00,000.00 $000,000.00 


General expenses (itemized to corres- 
pond with ledger accounts kept) . ..$00,000.00 $00,000.00 $000,000.00 


Total general expense.........-. $00,000.00 $00,000.00 $000,000.00 
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5. 


Administrative expenses (itemized to 
correspond with ledger accounts 


Kept); © faired. <‘aeraetegeeee atm ae ele $00,000.00 $00,000.00 $000,000.00 
Total administrative expense..... $00,000.00 $00,000.00 $000,000.00 
Total expenses “enccssaree elects $00,000.00 $00,000.00 $000,000.00 
Net profit on‘ sales.. 2. .250c.. $00,000.00 $00,000.00 $000,000.00 

Other Income: 
Income from investments.......... $00,000.00 $00,000.00 $000,000.00 
Interest on notes receivable, etc.... 00,000.00 00,000.00 000,000.00 
GrossINCOmMe? We a dharcteve sie. eseesd ets $00,000.00 $00,000.00 $000,000.00 
Deductions from income: 
Interest on bonded debt........... $00,000.00 $00,000.00 $000,000.00 
Interest on notes payable.......... 00,000.00 00,000.00 000,000.00 
otal deductionsSn tase. eee $00,000.co $00,000.00 $000,000.00 
Net income—profit and loss......... $00,000.00 $00,000.00 $000,000.00 


Add special credits to profits and loss. 00,000.00 00,000.00 000,000.00 
Deduct special charges to profit and 


OSB) calibers Sietayueiaiscerors sre eek eee aie 00,000.00 00,000.00 000,000.00 
Profit and loss for period........ $00,000.00 $00,000.00 $000,000.00 


Surplus beginning of period......... 00,000.00 00,000.00 000,000.00 


$00,000.00 $00,000.00 $000,000.00 
Dividends paid ..... APRA AAS ASIC $00,000.00 $00,000.00 $000,000.00 


$00,000.00 $00,000.00 $000,000.00 
Surplus ending of period........ $00,000.00 $00,000.00 $000,000.00 


$00,000.00 $00,000.00 $000,000.00 


Analysis of Single Balance Sheet 


The tests applied in analyzing a single balance sheet are: 


1. Working Capital ratio, being the percentage of ratio of cur- 
rent assets to current liabilities. Bankers sometimes require 
as a rule-of-thumb, that current assets of borrowing concerns 
be kept at not less than twice current liabilities. A close 
connection exists between (a) working capital position and 
(6) expenditure of money on plant and equipment, since 
such expenditures usually diminish working capital. In 
making extensive additions to capital assets care must be 
taken to avoid impairing working capital; such impairment 
renders difficult the liquidating of current debts. 

2. Percentage of important asset groups to total assets, to 


on 
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ascertain whether normal relationships exist. In some busi- 
nesses the percentage of investment in capital assets to total 
investment is high—as much as 66% in copper mining 
and manufacturing industries, 72% in iron and steel manu- 
facturing industries, and 78% in the bituminous coal mining 
industry. In merchandising establishments, on the other 
hand, the investment in capital assets is frequently as low 
as 13% or 14% of the total investment. 


3. Percentage of stockholders’ investment to (a) total assets, 
and (b) total outside liabilities, to ascertain whether stock- 
holders have supplied enough of the total investment. For 
this purpose the stockholders’ equity should be analyzed, 
to show what percentage has been paid in and what per- 
centage accumulated through profits retained in the 
business. 


6. Analysis of Two Balance Sheets 


The following tests are employed to analyze two balance 
sheets: 


1. The comparative balance sheet, in which the assets and 
liabilities for a given year are placed in one perpendicular 
column, and those for the next year in another parallel 
column. The increases and decreases are extended into a 
third column, as in Form 318. 


2. The statement of application of funds, derived from in- 
formation contained in two successive balance sheets, sets 
forth significant changes in the status of assets and liabilities. 
Using the data in Form 318, the work sheet to show pro- 
vision and application of funds is given in Form 319. 


Form 320 shows the statement of application of funds for 
the year ended December 31, 1924. Net profit is adjusted 
for amounts deducted as expenses but which do not require 
any disbursement of cash. Also, the full amount of the 
provision for both depreciation and contingencies is 
added back, although in the work sheet, Form 319, only 
net increases are shown extended into the “Provided” 
column. 
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Form 318 


Tue B. C. Company 
COMPARATIVE BALANCE SHEET 


Increase or 


ASSETS Dec. 31, 1923 Dec. 31, 1924 Decrease* 
Tan) wasnt ears ce cea ht mantenoomneme uate $10,000.00 $10,000.00 
Buildings ct. sites oe ee tena 10,000.00 11,000.00 1,000.00 
Machinery and Equipment.......... 7,600.00 6,600.00 —_1,000.00* 
Merchandise <2 chins tae cle Hon 15,000.00 16,000.00 1,000.00 
CaShive inten ser cat cuteiauremaceersisiae ss 100.00 200.00 100.00 
Accounts, Receivables. jc acncier eer 6,100.00 5,000.00 _—1,100.00* 
Stocks) Purchased 77 cficesiles trey note. 5,000.00 5,000.00 
Bond *Discounts 2... 1h eo 1,200.00 I,100.00 100.00 
BONUS RA chi Bee ditateyssatepr Peters dake 6,000.00 5,800.00 200.00 


$56,000.00 $60,700.00 $4,700.00 


LIABILITIES 
BONS ee ciel acdictsccens opens sla sue stena. hee rey $10,000.00 $10,000.00 $ 
Reserve for Depreciation........... 3,000.00 5,000.00 2,000.00 
Reserve for Fire Losses............ 4,000.00 4,000.00 
Reserve for Contingencies........... 6,000.00 47,000.00 1,000.00 
Capital Stock wana ccc stocteel aaa 25,000.00 25,000.00 —— 


SUT PLUS eA. teicvantes, eis era tonto at ololone sr ee 8,000.00 9,700.00 1,700.00 


$56,000.00 $60,700.00 $4,700.00 


7. Analysis of Balance Sheet in Conjunction With Income 
Statement of Preceding Period 


The following tests are applied in making this analysis: 


1. Turnover on plant investment, being the number of times 
net plant investment is contained in sales. 

2. Turnover on total investment, being the number of times 
the total investment is contained in sales. 


8. Comments on Balance Sheet Analysis 


(1) During periods of business expansion prices rise, sales 
increase, and the relative amount of capital tied up in inven- 
tories and accounts receivable increases. When deflation 
sets in the capital tied up in these assets should decrease, so 
that the relationship of capital thus invested to sales may 
remain more or less constant. 


oo'000'S¢ ooc00'S¢ oo'oor'I¢ oOOOOI‘I¢ OO OOI‘g9¢ OCO'OOdI‘Q9¢g OOOOL‘og¢ OCO'000‘OS¢ 


o0'00/‘T — —- — 00°00‘ — 00°004'6 OOLOOO! A Yee as Fe sie rolerc ese <P eSNTCLING 2. 
— —. — —— — — oo'o00'sSz ocoo00'sz «°° "°° Sof ee OIG aT PTI Ua) 
©0'000‘T == —. = 00°000‘I — 00°000‘/, 00°000‘g °° “SatUIBUTJUOD OJ VAIISIY 
Sas oo'000'V oco'000'y ***** *Sasso’y Ay Of sATISIy 
00°000‘zZ ——— as SS 00°000‘z — 00000‘ oo'o00’€ °° * *UOTJeIDVIdaq OJ VsAIISIY 
$ —— $ Rama, Me $ neo $ $ aarti ¢ 00'000'01$ 00'000‘or¢" ee a ee ec spuog 

SaLLITIGVI'T 
oo'00L‘og¢ o0'000‘gS¢ 
00°00z aes —s es 00'00z ie oe 00°008'S 00°000‘9 aiehe leita et alisiajelie: elekete sis) ayers spuog 
00'OOI —— — —_— 00°00I 00'00I1‘T OOOOT Ts EO Rr “** jgunoosiq puog 
00'000‘S a o0'000'S. o0'000'S sereeseess paseyoing $Sy903S 
—. — Oo oor‘ —— (ole olo) ip | 00°000'S oo'oor'g °******* a3[qeATI.IY SJUNODY 
coool OOLOOT: exer Gocon Sos Ofna SIOZ eo Oe ves yses 
—-- — ———— 00°000'I ——— ©0;00071,  F00;000'0T|) C0:000'Sir) = = “tes gsipueyoiefy 
00°000‘T == ial TSS 00°000‘I 00°009‘9 oo'o09‘L =~ -yuauidinby pue ArsuTpDeyy 
= 00'000‘T eal — = OO'000‘T OO'OOO‘IE OCO'OOO‘OE “****** "8" tees ** SZUIPlINg 
$ $ $ $ $ $ 00'000or¢$ OOTOOO OT Gs eis sh sashes es erie oe erass puey 
SLassy 
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ForM 320 


Tue B. C. CoMPANY 
STATEMENT OF APPLICATION OF FUNDS FOR THE YEAR ENDING 
DECEMBER 31, 1924 


Funds Provided: 


Profitiromuoperationsedacnocctelere cere cote ae cies reese rer rer $ 1,700.00 
Sale-of Machinery and Equipment... .. .-. 2. 0-eeee 1,000.00 

Add Back— 
Bondrdiscountramortized ccs. o crseelnyciee fete iester etched uelctaroiete 100.00 
Bonds written down tor mMarket on. 2. cee stewie verse lateetetetel as 200.00 
Depreciation Provided #4 .4pvacic: «lense evevskeon) eos ler ones ey 5,000.00 
AMLOWANCES LOL (CONUINGENCIES mis tale cig evetcie:teloteini a erekers ile 3,000.00 
$11,000.00 

Funds Applied: 

SOCKS PULCHASEM exh, stays rscateiere arcisesetn elerohei honour ouster eustan aeetertals $ 5,000.00 
Purchasewgots building n.,....asitee ce clesela cates © wines cee nema ie 1,000.00 
Purchase’ of replacement’ machinery .s=. 52.2... 2... 3,000.00 
Jucementw pads wer. svar ci ote ehete.<ieeiee teste rays ie oie) os oem ten 2,000.00 
$11,000.00 


(2) In case of investment in plant and equipment, expan- 
sion is a more serious matter. In periods of expansion, when 
additional space is required for increased activities, it is not 
usually difficult to secure funds with which to construct ex- 
tensions to plant and purchase additional equipment; but 
when capital has thus been invested it is extremely difficult 
to reduce its amount when deflation occurs. Thus the 
increased expense burden inherent in increased investments 
in capital assets is permanent. When the ratio of investment 
in capital assets to volume of business done becomes less 
favorable, it is expressed technically as resulting in a de- 
creased turnover on capital assets. 

(3) The importance of maintaining normal relationships 
among fundamental divisions of invested capital is obvious. 
When these relationships become abnormal because of bad 
judgment exercised in making the investments or because of 
changed business conditions, loss results. 

(4) What constitutes normal relationships in a given 
business depends largely on the nature of the business. Not 
only should normal relationships be established under given 
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conditions, but studies should be made to see that with 
growth and changing conditions relationships are kept nor- 
mal. Thus under altered conditions an increase in the 
percentage of total capital invested in capital assets may be 
normal and result in increased profits. 

(5) The amount of current assets determines what part of 
capital can be secured through short-term loans. 

(6) Funds secured through sale of stocks and bonds and 
retained earnings must provide (a) capital assets and (0) 
working capital. Unless sufficient funds are thus secured, 
working capital is impaired and the working capital ratio 
rendered unsatisfactory. 


XXIV 


VOTING TRUSTS 


1. Purpose and Origin of Voting Trusts 


Occasions frequently arise when a group of stockholders, 
because of inertia or otherwise, are unable to take any 
effective action in the direction of the enterprise in which 
they are interested. This is sometimes true in case of going 
concerns and it is especially true in case of concerns under- 
going reorganization. Under such circumstances the voting 
trust agreement is a device which may be employed to cen- 
tralize control in the hands of a few responsible men. The 
stockholder who surrenders his stock certificate for a voting 
trust certificate surrenders his right to vote but retains his 
other rights, such for example as his right to receive any 
dividends that may be declared on the stock. He also retains 
his right to dispose of his interest in the enterprise and voting 
trust certificates may be listed on the stock exchanges the 
same as is stock. An illustration is the case of the common 
and preferred certificates of deposit of the preferred and 
common stock of the Chicago, Milwaukee and St. Paul Rail- 
way Company, issued respectively by the New York Trust 
Company and the Central Union Trust Company of New 
York to holders of preferred and common stock. These were 
issued under a plan and agreement dated June 1, 1925. The 
final step in the reorganization of this road was taken Feb- 
ruary 27, 1928, when holders of such certificates of deposit 
were notified that voting trust certificates for the new 
preferred and common stock of the Chicago, Milwaukee, St. 
Paul and Pacific Railroad Company, newly organized under 
the laws of Wisconsin, and which acquired the property of 
the former Chicago, Milwaukee and St. Paul Railway Com- 
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pany, would be issued in the names borne by the certificates 
of deposit surrendered. Thus the control of the reorganized 
road was retained by the voting trustees. 

The voting trust is of relatively recent origin. Dewing, in 
Financial Policy of Corporation, page 617, suggests that it 
was first employed in 1864 in case of the Pacific Mail Com- 
pany, and that the earliest railroad voting trust bearing any 
analogy to the modern form was that of the Atlantic and 
Great Western in 1868. Much material on the subject may 
be found in Cushing, H. A., Voting Trusts, A Chapter in 
Recent Corporate History (1915). It contains original docu- 
ments and a detailed discussion of the subject. Other 
references are given in 13 Yale Law Journal. A discussion 
of the voting trust as applied to banks is found in Jllinots 
Law Review, February, 1928, page 608. See also Wormser, 
“Corporation Voting Trusts,” in Columbia Law Review, Vol. 
18 (1918), page 135; Dewing, Financial Policy of Corpora- 
tions, chapter 9; Conyngton, Corporation Procedure, chapter 
77; Fraser, Problems in Finance, pages 671-673. Consid- 
erable documentary material is fund in Gerstenberg, Mate- 
rials of Corporation Finance. 

The voting trust is used in nearly all organizations of 
railroads and public utilities and in many industrial reor- 
ganizations. 

A voting trust, to be effective, must usually control a 
majority of the voting stock, but minority interest voting 
trusts are not unusual since they are a means of effectually 
expressing the wishes of interested parties. 


2. Legality of Voting Trusts 


Several states have legalized voting trusts by statutory 
enactment. In New York the duration of voting trusts is 
limited to ten years; in Maryland and Nevada to five years. 

The laws of 1925, ch. 120, amended Sec. 50 of the Stock 
Corporation Law of New York to read as follows: 


Sec. 50, Voting Trust Agreements.—A stockholder by agreement 
in writing, may transfer his stock to a voting trustee or trustees 
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for the purpose of conferring the right to vote thereon for a 
period not exceeding ten years upon the terms and conditions 
therein stated. Every other stockholder may transfer his stock 
to the same trustee or trustees, and thereupon shall be a party 
to such agreement. The certificates of stock so transferred shall 
be surrendered and canceled and new certificates therefor issued 
to such trustee or trustees in which it shall appear that they are 
issued pursuant to such agreement, and in the entry of such 
ownership in the proper books of such corporation that fact shall 
also be noted, and thereupon such trustee or trustees may vote 
upon the stock so transferred during the term of such agreement. 
A duplicate of every agreement shall be filed in the office of the 
corporation and at all times during business hours be open to 
inspection of any stockholder or his attorney. This section shall 
not apply to a banking corporation. 


The amendment made in 1925 consisted in adding the 
last sentence, making the law inapplicable to banks. 

In states which have not thus expressly authorized voting 
trust agreements there exists a wide variation in court deci- 
sions. In North Carolina, Illinois and Connecticut the 
decisions have been adverse to voting trust agreements, while 
in Massachusetts and other states they have been upheld. 

In Brighton v. Bates, 175 Mass. 105, the Supreme Court 
of Massachusetts said: 


. we know nothing in the policy of our law to prevent 
a majority of stockholders from transferring their stock to a 
trustee with unrestricted power to vote upon it... . 

A stockholder has a right to put his shares in trust, whatever 
his motive. .. . As to the arrangement for trustees uniting to 
elect their candidates, the decisions of other states show that such 
arrangements have been upheld, and we do not think that it 
needs argument to prove that they are lawful. If stockholders 
want to make their power felt they must unite. There is no 
reason why a majority should not agree to keep together. 

The federal courts are not inclined to frown on voting trusts. 
In 1867, in Brown v. Pacific Mail S. S. Co., 5 Blatchf. 525, an 
agreement among ten persons who bought 10,000 shares of stock 
of a corporation upon the condition that no party should sell his 
stock without first offering it to his associates, that an irrevocable 
power of attorney should be given to Brown Brothers & Co. to 
vote the stock, and that any increases in the stock through stock 
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dividends should come under the agreement was upheld. A voting 
trust was upheld in Toledo Traction, Lt. & Pr. Co. v. Smith, 205 
Fed. 643. Cook, Corp., 8th ed., vol. 3, sec. 622 f, p. 2235, after 
an extended consideration of federal and state cases, concludes 
that “such a pooling of stock is not illegal in itself, but, like all 
contracts, may be illegal if actual fraud is involved.” 


Wormser, in Columbia Law Review, Vol. 18 (1918), page 
135, regarding the legality of voting trusts, says: 


It is submitted that, on sound principle, voting trusts and 
pooling agreements should be upheld as valid and legal, provided 
that the propriety of their object and the good purpose of their 
creation affirmatively appear. In other words, the voting trust 
should not be condemned per se. The validity of the trust should 
be made dependent upon the purposes for which the trust is 
created, the powers that are conferred, and the propriety of the 
objects in view. If the pooling, or combining, or trust is designed 
to carry out a particular corporate policy with a view to promote 
the best interests of the corporate body of stockholders, the 
agreement should be upheld as valid. On the other hand, where 
the voting trust or pooling agreement is created to consummate 
an unfair or monopolistic purpose, it should be condemned. 

To summarize. It is unsound to hold that “all agreements 
and devices by which stockholders surrender their voting powers 
are invalid.” It is unsound to hold that voting trusts are void 
per se, as opposed to good public policy. Such a point of view 
is surely unprogressive. It ignores business necessities. It dis- 
regards economic considerations. It shuts its eyes to business 
Berualities: » ~.".. 

The correct rule to adopt is to uphold the legality of the voting 
trust or pooling agreement, provided the propriety and reasonable- 
ness of its object affirmatively appear, and provided that the 
arrangement itself is honest and equitable. The voting trust, in 
other words, should not be condemned as void per se, but should 
only be condemned in those instances where the trust or pooling 
agreement is created and carried out in order to effectuate an 
improper, unjust, and monopolistic object. 


3. Voting Trusts Distinguished from Proxies 
Concerning the difference between voting trusts and 


proxies Cushing, Voting Trusts, page 603, says: 


Those who suggest an analogy between a proxy and a 
voting trust agreement ignore certain fundamental differences 
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between them. The usual proxy merely establishes a relation of 
principal and agent terminable by the principal at will either 
through revocation or through sale of his stock. The voting trust 
agreement vests in the trustees an interest in the stock which the 
original owner obviously is unable to nullify by any sale of stock 
and which he cannot otherwise cancel except through an attempted 
breach of contract. The holder of a proxy has no control over 
the stock itself, while the voting trustees have the possession of 
the stock as well as the legal title to it. The proxy creates a 
relation of a temporary character under a restrictive statutory 
authority; the voting trust is created without the need of statutory 
license and confers not a revocable authority upon an agent but 
a qualified title upon a transferee of property. 


4. Banking Corporations 


It is probable that Sec. 50 of the New York Stock 
Corporation Law does not apply to national banks. See J/i- 
nois Law Review, February, 1928, pages 587-612. Extensive 
research has disclosed but one instance where the validity of 
a voting trust of national bank stock was squarely passed 
upon, viz., Bridgers v. First Natl. Bk. of Tarboro, 152 N. C. 
293. The conclusion of the majority of the court was that 
stockholders of national banks in North Carolina could not 
part with their individual right of voting their stock except 
upon the terms prescribed in the North Carolina Revisal, 
sec. 1,184, which limited such alienation of voting power 
to the giving of a proxy, revocable at will and not to run in 
any case for more than three years. It is not clear in this 
case, however, whether the agreement was a voting trust or 
an attempt to create an irrevocable proxy. 

The attitude of the federal courts seems to be favorable 
towards voting trusts of national banks (Jilinois Law 
Review, February, 1918, page 606). 

Mr. Murray C. Bernays, writing in Illinois Law Review, 
February, 1928, page 608, says: 

There is, as the writer pointed out, no direct federal statutory 
prohibition against voting trusts of the stock of national banks. 


The problem remains to be considered, however, whether there is 
anything in the Mational Banks Act which may be said by impli- 
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cation to impose such a prohibition. In the judgment of the 
writer, the said statute contains no such implied prohibition. . 


5. Terms of Voting Trust Agreements 


The terms of the voting trust agreement will naturally 
vary in accordance with the desires of the stockholders or of 
those who act for them. Since extensive powers are usually 
vested in the trustees, it is important that these powers be 
clearly defined in the agreement which constitutes them 
trustees. The earlier trusts usually left the powers of the 
trustees unrestricted, as was the case in the voting trust of 
the St. Louis, Iron Mountain and Southern Railways, in 
1875, which vested in Baring Brothers absolute but tempo- 
rary control of the road. In more recent voting trusts the 
powers of the trustees have been limited in various ways. 

A common form of restriction is that which limits in some 
ways subsequent security issues. An illustration of such a 
limitation is found in the voting trust agreement of the 
Chicago Great Western Railway (1915), which provided as 
follows relative to security issues: 

The voting trustees, however, during the continuance of this 
agreement, shall not vote said stock to authorize or consent to 
any mortgage upon the property of the Company acquired under 
the aforesaid plan of reorganization of the Chicago Great Western 
Railway Company, to secure any bonds or indebtedness other than 
the First Mortgage Fifty-year Four Per Cent Gold Bonds of the 
Company described in the preamble to this agreement, and shall 
not vote to authorize any increase in the amount of the authorized 
preferred capital stock of the Company, except in each instance 
with the consent in writing of the registered holders of stock trust 
certificates calling for a majority in amount of the preferred stock 
of the Company at the time outstanding. 


Similar restrictions are found in many of the more recent 
voting trust agreements. The purpose of such restrictions is 
to protect the holders of securities from excessive loss 
through overextension of credit or sale of excessive amounts 
of stock. 

Other restricting provisions of the agreement are some- 
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times found which place limitations on the sale of securities 
or upon the manner in which consolidation may be effected 
with other concerns. Illustrative of such restrictions is the 
following extract from the voting trust agreement of the 
South Carolina Western Railroad, terms of which appeared 
on the stock trust certificates: 

. No voting trust right passes by or under this certificate 
or by or - under any agreement, express or implied, it being expressly 
stipulated that until the actual transfer of such stock certificates 
to the registered holder hereof the Voting Trustees shall possess 
and shall be entitled in their discretion to exercise in respect of 
any and all of such stock the right to vote thereon for every 
purpose, and to consent to any corporate act of said railway as 
provided in said agreement, but the Voting Trustees will not 
vote said stock to authorize the creation of any mortgage additional 
to the First Mortgage dated August 1, 1910, upon the property 
of the Railway, or to authorize any merger or consolidation of 
the Company with any other company, or to authorize any increase 
of its capital stock, except in each instance with the consent of 
the registered holder of stock trust certificates calling for a 
majority in amount of the stock of the railway at the time 
outstanding. 

The voting trust agreement is ordinarily lodged with a 
trust company as depository which acts as agent for the 
trustees. The stock trust certificate, which is issued in 
exchange for the voting stock, usually contains certain in- 
formation found in the agreement, and in particular specifies 
the conditions under which it is issued, restrictions on the 
voting power, etc. The stock trust certificate makes refer- 
ence to the voting trustee, where it is lodged, and possibly to 
certain provisions of the agreement which are of direct 
interest to certificate holders. 

The duration of voting trusts is sometimes fixed by law, as 
in New York. Sometimes the agreement is terminated as 
the result of some event, such as the declaration of one or 
more dividends. In Cushing, Voting Trusts, is found an 
extensive discussion of conditions of termination of voting 
trusts, as well as many of the documents used in connection 
with such termination. 
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The following is a voting trust agreement between the 
stockholders of Richmond Waterfront Realty Corporation 
and trustees. In New York the law limits the duration of 
voting trusts to ten years, which is the duration of this one. 


ForM 321 
VoTING Trust AGREEMENT 


AGREEMENT dated October 14, 1925, between such of the owners 
and holders (hereinafter called Stockholders) of shares of the 
capital stock of RICHMOND WATERFRONT REALTY CORPORATION, a 
corporation of the State of New York (hereinafter called the Cor- 
poration), as shall become parties hereto in the manner hereinafter 
provided, parties of the first part, and B. F. Porr, F. R. FENTON, 
HERBERT NASH, JR., B. F. Taytor and W. W. Watson, Jr., and 
the survivors and successors of them jointly as Voting Trustees 
(hereinafter called the Trustees), parties of the second part; 

WHEREAS the Stockholders deem it for the best interests of 
themselves and of the Corporation to act together concerning the 
management of the Corporation and to that end to unite for a 
definite period of time certain voting and other powers and rights 
held by them as stockholders of the Corporation, and to place such 
rights and powers im the hands of the Trustees as hereinafter 
provided; 

Now, THEREFORE, in consideration of the premises, of the 
mutual covenants herein contained, and of the sum of One Dollar 
by each of the parties to the others in hand paid, the receipt 
whereof is hereby acknowledged, THIS AGREEMENT WITNESSETH: 

First: The Stockholders hereby severally agree to assign, trans- 
fer and deliver to the Trustees such shares of the capital stock of 
the Corporation and the certificates therefor as may from time to 
time during the term of this agreement stand registered on the 
books of the Corporation in the names of such Stockholders, such 
shares to be held by the Trustees together with such other shares 
as may hereafter from time to time be delivered hereunder by any 
such Stockholder of the Corporation, and to be disposed of by the 
Trustees under and pursuant to the terms and conditions of this 
agreement. 

SEconpD: The Trustees hereby promise and agree with the 
Stockholders individually that the Trustees will issue or cause to 
be issued to or upon the order of each Stockholder in exchange for 
the certificates for shares of the capital stock of the Corporation 
assigned, transferred and delivered by him to the Trustees, a 
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voting trust certificate or certificates calling for shares to the 
amount so delivered in substantially the form following [Form 
222): 


ForM 322 
VotTinc Trust CERTIFICATE 


RICHMOND WATERFRONT REALTY 
CORPORATION. 


VoTING TRUST CERTIFICATE FOR ........ SHARES..... 
Nsw a Gj sistent 

THIs Is TO CERTIFY, that on October 14, 1935, or at the earlier 

termination of the agreement hereinafter referred to, 

or registered assigns, will be entitled to receive, as 
hereinafter provided, a certificate or certificates for 
shares, expressed to be fully paid of the capital stock of RICHMOND 
WATERFRONT REALTY CoRPORATION, a corporation of the State of 
New York, and in the meantime to receive payments equal to the 
amount of dividends, if any, collected by the undersigned Voting 
Trustees, or their successors, upon a like number of such shares of 
such capital stock of said Corporation transferred to said Voting 
Trustees under and pursuant to the terms and conditions of a 
certain agreement dated October 14, 1925, by and between the 
Stockholders of said Corporation and said Voting Trustees, and 
until October 14, 1935, or until the prior termination of said 
agreement, said Voting Trustees or their successors shall possess 
and be entitled to exercise all rights of stockholders of every 
name and nature, including the right to vote in respect of any 
and all such stock, it being expressly stipulated that no voting 
right passes to the holder hereof or his assigns by or under this 
certificate or by or under any agreement, express or implied. 

This certificate is issued under and pursuant to, and the rights 
of the registered holders hereof are subject to, and limited by, the 
terms and conditions of the aforesaid agreement which is on-file 
with the Voting Trustees, and a duplicate of which agreement is 
on file in the principal office of the Corporation. 

This certificate and the right, title and interest in and to the 
shares in respect of which this certificate is issued are transferable 
only on the books of the Voting Trustees by the registered holder 
hereof, in person or by attorney duly authorized, according to the 
rules established for the purpose by said Voting Trustees, upon 
surrender hereof properly assigned, and until so transferred said 
Voting Trustees may treat the registered holder as owner hereof 
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for all purposes whatsoever, except that no delivery of certificates 
of stock hereunder shall be made without the surrender hereof. 
IN WITNESS WHEREOF said Voting Trustees, by one of their 
number or by their agent, have executed this certificate this 
day of : 
B. F. Pope, 
F. R. FENTON, 
HERBERT NASH, JR., 
B. F. Taytor, 
W. W. Watson, Jr. 
By BANKERS TRusT CoMPANY, 
Agent. 


Assistant Secretary. 


[FORM OF ASSESSMENT | 

FoR VALUE RECEIVED, hereby sell, assign 
and transfer unto the interest in the shares 
of the capital stock represented by the within certificate, and do 
hereby irrevocably constitute and appoint 
attorney to transfer such interest in said certificate on the books 
of the within named Voting Trustees, or their successors, with 
full power of substitution in the premises. 

Dated, , 19 


CC ey 


In the presence of 


eee eee eee ee eee eee eee eee eeeeeee 


Tuirp: The Trustees may execute any or all of the said voting 
trust certificates by the signature of one of their number, or by 
an agent appointed by the Trustees for such purpose. The Trus- 
tees hereby appoint the Bankers Trust Company, of New York 
City, N. Y., as their agent to sign voting trust certificates. The 
Trustees or their successors shall have full power from time to 
time to appoint other and additional agents in the event of the 
resignation, refusal or inability to act of said Bankers Trust 
Company, or for any other reason in their discretion. 


FourtH: The right, title and interest in and to the shares repre- 
sented by any voting trust certificate issued hereunder may be 
transferred on the books of the Trustees upon surrender of such 
certificate properly assigned by the registered holder thereof in 
person or by attorney duly authorized, according to the rules 
established for that purpose by the Trustees. The Trustees shall 
not be obliged to recognize nor shall they be liable for not recog- 
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nizing any person as the owner of any voting trust certificate 
issued hereunder other than the person in whose name the same 
shall be registered on their books. 


Firtu: The Trustees shall cause all shares of the capital stock 
of the Corporation deposited with them hereunder to be trans- 
ferred on the books of the Corporation, either into their individual 
names as Voting Trustees under this agreement, or, in their 
discretion, into the name of “Voting Trustees under Agreement 
dated October 14, 1925”. The Trustees are authorized and em- 
powered to cause any further transfers of said shares to be made 
which may become necessary through the occurrence of any change 
of persons holding the office of Voting Trustees, as hereinafter 
provided. 


StxtH: From time to time hereafter during the term of this 
agreement the Trustees will receive such additional certificates for 
fully paid shares of the capital stock of the Corporation as any or 
all stockholders of the Corporation may tender and deliver to 
them, subject to the terms and conditions hereof, and in exchange 
for such certificates will issue and deliver voting trust certificates, 
as hereinbefore provided. 


SEVENTH: During the term of this agreement the Trustees 
shall possess and be entitled to exercise all rights of stockholders 
of every name and nature, including the right to vote in respect 
of any and all such shares of the capital stock of the Corporation 
as may be deposited with them hereunder, including particularly 
the right to vote the said stock in favor of (1) the sale of part 
or of the entire assets of the Corporation for such consideration 
and payable in cash, securities or property as they in their discre- 
tion may determine; (2) the creation of bonded or other indebted- 
ness secured by a mortgage or other lien on all or any part of the 
property or assets of the Corporation; (3) the liquidation of the 
business in whole or in part, from time to time or whenever in 
the opinion of the Voting Trustees conditions are such as to make 
it unwise to continue the same; (4) the dissolution of the Corpo- 
ration, the winding up of its affairs and the distribution of its 
assets. The Trustees, for themselves and their successors in the 
trust, covenant and agree that they will pay or cause to be paid 
to or upon the written order of the registered holders from time 
to time of voting trust certificates issued hereunder, their propor- 
tionate amounts of any dividends collected by the trustees or 
their successors upon the shares of such capital stock deposited 
hereunder, and for the purpose of making any such payments or 
for any other purpose the Trustees may in their discretion order 
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their transfer books closed for such period or periods of time as 
to them shall seem proper. 


EtcutuH: The Trustees are specifically authorized in the exercise 
of their unrestricted discretion in respect of any and all stock of 
the Corporation subject to this agreement, to vote for or to consent 
to any increase or decrease of the capital stock of the Corporation 
that lawfully may be submitted for action by the Stockholders. In 
case any increased capital stock of the Corporation shall be offered 
to the Stockholders for subscription, then, and in such case, upon 
receiving from the holder of any voting trust certificate prior to the 
time limited by the Corporation for subscription and payment, a 
written request to subscribe in his behalf and the money required 
to pay for a stated amount of said increased stock (not in excess 
of the ratable amount subscribable in respect of the stock repre- 
sented by such voting trust certificate), the Trustees will make 
subscription and payment, and upon receiving from the Corpora- 
tion certificates for the stock so subscribed for will issue voting 
trust certificates in respect thereof to the voting trust certificate 
holder who shall have made such request and payment. 


NrinTH: In case the Trustees shall receive any capital stock of 
the company issued by way of dividends upon stock held by them 
hereunder, the Trustees shall hold such stock and the certificates 
representing the same likewise subject to the terms hereof and 
shall issue voting trust certificates representing such stock dividend 
to the respective registered holders of the then outstanding voting 
trust certificates entitled to such dividend. 


TENTH: In voting upon the shares of the capital stock of the 
Corporation held by them, the Trustees will exercise their best 
judgment from time to time, but it is expressly understood and 
agreed that no Trustee incurs any personal liability or responsi- 
bility by reason of any error of judgment or of law or of any 
matter or thing done or omitted to be done under this agreement 
or in the management of the affairs of the Corporation or otherwise 
except for his own wilful misconduct. Neither the agent herein- 
before appointed, nor any successor nor any other agent of the 
Trustees, shall incur any personal liability or responsibility what- 
ever except for its or his own individual wilful misconduct. 


ELEVENTH: This agreement will continue in force until October 
14, 1935, or until the prior termination hereof. The Trustees at 
any time prior to October 14, 1935, may in their discretion ter- 
minate this agreement upon five days’ notice in writing to the 
registered holders of the voting trust certificates. Upon the 
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termination of this agreement the Trustees, in exchange for and 
upon surrender of the voting trust certificates then outstanding 
and issued hereunder, will, in accordance with the terms hereof, 
deliver or cause to be delivered to the registered holders of such 
voting trust certificates, certificates representing shares of the 
capital stock of the Corporation to an amount equal to the number 
of such shares of the capital stock of the Corporation deposited 
hereunder and represented by such voting trust certificates. In 
case upon or after the termination of this agreement the Trustees 
shall deposit with the Corporation stock certificates held by them 
properly assigned in blank for transfer representing the number 
of shares of stock of the Corporation called for by the voting trust 
certificates then outstanding with written authority to the Corpo- 
ration to deliver said stock certificates or new certificates in lieu 
thereof when and as said voting trust certificates shall be sur- 
rendered for exchange as herein provided, then all further liability 
of the Trustees, or any of them, for the delivery of stock certifi- 
cates in exchange for voting trust certificates shall cease and 
determine. 


TwELFTH: The Trustees must act for all purposes jointly and 
no action shall be taken or caused to be taken by the Trustees 
hereunder except by or with the vote of a majority of those at the 
time acting as Trustees, but the Trustees may act without a 
meeting upon the written assent of all of the Trustees. 


The Trustees shall keep a record of all their proceedings and 
may adopt their own rules of procedure. They may delegate to a 
proxy or proxies, whether or not Trustees hereunder, the right to 
vote and act for them at any and all meetings of the stockholders 
of the Corporation with or without power of substitution as they 
may in their own absolute discretion determine. The Trustees 
may serve as officers or Directors of the Corporation and receive 
compensation therefor, and may vote or cause votes to be cast in 
favor of their own election as such Directors and officers. They 
may appoint and employ such agents and attorneys as in their 
discretion may be convenient and advisable in the administration 
of any of their powers and duties hereunder, and may remove 
them at pleasure. Any voting trustee and/or any firm of which 
he may be a member, and/or any corporation of which he may 
be a stockholder, director and/or officer, may, to the extent 
permitted by law, contract with the Corporation, or any controlled 
or subsidiary company, or be or become pecuniarily interested in 
any matter or transaction to which the Corporation and/or any 
controlled or subsidiary company may in any way be concerned. 
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THIRTEENTH: The Trustees at any time in office may adopt, 
use and issue voting trust certificates prepared by any of their 
predecessors and bearing the names of such predecessors, provided 
that each voting trust certificate so issued shall be signed by one 
of such Trustees or, if signed by any predecessor Trustee, provided 
that the Trustees shall have adopted such certificates and have 
determined to use and issue the same. All voting trust certificates 
so issued shall be deemed issued by the Trustees then in office. 


FouRTEENTH: Any Trustee may at any time resign by deliver- 
ing his resignation in writing to the other trustees, to take effect 
ten days thereafter, or on its earlier acceptance by the other 
trustees. Any vacancy so caused or caused by the death or 
inability to act of any voting trustee, shall be filled by appoint- 
ment by the remaining trustees to be made by instrument in 
writing filed with the Corporation and with the agent of the 
trustees. In the event that the remaining trustees shall fail to so 
fill such vacancy within thirty (30) days, or in the event that 
there shall be no remaining trustees, any such vacancies shall be 
filled by a majority vote of the holders of voting trust certificates 
at a meeting duly called and held in accordance with the provi- 
sions of the by-laws of the Corporation for a special meeting of 
stockholders of the Corporation. In the event of any vacancy and 
the appointment of a successor to any Trustee, as herein provided, 
all the right, powers and duties of such Trustees shall at once 
pass to and devolve upon his successor. 


FIFTEENTH: The Trustees hereunder and their successors may 
be parties to this agreement as Stockholders, and to the extent 
of the stock which may be deposited by them, they shall in all 
respects be entitled to the same rights and benefits hereunder as 
other Stockholders who may become parties hereto, and they may, 
as individuals, be and continue to be stockholders of the Corpo- 
ration, or otherwise interested in the purchase or sale of its shares 
or the property owned by it. 


StxTEENTH: Any stockholder of the Corporation may adopt 
this agreement and become a party hereto and acquire all of the 
rights and benefits of a depositor of stock hereunder by depositing 
his certificates for shares of capital stock of the Corporation with 
the Trustees to be held for the purpose and subject to the terms 
hereof. The acceptance by any stockholder who shall so deposit 
any certificates for shares of the capital stock of the Corporation, 
of voting trust certificates issued hereunder, shall, without further 
act on his part, bind such stockholder, his representatives and 
assigns, as a party hereto, but, nevertheless, upon the request of 
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the Trustees, any such stockholder shall sign this agreement in 
duplicate. 

SEVENTEENTH: The Trustees hereby accept and agree to per- 
form the duties and trusts herein imposed, subject to all the terms, 
conditions and reservations herein contained, and agree that they 
will exercise the powers and perform the duties of trustees as 
herein set forth, provided, however, that nothing in this paragraph 
contained shall be construed to prevent any of the Trustees from 
resigning and discharging themselves at any time from the trusts 
aforesaid. 


EIGHTEENTH: An original of this agreement shall be kept on 
file with the Trustees and a duplicate hereof shall be filed with 
the Corporation at its principal place of business in the State of 
New York, and such duplicate shall be open to the inspection of 
any stockholder of the Corporation daily during business hours, 
as provided by law. No holder of a voting trust certificate issued 
hereunder, or any other person, shall, however, have the right, 
except with the prior consent of the Trustees, to be given or 
withheld in their own absolute discretion, to examine the list of 
holders of such voting trust certificates, or the transfer books 
of the Trustees. 


NINETEENTH: The term “Trustees” or “Voting Trustees” when- 
ever used herein, refers, unless otherwise indicated to the contrary, 
to the Trustees at the time acting as such hereunder, and the 
expression “successors” or ‘“‘successors in the trust”, or any other 
equivalent term, shall be taken to include not only the successors 
of the Trustees named herein, but also any successor or successors 
of any such successor Trustees or Trustee. 


TWENTIETH: This agreement may be executed in any number 
of counterparts, each of which shall be deemed to be an original, 
and all of which taken together shall constitute but one and the 
same instrument. 


IN WITNESS WHEREOF, the parties of the first part have de- 
posited their stock hereunder or have subscribed their names 
hereto, and the parties of the second part or a majority of them 
have executed this agreement in duplicate as of the day and 
year first above written. 

B. F. Pops, 

F. R. FENTON, 

HERBERT NASH, JR., 

B. F. Taytor, ; 

W. W. Watson, Jp., 
Voting Trustees. 
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Notice or MEETING or HoLpers oF VOTING TRUST CERTIFICATES 


CHICAGO RAPID TRANSIT COMPANY 
Notice oF MEETING 


Chicago, Illinois, January 23, 1928 

To the Holders of Voting Trust Certificates representing Com- 
mon Stock of Chicago Rapid Transit Company, which certificates 
were issued under the Voting Trust Agreement dated May 2, 1924, 
constituting the undersigned as Voting Trustees: 

Notice is hereby given that at 11 A. M. on February 14, 1928, at 
the principal office of Chicago Rapid Transit Company at 72 West 
Adams Street in Chicago, Illinois, in Room 1741, there will be held 
an Annual Meeting of the Holders of Voting Trust Certificates 
under the above mentioned Voting Trust Agreement and that the 
purpose of such meeting is to nominate three persons to be, by 
the Voting Trustees, voted for as Directors of Chicago Rapid 
Transit Company at the next Annual Meeting of that Company. 

GrorcE M. REYNOLDs, 
R. FLoyp CLINcH, 
SAMUEL INSULL, 
Voting Trustees 
WILiiAM V. GRIFFIN, Secretary 
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THE INVESTMENT IN PLANT 


1. Purpose of Expenditures 


A company invests funds in its business with a view to 
securing a larger return per dollar of investment than would 
be possible by buying the securities of other companies. The 
effectiveness with which it accomplishes this result is meas- 
ured in the end by the amount of surplus accumulated and 
the amount it pays its stockholders in dividends. Some 
corporations have been remarkably successful in this regard. 
An illustration of such success is found in General Motors 
Corporation which in 1927 distributed $134,836,081 in cash 
dividends on its common stock. 

A corporation is interested in increasing its revenues if 
this can be done without too great an increase in its ex- 
penses. It is also interested in doing this without making too 
great an additional investment in capital assets. In other 
words, it desires always to employ its plant to as near 100 per 
cent capacity as possible. This means, too, that it is inter- 
ested in stabilizing its revenues as far as the character of its 
business permits, because seasonal or cyclical fluctuations 
mean that plant cannot be employed continually at 100 per 
cent capacity unless the season of slack sales be employed in 
accumulating a stock of finished goods to be disposed of 
during the season of increased demand. This means that the 
coordination of production and consumption must be studied. 

In order to discontinue or reform lines of business which 
are unprofitable the company must analyze its revenues as 
well as its expenses along departmental lines. 

These various aspects of corporate expenditures and rev- 
enues will be considered under the following headings: 
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. Turnover on capital assets 

. Analysis of plant expenses 

. Departmentization to promote analysis 
. Classification to promote analysis 

. Plant records to promote analysis . 

. Control of expenditures on plant 


An PWN 


TURNOVER ON CAPITAL ASSETS 


2. Turnover Defined 


The word turnover is commonly used to express the 
rapidity of disposal of merchandise or the rapidity of col- 
lection of accounts receivable. Thus, as applied to stock-in- 
trade, turnover is the number of times capital, in form of 
stock-in-trade, is reinvested during a given period, usually 
one year. 

Since capital assets are not sold as is merchandise or 
liquidated as are accounts receivable, the measure of the 
effectiveness with which the investment therein is employed 
is somewhat different. Capital assets aid in the various 
activities necessary to promote sales; consequently, a test of 
the effectiveness of the investment in capital assets is its ratio 
to volume of sales made. 

Volume of sales may be expressed either in dollars or in 
physical quantity. Which is more likely to serve as a fair 
basis of comparison must be determined. 

Ordinarily, the investment in capital assets to be com- 
pared with volume of sales is original cost less depre- 
ciation. 


3. Volume of Sales Expressed in Dollars 


The chief objection to using volume of sales expressed in 
dollars for comparison with the investment in capital assets 
is the disturbing effect of changing price levels. The physical 
volume of sales may be declining, but increasing prices may 
keep sales in dollars up to or above former levels, in which 
event turnover on capital assets would show no unfavor- 
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able tendency in spite of the slowing down in activities. 

Under such conditions it may be desirable to abandon 
dollar volume of sales, unless an adjustment can be made to 
eliminate the effect of such changes in price levels. One 
method of doing this is to construct a weighted index number 
of prices of commodities sold. This gives effect to the 
amount of each commodity as well as to price changes occur- 
ring therein. 

If, owing to the variety of commodities sold, it is not prac- 
ticable to construct such an index number it may be possible 
to use a published index number, such as Dun’s or Brad- 
street’s, selecting that one which is constructed on the basis 
of the industry in question. These are based on a wide range 
of commodities and are the result of careful research. Before 
finally deciding on any procedure careful attention should be 
paid to all possible procedures. 

After constructing or adopting an index number of 
prices, the manner in which the fluctuating price element is 
eliminated is illustrated as follows: 

If 1913 is chosen as the base year and the weighted prices 
are reduced to percentages of the 1913 prices, the index 
number for the years 1913-1921, inclusive, is as shown in 
column (2) in Form 324. In column (3) are shown the 
amounts of annual sales. In column (4) is shown the quotient 
secured by dividing the annual sales figure by the index 
number for that year. The numbers in column (4) conse- 
quently are proportionate to physical volume of sales, and 
when reduced to percentages based on the 1913 figure, as 
shown in column (5), show the increase or decrease in physi- 
cal volume of commodities sold from year to year. However, 
to find turnover on capital assets, expressed as the ratio of 
volume of sales to investment in capital assets, the amounts 
in column (4) should be divided by the amounts in column 
(6), representing the amount of capital invested in capital 
assets. The resulting quotients, shown in column (7), ex- 
press the rate of turnover on capital assets for the various 
years. 
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FoRM 324 
(z) (2) (3) (4) _ (5) (6) (7) 
Figures in 
column (4) 
Annual reduced to Turnover 
_ Sales percentages Investment on 
Index Annual divided by on in capital capital 
Year | number sales index No. 1913 basis assets assets 
IQ13 100 $300 , 000.00 $300 , 000,00 $ 100.00 $100, 000.00 3-00 
IQI4 103 320, 000.00 310, 662.13 103.55 I00, 000,00 3-10 
IQIS II4 340, 000.00 208 , 245.61 99-41 100, 000.00 3.98 
I9g16 130 370, 000.00 284,615.38 04.87 100, 000,00 2.84 
IQI7 145 395, 000,00 272,413.79 90.80 100 , 000.00 2.72 
1918 140 420, 000.00 300, 000.00 100.00 150,000.00 2.00 
919 I50 500, 000.00 333 333-33 III.I1 150,000.00 2.22 
1920 160 510,000.00 318,750.00 106.25 150,000.00 2.13 
1921 165 470, 000.00 284,848.48 94.95 150,000.00 I.90 


The results as regards the employment of funds invested 
in capital assets grow less favorable in spite of increased 
sales, because the increase in sales is not sufficient to com- 
pensate for the increased investment in capital assets. The 
increase in sales as adjusted to represent volume (Column 
4), by dividing sales by the index numbers for the corre- 
sponding years, is not commensurate with the increase in 
sales measured in dollars (Column 3). 


4. Volume of Sales Expressed in Physical Quantities 


When, instead of using annual sales expressed in dollars 
and adjusted to eliminate price variations, it is preferable to 
calculate the ratio of investment to sales by comparing it 
with the physical volume, this physical volume should be 
expressed in an appropriate unit, as gallons, tons, pounds, 
and so on. When this method is pursued columns (2), (4), 
and (5) in the illustration above are eliminated, and the 
final turnover ratio is found by dividing physical volume, 
expressed in column (3) by investment, expressed in column 
(6), the result being expressed in column (7). 


5. Sales and Investment Figures to be Used 


Net sales should be taken as the figure to compare with 
investment in capital assets. This is found by deducting 
from gross sales all returns, allowances, freight, and so on. 
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Where physical volume of sales is used the figure should 
represent only net shipments; returns, replacements of de- 
fective goods, etc., for which payment is not received, being 
deducted. 

The figure for investment in capital assets should include 
all investments in plant and equipment—usually referred to 
as the fixed assets—taken at depreciated book values. De- 
preciated book value is preferable to original cost because 
the amount written off to depreciation represents an amount 
that has been returned through revenue and has either 
been invested in additional plant (and is therefore already 
included once in the investment figure), or else has been 
returned to the stockholders as dividends and consequently 
represents an amortization of investment in plant. 


6. Effect of Increased Turnover on Capital Assets Illus- 
trated 


When an enterprise increases its turnover on capital assets 
it places itself in a more favorable position from every point 
of view. On the other hand, if its turnover on capital assets 
is decreasing it is being placed in a less favorable situation, 
especially in relation to competitors. Such an unfavorable 
tendency leads to the elimination of the concern from busi- 
ness if permitted to go far enough. It may be remedied by 
(a) reducing the investment in capital assets, (0) increasing 
the volume of business done, or (c) doing both. 

The difficulty in reducing the investment in capital assets 
is evident; hence the only alternative usually is to quicken 
the productive processes and increase the volume of sales. 
There are difficulties in the way of this program also, such as 
competition of concerns better situated, the work of building 
up a better sales organization, and so on. 

To illustrate the advantages of a high rate of turnover on 
capital assets, assume that in case of a Biren enterprise the 
situation is as follows: 


Investment in capital assets ( eae, ws Shales $ 500,000 
Annual amount. of sales: .).3..4..\eacu eee 1,500,000 
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Hence, the turnover on capital assets is......... 3 
Fixed charges, averaging 12% on capital assets, are 60,000 
Interest cost of funds invested in capital assets is 


co ORLA eR Pa 40,000 
Therefore, total annual cost of investment in 

ARSED VASSELS 1S Weve saeicte oe gue iolersl«. a6 tee js suasde aia 100,000 
Or, expressed as a percentage on sales.......... 6 2/3% 


Next, assume that, without increasing the invest- 
ment in capital assets, volume of sales is in- 


PECASCU GLO ee arr patie Pena eee wie Mage iene G00 Ae $2,000,000 
Now, the percentage of total annual cost of capital 

asset investment to sales is reduced to........ 5% 
Or, an added margin of net profit on sales of..... I 2/3% 


Next, assume that, without decreasing the volume 
of sales the investment in capital assets can be 


PEMUCCUM LOL e rs caters MG nies Me tye oes $ 300,000 
Thus increasing the turnover on capital assets to. . 5 
And reducing fixed charges, averaging 12% on 

Apel ASSCES.© UO cia oksgs slevcis) sre ave veges So pstier es 36,000 
And interest cost of funds invested in capital assets 

Coe LOPS State Were lc shen atc cists se 8s! « 24,000 
Making total annual cost of investment in capital 

ASSCLS Petey te tes vote Shah etalon ts edie ci indy oko wese: eats 60,000 
Or, expressed as a percentage on sales.......... 490 
Which amounts to an added margin of net profit 

GUE PS ANCS OS ec, hale del share tas ob tie) or aie byo%e,'e 5 itn «Fee 2°2/3% 


Next, assume that volume of sales can be increased 


LOM site re theta ra toven mica cre yin ech! ie) sul a tot $2,000,000 
And that investment in capital assets can be re- 
AICCUELO meee eels 8 5 wate pauls hE % anh ehh 300,000 


Thus increasing the turnover on capital assets to. 6 2/3% 
Fixed charges, averaging 12% on capital assets, 


Nae ere Sat ahead a 8 G0, bynes eho wah Faces, $ 36,000 
And interest cost of funds invested in capital assets 

(OSG) TSS SIRE HETERO RPE Rd BE 24,000 
Making total annual cost of investment in capital 

6ST Fe HSE cde Mero ag ee 8 acer Re a a 60,000 
Or, expressed as a percentage on sales.......... 3% 


Which amounts to an added margin of net profit 
Fy CE CO 70) SN MRI eae ar go NOR Spree 3 2/3% 
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Such are the possibilities open to exploitation in an 
attempt to increase turnover on capital assets. 


7. Standardization of Turnover Rates 


In a given industry there is a tendency for the rate of 
turnover on capital assets to become somewhat fixed, varying 
from the normal more or less with varying conditions in the 
business cycle, changing conditions in competitive relation- 
ships, and so on. 

Where expansion in investments in capital assets is most 
rapid there is a tendency for the rate of turnover to decrease, 
owing to inability of the production and sales department to 
increase their activities in proportion to plant growth. As a 
consequence, higher prices are charged consumers than 
otherwise would be the case, so that the margin between costs 
of raw materials and selling prices of the finished product is 
increased. This has been termed ‘“‘wider spreads between 
the producer and the consumer.” It is the increase in demand 
for the product in question which makes such wider spread 
possible, hence makes it profitable to increase the investment 
in capital assets, although rate of turnover thereon is de- 
creased. The increased spread between producer and 
consumer results in wider margins of gross profit out of 
which increased costs of investment in capital assets may be 
met without reducing the rate of net profit on invested 
capital realized. 

Nevertheless, industries tend to develop characteristic 
rates of turnover on capital assets. Where, as in some indus- 
tries, a heavy investment in capital assets is necessary in 
proportion to volume of business handled, the turnover rate 
is low. In industries where contrary conditions exist, the 
turnover rate is high. 

The lowest rates are found in the coal, iron and steel, lead, 
and petroleum oil businesses. The highest are found in the 
tobacco products, general merchandising, mail-order mer- 
chandising, slaughtering and meat-packing, and retail chain 
store businesses. In the coal business the capital invested 
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in capital assets is equal to two years’ sales, whereas in the 
tobacco products business it is equal to about 28 days’ sales. 

Where variations exist in turnover rates among concerns 
engaged in the same industry, they reflect the relative effec- 
tiveness with which capital invested in capital assets is 
employed by the various concerns, hence the relative advan- 
tage or disadvantage of each concern from the competitive 
point of view. The differences may be accounted for in 
various ways, such as up-to-dateness of plant and equip- 
ment, managerial policies, and so on. A policy regarding 
investments in capital assets which has no material effect on 
the rate of turnover on capital assets over a period of two or 
three years may, over longer periods, materially affect it. 


8. Making Weighted Index Numbers 


Index numbers are employed to show trends in prices or in 
other movements which can be quantitatively expressed by 
means of statistical data. | 

Professor W. C. Mitchell enumerates the steps involved 
in the construction of index numbers as: 

. 1. Defining the purpose for which the final results are to be 
used. 

2. Deciding the numbers and kinds of commodities to be in- 
cluded. 

3. Determining whether these commodities shall be treated alike 
or shall be weighted according to relative importance. 

4. Collecting the actual prices of the commodities chosen, and, 
if a weighted series is to be made, collecting also data re- 
garding their relative importance. 

5. Deciding whether to measure the average variations of prices 
or the variations of a sum of actual prices. 

6. If average variations are to be measured, choosing the base 
upon which relative prices shall be computed, and 

7. Settling upon the form of average to be struck. 


1. Purpose—Here the object is to secure an index number 
which measures the changes in prices of commodities sold by 


a given concern over a period of years. 
2. Number and Kinds of Commodities to be Included— 
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Here this is determined by the number and kind of commodi- 
ties sold by the enterprise in question. 

3. Treatment of Each Commodity—Here it is desirable 
to weight each commodity in proportion to its importance. 
Perhaps the best way of determining its relative importance 
is to determine what part of total cost of goods sold applies 
to the commodity in question, or else what part of total sales 
applies to it. 

4. Collecting Price and Weight Data—The prices to be 
weighted are the sales prices. These should be collected 
from the office records of the company in question. For each 
year the average price of each commodity should be secured 
by taking the prices as at the beginning of each month, pro- 
vided there has been sufficient price variation to make 
averaging necessary. If the weighting is to be on the basis 
of percentage of sales of the commodity in question to total 
sales, this should be computed from an analysis of sales 
sheet. If on the basis of cost of goods sold, it should be 
computed from an analysis of cost of sales sheets. 

5. Average Varations of Prices vs. Variations of a Sum of 
Actual Prices—Either method may be employed. Probably 
the simplest plan is to add together the weighted prices for 
each year, then reduce the various totals thus secured to 
percentages of the total for the first year taken as 100, or the 
base. 

6. Choosing the Base upon Which to Compute Relative 
Prices—If{ the method suggested in 5 is followed this may be 
neglected. 

7. Form of Average to Be Struck—If the method sug- 
gested in 5 is followed this may be neglected. 


g. Use of Index Numbers Illustrated 


In Form 325 is given the index number of wholesale prices 
constructed by the Bureau of Labor Statistics, for the years 
1913-1922, inclusive, based on a large and representative 
number of commodities (Monthly Labor Review, May, 
1924, page 65). 
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ForM 325 
INDEX NUMBERS OF WHOLESALE PRICES, 1913 TO APRIL, 1922 
(1913 = 100) 
Month 1919 | 1920 | 1921 | 1922 
January: | 
Old Series _ -____.- 203 248 | 177 148 
New Series-_____- 199 233 170 138 
February: : 
Old Series _ -_____- 197 | 249] 167 Ist 
New Series 193 232 160 141 
March: | : 
Old Series_-___-.-- 201 253 | 162 152 
New Series 196 | 234 155 142 
ril: 
Old Series_ -_----- 203 265 154 152 
New Series- ------ 199 245 148 143 
ay: 
OldSeries: ===. 207 | 272] 151 as 
New Series_--_-_-- ‘ 202 247 145 Lg 
June: 
Old Series_______- 207 260 148 mee 
ai Series se 203 243 142 Sug 
uly: 
Old Series. ____--- 218 262 148 oes 
New Series_---__-- 212 241 141 aos 
ugust: _ 
Old Series-_-____-- 226 250 | 152 uae 
New Series-_--__-- 216 231 142 ae 
September: 
Old Seriesl22 2-2 220 242 152 ae 
New Series- - --_--- 210 226 141 ists 
October: 
Old Series______-- 223 225 150 ele 
New Series. -_-.-- air 211 142 Sate 
November: 
Old Series- -__---- 230 207 149 --- 
New Series- - ----- ; 217 | 106} 141 oe 
December: 
Old Series --__---- 238 | 189] 149 a 
New Series -- ----- 223 179 140 --- 
ear: 
Old Series_-____-- 212 243 153 eds 
New Series- -_---- 206 | 226] 147 ap. 


Note the index numbers for the year. These represent 
averages of the monthly index numbers. The new series 
differs from the old series because of certain regroupings of 
commodities used in its computation, the addition of new 
articles, and the use of 1919 census data for weighting pur- 
poses, instead of 1909 census data formerly employed. For 
present purposes the new year series, which is given last in 
the table, is probably best. 

By inserting the index numbers for the years 1913-1921 in 
column (2) of the table given in Form 324, and recomputing, 
there is secured in column (7) the turnover on capital assets 
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based on an adjustment of annual sales to represent volume 
of sales, using the index figure of the Bureau of Labor Statis- 
tics. An index number made up from price data of the 
concern in question is preferable to a general purpose index 
number such as that of the Bureau of Labor Statistics. A 
general purpose index number should be employed only after 
investigating to find whether or not it is representative of 
the commodities sold by the concern in question. 


ANALYSIS OF PLANT EXPENSES 


10. Nature of Plant Expenses 


Incidental to every investment in capital assets there are 
certain expenses, such as depreciation from wear and tear, 
obsolescence, inadequacy, repairs and upkeep. Sometimes 
interest on the investment is regarded as an expense. 
Whether or not it is an operating expense, it is a factor to 
be considered in determining the relative efficiency with 
which the investment is made and the probability that a plant 
will be capable of meeting competition. 

If capital assets did not depreciate and require repairs, the 
only costs involved in their use would be interest and certain 
expenses incident to operating, such as heat, light, power, 
etc. The latter are not capital asset expenses, however. 

One concern engaged in meat packing computes the 
annual expense of maintaining capital assets at 20% of 
their cost, this 20% being divided into two parts—10% 
for interest and dividend requirements and 10% for de- 
preciation, repairs, taxes and insurance. Hence over a 
period of five years the investment in capital assets must 
be returned through revenues if costs incident to such invest- 
ment are adequately met. 


11. Nature of Depreciation 


Depreciation is usually regarded as resulting from (a) 
wear and tear, (b) obsolescence and (c) inadequacy. In 
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reality there are numerous specific causes of depreciation. 
One cause of depreciation is found in the tenure of lease- 
holds, it being necessary to amortize the investment in 
improvements made on leased land over the period of the 
lease. A similar effect is found where natural resources are 
being exhausted. The investment in plant and equipment 
is usually of little value after exhaustion occurs, hence should 
be written down in accordance with the expected remaining 
life of such resources. Climatic conditions are sometimes 
unfavorable to longevity of capital assets. From this in- 
fluence alone depreciation expenses vary considerably in 
different localities. Patents, copyrights and leaseholds depre- 
ciate independently of physical conditions. An increase in 
taxes may cause depreciation, being equivalent to confisca- 
tion of part of the asset’s value by the state. 


12. Depreciation Defined 


Most definitions of depreciation are made with reference 
to some special cause or aspect, hence are inadequate for 
all purposes. An examination of these, however, shows that: 

1. They refer to cost as the base. 

2. The lessening in value is an expense. 

3. This lessening in value is referred to in terms of the ac- 

counting period. 

4. Depreciation is not ordinarily a direct departmental ex- 

pense but an important element of overhead. 

5. In computing depreciation expense, allowance should be 

made for estimated salvage. 


13. Depreciation Classified 


Ordinarily depreciation is regarded as comprising all 
losses arising from physical or functional deterioration, but 
as excluding cost of repairs. 

1. As to assets affected, depreciation is unit or composite. 
Unit depreciation progresses until it results in the abandon- 
ment of the unit. Composite depreciation refers to the 
status of the plant as a whole. It reduces the plant to a 
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condition of normal depreciation, beyond which further total 
depreciation is prevented by replacement of outworn or 
obsolete units. 

Composite depreciation exists in old plant even though 
current maintenance is properly cared for, because the units 
comprising plant are at no time all new, but are in various 
stages of depreciation. It is impossible to keep new all parts 
of capital assets. 

It does not follow, however, that when a plant arrives at 
the point where replacements offset further reduction in 
depreciated book value of capital assets, such depreciated 
book value must be 50% of cost new. This is because much 
of the investment is in assets which do not depreciate. Land 
is an illustration. 

2. As to cause, depreciation is functional or physical. 
Functional depreciation results from obsolescence or inade- 
quacy. Obsolescence arises from impaired comparative 
effectiveness of plant due to new inventions or improved 
methods, making possible equivalent results at smaller cost. 
Inadequacy arises from inability of a plant or unit of plant 
to perform the service demanded of it. So far as mechanical 
construction is concerned an inadequate machine may be of 
the latest type. 


14. Effect of Composite Depreciation 


Where composite depreciation exists, the plant continues 
to perform the same work as when new, but with a total 
investment in capital assets reduced by the amount of the 
depreciation reserve. This may be as much as 20% or 30% 
reduction from original cost. 

What becomes of the capital thus returned through 
revenues and no longer forming part of the original invest- 
ment in capital assets? 

1. It may be reinvested in additional capital assets, which 

take the form of betterments or extensions to plant. 

2. It may be employed to improve the working capital posi- 
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tion by being invested in inventories, supplies, etc., without 
incurring additional current liabilities. 

3. It may be employed to retire a portion of the outstanding 
capital stock. 


If additional capital assets are purchased in excess of 
total accrued depreciation, they must be financed either out 
of additional borrowings or out of reserved net profits. 

When proper allowance is made for accrued depreciation 
the distinction between replacements and betterments works 
out automatically in the balance sheet. 

For example, assume that the following balance sheet 
represents the status of Company “X”’: 


C@urrent-Assets=5.. 4... = $ 30,000 Capital Stock Outstanding $110,000 
Capital Assets. . .$100,000 
Less—Reserve for 

Depreciation.. 20,000 80,000 


$110,000 $110,000 


The reduction in book value of capital assets has been 
offset by the increase in cash accumulated to make exten- 
sions to plant. If an extension is made, as suggested in (1), 
the balance sheet becomes: 


BALANCE SHEET—COMPANY ““X”’—AS AT .......... 


Current Assets.......... $ 10,000 Capital Stock Outstanding $110,000 
Capital Assets— 
Original ..... $100,000 
Less—Reserve for 
Depreciation.. 20,000 80,000 
GXtENSION ao olecerce et oe 20,000 
$110,000 $110,000 


The $20,000 paid for the extension is the amount which 
was charged to profit and loss as depreciation expense at 
the time the depreciation reserve was credited. It repre- 
sents a return of investment, because that much of invested 
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capital has been consumed in giving service. Had it been 
employed to improve the working capital position of the 
company the balance sheet would remain as shown in the 
first illustration above. 

If the $20,000 thus returned is employed to retire out- 
standing capital stock, the balance sheet becomes: 


Current Assets.......... $ 10,000 Capital Stock Outstanding. $90,000 
Capital Assets. . .$100,000 
Less—Reserve for 

Depreciation... 20,000 80,000 


$90,000 $90,000 


15. Depreciation as Expense 


Depreciation is an expense of operation to be deducted 
from gross income in determining net profit. It is a fixed 
charge. As the result of many court decisions it is now 
recognized that public utilities are justified in including in 
operating expenses a charge against income to cover accrued 
depreciation, to preserve the investment. The same prin- 
ciples apply to industry generally. 


16. Depreciation vs. Repairs 


As a rule, depreciation and repairs should be treated 
separately. If regarded as the same, it is necessary to credit 
the depreciation reserve (charging depreciation expense) 
with an amount sufficient to provide both for writing down 
the original cost of the asset and for repairs. 

The chief function of the depreciation reserve is to provide 
for the return of the amount originally invested in an asset. 
If made to cover repairs and replacements of minor parts 
this function is obscured. It is better, ordinarily, to charge 
these to expense accounts than to try to equalize them by 
increasing the charge to depreciation expense, charging 
repairs to the depreciation reserve. 
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Some maintain that if repairs and upkeep are cared for 
there is no depreciation. Yet, however adequately current 
repairs are made, the cost of employment of capital assets 
can be ascertained only by averaging costs resulting from 
wear and tear, casualties, and so on, by means of depreciation 
allowances. Only thus can the investment in capital assets 
be preserved. 

The Supreme Court of Oklahoma stated that current main- 
tenance “represents only the cost of those units that had 
become so badly depreciated that they had to be replaced 
during that year,” and found 7 per cent of “reproductive 
value” of physical property to be a proper annual deprecia- 
tion allowance (118 Pac. 354). 

_ The system of accounts prescribed by the New York Pub- 
lic Service Commission for public utilities requires that de- 
preciation be estimated in gross, i.e., covering repairs as 
well as more extensive replacements. Against this estimate 
actual repairs are charged when made. 

Thus, if on a predetermined basis gross depreciation for a 
given month is fixed at $40,000 and during that month 
$8,000 is expended for repairs, then $32,000 is credited to 
the depreciation reserve for that month. The entries are: 


Repairs $ 8,000.00 
To Cash $ 8,000.00 
For repairs made during month. 

Depreciation Expense $32,000.00 
To Reserve for Depreciation $3 2,000.00 


This plan provides an equal charge to profit and loss from 
month to month, but it makes the amount reserved for de- 
preciation dependent upon the amount expended currently 
for repairs. 

The chief objection to this procedure is that it gives no 
assurance that original cost will be amortized during the 
life of a given asset, because the amount reserved for depre- 
ciation is a variable dependent on repairs. 

Depreciation should be so charged that the original cost 
of an asset will be returned out of income during its useful 
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life, its cost being equitably spread as cost of production or 
service over its life. 

This is expressed by the Supreme Court of the United 
States thus (212 U.S. 1): 

It [the company] is entitled to see that from earnings the value 
of the property invested is kept unimpaired, so that at the end of 
any given term of years the original investment remains as it was 
at the beginning. 


17. Average Life 


Average life of capital assets is the time in years during 
which the depreciation of all parts will amount to original 
cost less salvage value. Assume that a plant consists of 
units whose original cost, estimated lives, and salvage values 
are: 


Estimated 
Original Life Salvage Cost Less 
Units Cost In Years Value Salvage 

Wniter eee: $ 1,000.00 5 $ 100.00] $ 900.00 
Oiiteostanpe eae 5,000.00 10 I, 000.00 4, 000.00 
(Onntt73 neces 20,000.00 15 2,000.00 18,000.00 
Wnityar eee ee 30,000.00 20 5,000.00 25,000.00 
Unitassitro ee 50,000.00 23 4,000.00 46,000.00 


The depreciation cost each year for the various units is: 


Cost less Estimated Cost per 
Units salvage life year 
Units. ec $° g00.00 = 5 years = § 180.00 
Unit 2 .» 4,000.00 = ro years = 400.00 
Unitisne... 18,000.00 + 15 years = 1,200.00 
Unit 4 25,000.00 + 20 years = 1,250.00 
Unit 5 . 46,000.00 + 23 years ==) 92), 000800 

$94,900.00 + $5, 230700 == 1854 Yr. 


That is, during a period of 18.14 years, cost (less salvage) 
expires through depreciation. 
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18. Depreciation Base 


The depreciation base is the amount to which the depre- 
ciation rate is applied. The selection of the correct base is 
important, because together with the rate it determines the 
periodic charge. In case of private industries it is ordinarily 
the cost of the asset, that being the amount which must 
be returned to protect the investment. 


19. Protecting the Investment 


The following balance sheet shows the status of Com- 
pany ‘“‘B”, a new concern: 


BALANCES SHERI——COMPANY, ““B’——AS AT 4 ace. 


Current wAssetsn. «t= « $ 35,000:00 Capital Stock ....-... $160,000.00 
IMiaehine yin tele ee 25,000.00 
Binldingea rere oes 100,000.00 
$160,000.00 $160,000.00 
{SS a | ———————_—_____= 


The building will require replacement in 50 years and 
the machinery in 25 years, the annual depreciation on the 
building being $2,000.00, on the machinery, $1,000.00. 


20. How Balance Sheet Changes 

No allowance being made for depreciation, the first year’s 
operations show a net profit of $15,000.00, which is paid out 
as dividends. This procedure is followed for 25 years, when 
the machinery requires replacing. Neglecting salvage, price 
changes, and so on, assume that cost of replacement is 
$25,000.00. To make the replacement, $25,000.00 is 
borrowed at 5 per cent. The balance sheet becomes: 


BALANCE SHEET—COMPANY “B”—AS AT .......... 


Current Assets........ $ 35,000.00 Capital Stock ........ $160,000.00 
Machinery, 2... 0-0. 25,000.00 Notes Payable........ 25,000.00 
Lehi ete GAL 6 clo oo 100,000.00 
IDYSely Be buvaooecuode 25,000.00 


$185,000.00 $185,000.00 
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Failure to allow for depreciation has caused a deficit of 
$25,000.00. The business must meet a fixed charge of 
$1,250.00 interest on notes payable. The useful life of 
the building is half gone, but this loss is not reflected on the 
balance sheet; so a further hidden deficit of $50,000.00 
occurs. : 

Passing another 25-year period, both building and ma- 
chinery require replacement, cost $125,000.00. No funds 
having been retained, it is necessary to borrow. After 
replacements are made the balance sheet becomes: 


BALANCE SHEET—COMPANY ‘“B”—AS AT .......... 


Current Assets........ $ 35,000.00 Capital Stock ........ $160,000.00 


Machinery jisviscieceis 25,000.00 Notes Payable........ 150,000.00 
(Building ence on ee eee 100,000.00 
MCN GION. oie tt dotetelarenier 150,000.00 

$310,000.00 $310,000.00 


The concern now has a deficit of $150,000.00 and a fixed 
interest charge of $7,500.00. The equity remaining is 
$10,000.00, out of an original investment of $160,000.00. 
The yearly depreciation expense of $3,000.00 for 50 years 
accounts for this deficit. 


21. Correct Procedure; Valuation Reserves 


Depreciation being an operating expense, this expense is 
most easily distributed to the various accounting periods by 
means of ‘“‘valuation reserves”. If the year is assumed to be 
the accounting period in the above illustration, the entry 
providing for depreciation at the end of each year is: 


Depreciation (or Profit and Loss) $3,000.00 
To Reserve for Depreciation of 
Building $2,000.00 
To Reserve for Depreciation of 
Machinery 1,000.00 
To carry the year’s depreciation to 
expense. 


These reserves are “valuation reserves” because of 


oN 
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the relationship they bear to the assets. They evaluate 
them, showing what part of cost has been consumed by 
depreciation. 

Although the credit balances in these reserve accounts 
remain open from year to year they represent neither liabili- 
ties nor capital. Their purpose is to record accrued deprecia- 
tion and to make it possible to retain the capital asset 
accounts at original cost. 


22. Effect on Balance Sheet 


Company “B” now pursues the policy of charging revenue 
and crediting depreciation reserves each year. The balance 
Sheet, at the end of 25 years is: 


BALANCE SHEET—COMPAN Va5, bs AG WAT seas nae 


Current Assets........ $110,000.00 Capital Stock......... $160,000.00 


Machinery ys t6. ¢scc aes 25,000.00 Reserve for Deprecia- 
Building? «6. 2-5...5.ee0%% 100,000.00 tion of Building.... 50,0c0.00 
Reserve for Deprecia- 
tion of Machinery... 25,000.00 
$235,000.00 $235,000.00 


The balance sheet shows that net profits were distributed, 
but at the rate of $12,000.00 annually, instead of $15,000.00. 


23. How Replacements Are Made 


Assume that there is no way to secure the required cash to 
make replacements except by borrowing. A note is given 
to secure funds. The entries for this and to record the 
replacement are: 

Cash $25,000.00 

To Notes Payable $25,000.00 
For replacement loan. 
Reservé for Depreciation of 


Machinery $25,000.00 
To Machinery $25,000.00 
To write off old machinery. 
Machinery $25,000.00 
To Cash $25,000.00 


For purchase of new machinery. 
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The balance sheet now appears: 


BALANCE SHEET—COMPANY “BAS AT .........- 


Current Assets........ $110,000.00 Capital Stock ...... _- -§160,000.00 
Machinery aricre sews tacier 258,000.00 Reserve for Deprecia- 
IBUUdINg yo eee ee ene 100,000.00 tion of Building.... 50,000.00 


Reserve for Deprecia- 
tion of Machinery.. — 
Notes Payable ........ 25,000.00 


$235,000.00 $235,000.00 


In this instance no deficit is incurred when money is 
borrowed. The matter of borrowing or of managing to have 
cash on hand to avoid borrowing is one of financial policy. 


24. Depreciation Reserve on Balance Sheet 


On the balance sheet it is usually preferable to show the 
depreciation reserve as a deduction from the asset which it 
evaluates. The balance sheet shown above thus rearranged, 
is: 


BALANCE SHEET—CoOMPANY “B”—AS AT ........-- 


Current Assets....... $110,000.00 Capital Stock......... $160,000.00 


Machinery j2)/155 Gees 25,000.00 Notes Payable ........ 25,000.00 
Building ..$100,000.00 
Less—Re- 
serve for 
Deprecia- 
tion .... 50,000.00 50,000.00 
$185,000.00 $185,000.00 
See, ————SSSSSS——— 


25. Allocating Depreciation to Departments 


Depreciation expense is allocated to departments either 
directly or indirectly. The extent to which it can be directly 
allocated depends upon the extent to which equipment is 
itemized and classified for depreciation purposes. 

If the depreciation charge for the whole plant is figured on 
total plant valuation, depreciation burden for departments 
must be determined upon some arbitrary basis of allocation. 
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Consequently, in so far as practicable, machinery and equip- 
ment should be segregated by departments as the first step 
toward a scientific plan of calculating depreciation costs and 
allocating them to departments. 

As far as practicable depreciation should be made a direct 
departmental expense. Depreciation which cannot be 
ascribed to given departments because part of general over- 
head should be allocated to departments arbitrarily. 

Depreciation charges may be allocated to departments on 
the basis of total valuation of equipment in each. It is 
necessary, however, to distinguish between strictly depart- 
mental property, for which a direct depreciation charge can 
be made, and property intended to promote the welfare of 
the plant as a whole, depreciation costs of which must be 
allocated arbitrarily to departments. 

In ascertaining incidence of depreciation to departments, 
non-productive departments should be charged with their 
proper share of depreciation, both that which is specially 
applicable to their peculiar equipment and that which repre- 
sents their share of general depreciation. It ultimately finds 
its way into cost of output, when the cost of operating 
non-productive departments is allocated to productive 
departments. 

After all general expenses are allocated to the proper de- 
partments and after the costs of operating non-productive 
departments have in turn been distributed on some reason- 
able basis to productive departments, it is possible to ascer- 
tain total overhead for each productive department. This 
consists of two parts, namely: (1) direct departmental over- 
head, and (2) indirect departmental overhead, the latter in 
turn consisting of (a) general factory overhead secured 
when general operating expenses were allocated to all depart- 
ments, productive and non-productive, and (b) costs of 
operating non-productive departments allocated to produc- 
tive departments after general operating expenses have been 
distributed to all departments as in (a) above. 

Total overhead thus ascertained for productive depart- 
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ments is the sum which must in turn be charged to output in 
the departments for the period. 


26. Overtime, Idle Time and Depreciation Rate 


Since all manufacturers experience vicissitudes resulting 
from changing business conditions, it is necessary to con- 
sider the effects of overtime and idle time on production costs 
by allowing for consequent changes in rates of depreciation. 
Overtime causes some increase in the rate of depreciation, 
whereas idle time has the reverse effect. The variation 
is illustrated in the rates prescribed by the Rulings Board of 
the Finance Division of the Bureau of Aircraft Production. 
The following are yearly rates allowed in connection with 
cost-plus contracts: 


1 Shift 2 Shifts 3 Shifts 


Main buildings, brick and concrete..... 24%% 3% 4% 


Substantial wooden buildings.......... 5% 6% 17 
Factory equipment... .0.¢ccec ee eee: 10% 12%% 15% 
Electric equipment... ss sins o ins «oe 124% rye 18% 
Heating and melting furnaces.......... 6% 8% 9% 
Machinenrviss saate vant ts oo <P 14% 10% 12% 
Furniture and fixtures... .......0.:...: 10% 124%% 15% 


The rates given in the first column are for an 8-hour day. 
Those for overtime were arrived at after giving consideration 
to the abnormal conditions under which war plants operated. 

Overtime affords less than usual opportunity for ordinary 
repairs and replacements. Moreover, when there are two 
or three shifts per day machines operate under the super- 
vision of different individuals, each of whom tends to leave 
minor matters of adjustment to his successor. Night work 
is harder on machines than is day work. 


27. Allocating Depreciation to Output 


The plant ledger should afford a complete record of plant, 
and be so arranged that its various subdivisions correspond 
with departments, as far as possible. 


_— 
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One or more divisions of the plant ledger may be used to 
record items of plant the depreciation cost of which cannot 
be regarded as departmental in nature and which must 
therefore be allocated to departments arbitrarily. 

With the plant ledger thus organized, it is easy to de- . 
termine depreciation allocable directly to departments, as 
well as that which is general in character. 

After total annual depreciation cost for a given depart- 
ment has been found by adding to that which is directly 
departmental the proportion of general depreciation appli- 
cable to such department, total monthly depreciation for the 
department is found by dividing by 12. 

This amount, representing monthly depreciation, must be 
distributed over orders worked upon in the department 
during the month in question. The manner of doing this 
depends on the method of burden distribution employed. 

Thus if the new machine rate method is used, the depart- 
mental depreciation cost is allocated to machines operated 
in the department along with other costs, exclusive of direct 
labor and materials. A machine hour rate is secured which 
reflects total cost. of operating a given machine one hour. 


28. Illustration 


Assume that a factory consists of four departments, “A”, 
“B”, “C”, and “D”. The general plant depreciation appli- 
cable to the manufacturing process is $2,000.00 monthly. In 
addition, the depreciation costs which can be determined on 
a departmental basis are as follows per month: 


ESOT AT AMICIIG eel Naamas ih teniste oi staieis oteig so SiAde be pos ise bolo ace $500.00 
TO ISAC IGTIOS CESGtsy tnccds Pia yi s seca ts (avis sstie or hin: Spots old «eee 800.00 
ME TIALTIIICING los noes, oS cua Ries bireiel wi gras o leoe Goausqulits 350.00 
PSDACEMENET Sey else. bk alee eis cle sis cane ee wns 600.00 


These figures are found by proper computations based on 
data presented in the plant ledger. 

It is necessary to fix upon some plan of allocating general 
factory depreciation to departments. It is assumed that the 
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allocation is made on the basis of floor space and that the 
floor space for the departments is as follows: 


Sq. ft 
Departments Ars ia is reiieacarn oe aps ete eee Orton mee teas 20,000 
Department. “Bs: 28) .taca-le'; eco pete stieu mi eeenel 40,000 
Department (C2. ssc. erersia «0,00 o- 0a oh een 15,000 
Department 1). yi .a'. f.5 5) on ate os eras te eee 25,000 

100,000 

The amounts chargeable to the departments are: 
Department “A”, 20% of $2,000.00 or........... $ 400.00 
Department “B”,:40%xo0f $2,000:00 Of 7.2 nee as 800.00 
Department.“C”’, 15% Of. 2,000.00,0f. a= os one 300.00 
Department “D”, 25% of. 2,000.00 OF. 5 oc pense 500.00 
$2,000.00 


Total depreciation cost per month for each department 
is therefore: 


Departmental General Total 
Department Acer $ 500.00 plus. $ 400.00] $ 900.00 
Department a8: see cent 800.00 plus 800.00} 1,600.00 
Departments Ce saat 350.00 plus 300.00 650.00 
Department “D”.. 5... .. 600.00 plus 500.00] 1,100.00 
$ 2,250.00 $ 2,000.00} $4, 250.00 


Each manufacturing department is thus charged with its 
total depreciation burden and must make the proper distri- 
bution to its orders in process during the given month. In 
the financial records this depreciation expense represents a 
charge to Manufacturing and a credit to the Depreciation 
Reserve account, as follows: 

Manufacturing: ss. cata. eee $4,250.00 

To Reserve for Depreciation..... $4,250.00 
To represent the month’s depreciation 
cost chargeable to goods manufac- 


tured as one of the costs of manufac- 
ture. 
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The Manufacturing account controls the cost ledger, so 
that the same amount is distributed over the order numbers 
whose records are shown in the cost ledger. It may be, of 
course, that the depreciation cost will not appear as a 
separate item on the cost sheets because it may be merged 
with other items of indirect cost, the total being shown in 
the form of a machine rate, or perhaps as a percentage of 
prime cost. 

The manner in which each department makes the distri- 
bution of its quota of depreciation expense to jobs or order 
numbers depends on the method of allocating overhead 
employed. If the machine rate method is used, depreciation 
expense is combined with other indirect applicable to the 
department, and total indirect is allocated to machines or 
production centers. This total serves as the basis for deter- 
mining a machine hour rate sufficient to exhaust the total 
month’s overhead applicable to a machine or production 
center in a month’s time.” Other methods of allocating 
overhead may require special consideration, in order that 
satisfactory results may be secured. 

Assume that the total number of machine hours for a given 
machine, running full time, is 360 for a given month, and 
that the total indirect applicable to that machine is estimated 
to be $720.00 for that month. Its rate per hour is, therefore, 
$720.00 + 360, or $2.00. But if idle time for the month for 
this machine is 60 hours, the unapplied portion of the esti- 
mated burden amounts to 2 X 60, or $120.00. Furthermore, 
assume that in due time actual indirect for this month is 
ascertained to be $780.00, $60.00 in excess of estimated 
indirect. Also assume further that the machine’s time 
during the month has been occupied exclusively upon four 
order numbers. Below is shown the account for indirect, 
also the cost ledger accounts for the four orders, after 
indirect has been distributed, first, by the direct rate, 
secondly, by the first supplementary rate, and, thirdly, by 
the second supplementary rate. Study of these accounts will 
indicate how principles are applied. 
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GENERAL LEDGER 


INDIRECT—DEPT. “A” 


l | 

, Actual indirect $ 780]00 | Direct rate $ 6o0}00 | 
1st supplementary 120|00 
2nd supplementary 60/00 
$ 780]00 $ 780/00 


COST LEDGER 


ORDER No. 230 (70 Hours) 


Direct rate $ 14000 
1st supplementary 28/00 
2nd. supplementary 14/00 


ORDER No. 231 (100 Hours) 


Direct rate $ 200)00 
1st supplementary 40|00 
2nd supplementary 20/00 
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ORDER No. 232 (70 Hours) 


Direct rate $ 140lo0 
1st supplementary 28|00 
2nd supplementary 14|00 


ORDER No. 233 (60 Hours) 


Direct rate $ 120\00 
1st supplementary 24/00 
2nd supplementary 12/00 


The hours indicated in parentheses are the actual number 
of hours spent by the machine on the different orders. The 
“direct rate” charge is made on the supposition that the 
machine operates full time. The “1st supplementary” 
charge distributes the balance of estimated indirect result- 
ing from idle time. The “2nd supplementary” charge 
distributes the excess of actual over estimated indirect. The 
“st supplementary” rate is secured by dividing unapplied 
burden resulting from idle time, $120.00, by the number of 
operating machine hours for the month, 300, giving, as the 
first supplementary rate per hour, $0.40. The “znd supple- 
mentary” rate is secured by dividing the excess of actual 
indirect over estimated indirect, $60.00, by the number of 
operating machine hours for the month, 300, giving as the 
second supplementary rate per hour, 20 cents. The various 
distributions are shown in the above accounts. 
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The amounts credited to the accounts for departmental 
indirect, in the general ledger, are in turn charged to the 
Manufacturing account. 


DEPARTMENTIZATION 


29. Meaning of Departmentization 


Departmentization is so planning a business that its im- 
portant activities can be accounted for separately. Depart- 
mentization is a problem of organization, but the scheme 
of accounts must be such as to afford necessary information 
relative to departmental activities. 

To accomplish subdivision of costs along departmental 
lines, all revenues and expenses must be analyzed in accord- 
ance with the plan of departmentization adopted. 


30. Purpose of Departmentization 


Departmentization subdivides the activities of a business 
so that each important one is placed in a position similar to 
that of an independent concern. Thus full responsibility is 
delegated to department heads, they being held to account 
for all financial and operating matters dependent on their 
policies and decisions. 

If all expenses and revenues cannot be allocated to depart- 
ments because data furnished does not allow sufficient anal- 
ysis to make the subdivision of expenses and income among 
departments, only partial responsibility for results can be 
placed on department heads. 

If departmentization is carried out fully, each department 
acts as a separate enterprise, handling its own product and 
incurring its own expenses. Thus it may be held responsible 
for results secured. 

The person responsible for such results is the department 
foreman. He keeps expenses as low as possible consistent 
with effective operation. If he requests outlays on capital 
assets he should be informed of their effect on production 
costs in his department. 
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Departmentization must conform to differences in activi- 
ties carried on. The activities of each department are such 
as to require a separate accounting. The method of such 
accounting depends on special requirements within the de- 
partment. Thus in the packing industry three methods of 
accounting are employed: 

(a) Ordinary-job or process costing, in which material, labor 

and expense costs are added together. 

(6) Major and by-product costing, in which materials of 
known value are broken down into several parts con- 
sisting of (1) products and (2) by-products. 

(c) Joint-product costing, total costs being broken down into 
parts, none of which is a major product. 


When costs are determined by methods so different the 
departments must be so organized that the diverse activities 
will be accurately accounted for. Costs applicable to a given 
product must be accumulated with reasonable accuracy, how- 
ever much it may vary from other products in the processes 
of manufacture. 

Departmental statements should cover both financial and 
operating conditions of the department. Each foreman 
should be shown how much money he is using, also how the 
amount of each class of expense charged to his department 
is ascertained. The head of the sales department is also 
interested in this information, because satisfactory turnover 
of sales on the investment in capital assets depends largely 
on his plans. Others interested are the plant manager and 
general executive officers. 

Departmental costs aid purchasing agents to determine 
what they can pay for raw material in order to secure a 
reasonable profit on sales. They aid the sales department 
in computing probable margins of net profits. 


31. Expense Distribution 

Expenses are either (a) direct departmental or (6) in- 
direct. Indirect expenses are distributed to departments on 
some arbitrary basis. 
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In so far as possible, expenses should be applied direct to 
departments, leaving a minimum amount to be distributed 
arbitrarily. 

Expenses should be given a suitable classification; then 
such as can be charged to departmental accounts should be 
so.charged. The remainder should be distributed arbitrarily. 
This arbitrary distribution is made on a distribution sheet 
containing one more column than there are departments. 
To assist in checking the accuracy of the work, totals are 
placed in the first column. 

Form 326 shows.a classification of accounts suggested by 
F.E. Webner. It should be revised as to details when applied 
to a specific industry. Divisions 38 and 39. show expenses 
incident to the use of capital assets. Since expenses arising 
from the use of capital assets are not included in ‘Direct 
Charge to Production,” all such costs must be arbitrarily 
distributed. 


Relative to expense distribution: 


1. Maintenance costs should be spread over departments on 
the basis of the investment in each department. 

2. As far as possible depreciation affecting a given department 
should be charged to that department. That remaining 
should be prorated over the entire plant on some reason- 
able basis. 

3. When all expense not directly allocable to departments is 
determined for a building, this may be distributed to de- 
partments on the basis of square feet of floor space 
occupied by each department. 

4. After total costs applicable to a building are determined, 
the rate per square foot of floor space is ascertained by 
dividing this total by the number of available square feet 
of floor space in the building. 

5. Floor space is divided among departments on the basis of 
square feet occupied by each department. 

6. Cost of floor space not allocable directly to departments 
alae be divided among the departments benefiting there- 
rom. 

7. Periodically, costs not represented by transactions entered 
on the general books must be summarized and brought on 
the books. A computation sheet may be used to contain 
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the details, and therefrom the entries to be made in the 

general books are compiled. These entries consist of 
charges to the various department expense accounts, as 
shown on the computation sheet, and credits to the proper 
reserve or accrual accounts. 


32. Distribution of Capital Asset Expenses Illustrated 


Power plant illustrates the method of handling expenses 
arising from use of capital assets. If power is purchased it 
is charged to departments on the basis of amount used by 
each department; if produced by one of the departments, the 
cost must be allocated to the departments benefiting on the 
basis of units used by each. 

Sometimes power cost may be treated as direct depart- 
mental expense, as, for example, where the amount con- 
sumed by each department is metered. 

To determine cost of producing a unit of power, produc- 
tion of power should be made the work of a separate depart- 
ment, to which is charged the proper share of capital asset 
costs, maintenance, repairs, depreciation and other costs 
necessary to power production. 

If the power producing department furnishes other service 
than power, the correct proportion of its costs must be 
allocated to these additional activities. 

It is well to remember that, in addition to Sait asset 
costs, there enters into cost of power production cost of 
fuel and supplies consumed. 

If machine rates are used, distributing power charges to 
machines is made on the basis of number of power units 
consumed by each machine. This is ascertained by means 
of a power recording instrument known as a dynamometer, 
between the machine and the source of power. 

The purchasing and stores departments are other illus- 
trations of departments which must be organized with a 
view to the ultimate distribution of their costs to other de- 
partments. In both the problem of capital asset costs is 
present. 


920 CORPORATE MANAGEMENT AND PROCEDURE 


ForM 326 


CLASSIFICATION OF MANUFACTURING EXPENSES 


Saja sletats aibinin aialeta(el aa wie 6 DOAN eIONE AN: 
. ae Pensrnens Hs 
Direct charges to produc- . . -Department- 
i artmi 5 ..Department D 
Hon dep pe rita . Department E 
a eeees+++Department F, etc. 


7. Plant factor{a land 
\b buildings 
8. Engineering department 
i % 9. Purchasing departmen 
Brcparaton pn eUDSs 10, Stores department 
11. Plant management 
f2, Power department 
13. Pattern department 
14, Time and cost department 


15. Tool making and repairing 
16. Inspectors 


17. Carpenters|where not directly applied 
Indirect labor known gen- ¢ 18, Paintors } y 


rally as non-produc- 19. Millwrights 

tive 20. Porters and messengers 
21. Truckers 
22, Elevator men 


23, Fuel other than for main power plant 

24. Taxes other than on plant 

25. Insurance other than on plant 

26. Water 

27. Light 

28. Oil and waste 

29. Factory supplies, when not specifically applied to departments 
30, Technical library 


CLASSIFICATION 2 Exponent wor h Is, whi it absorbed th Ih ste 
: ming tran: : rough stores 
OF MANUFACTUR- < 24: Over, short and damage, on erdars in process i 


ING EXPENSES = |e ractorot safety oasures om Stores 


37. Miscellaneous manufacturing expense 


Factory buildings 

Power plant 

Electric plant 

Shafting, hangers and belting 
Machine tools 

Small tools 

Jigs and templates 

Shop furniture and fixtures 
Patterns 

Miscellaneous shop equipment 


38. Maintenance (where 
various factors_like 
plant power, machine 
time, etc., are used 
these costs are applied 
thereunder) 


—"se7oacecw 


Factory buildings 


39, Dopreciation and Power plant {3 engines 


obsolescence (where 
various factors like 
plant, power, 
machine time, etc., 
are used these costs 
are applied there- 
under) 


Electric plant 2 boilers 
(3 generators 

Shafting, hangers and belting 
Machine tools 
Jigs and templates 
Shop furniture and fixtures 
Air system {1 compressors 

2 pipes and fitting 
General equipment not specified 


se702a Cow 


Office expense 
Executive salaries and expense 
Interest {3 on investment 


2 on borrowed moro: 
40, Pro-rata of adminis- . 


‘. Postage 
trative costs 


Law expense 

Telegraph and telephone 
Printing and stationery 
Subscriptions and donations 
Experimental 


—se7mea OCD 
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33. Determining Departmental Capital Asset Costs 


Organization of a concern as to functions and activities 
is essential to correct departmentization, which follows as a 
logical result. Such resulting departments are of two types, 
as follows: 

1. Those producing output or services (productive depart- 

ments). 

2. Those supplying to such productive departments power, 

light, technical skill, etc., (non-productive departments). 


Costs of operating non-productive departments are dis- 


tributed to productive departments to ascertain total costs 
of operating productive departments. 


34. Expenses Incident to Capital Asset Investments 


Among the expenses attributed to capital assets are the 
following: 

1. Insurance 

2. Taxes 

3. Repairs 

4. Depreciation 

If capital assets are rented the above costs are displaced 
by rent expense. 

rand 2. Insurance and taxes. ‘The investment in capital 
assets in the various departments serves as an equitable basis 
for distributing insurance and tax expenses. Depending on 
how insurance is taken out, whether on the total investment 
or separately on capital assets and on goods in process, it is 
or is not desirable to include, along with the amount invested 
in capital assets, the average amount invested in goods-in- 
process. 

3. Repairs. If possible, repairs should be charged 
direct to departments. Those not so chargeable may be 
distributed on the basis of the investment in capital assets 
in the department benefited. 

4. Depreciation. Same principles apply here as in case 


of “repairs.” 
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35. Information Necessary for Departmental Control 


Department heads should be informed regarding all facts 
respecting the investment in capital assets in his departments. 
Such information should take the form of periodic reports 
giving complete summaries of departmental costs. The 
activities of each department must be regulated with a view 
to the fact that it is a link in the enterprise, not a separate 
business. Not only foremen of operating departments but 
also the head of the sales department are interested in costs 
of such operating departments, the latter because knowledge 
of such costs enables him to plan selling prices, prepare 
sales campaigns, and so on. 

Purchasing should be done with a view to departmental 
costs; otherwise the amount permissible to offer for materials 
is not known because production costs are not known. 

The spread between costs and selling prices must allow 
for a return on capital as well as for other costs. This 
margin can be safeguarded only if all costs of all stages 
of the productive process are known. In each such stage 
some person must be held responsible for so employing 
invested capital that his activities will contribute toward a 
favorable general outcome. 


CLASSIFICATION 


36. Principles of Account Classification 


Classification of accounts into primary subdivisions re- 
quired in balance sheets and profit and loss statements is 
fundamental. Such classification shows information with- 
out which general tendencies within the enterprise cannot 
be learned. Being basic, it may be termed primary classi- 
fication. Ina primary classification each account is as broad 
as the business because everything belonging to the group 
described by the account’s title is included under that 
account. Examples of primary accounts and their explana- 
tion are shown as follows: 
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1. Cash 5. Insurance 
2. Merchandise inventory 6. Plant 
3. Selling expenses 7. Purchases 
4. Rent 8. Sales 


. Cash is not usually subdivided according to activities, rep- 


resenting neither profit nor expense. For convenience, it 
may be separated into: 
(a) Cash on hand 
(6) Cash in bank 
(c) Cash at branches 
(d) Petty cash 
etc. 


. Merchandise inventory is frequently sub-classified, to 


ascertain the profitableness of each of two or more activi- 
ties. In case of general retail enterprises illustrations are: 
(a) Inventory of clothing 
(6) Inventory of furniture 
(c) Inventory of books 
(d) Inventory of groceries 


This may be termed a secondary classification to distinguish 
it from the primary classification, which includes the 
entire merchandise inventory. 


. Selling Expenses fall into a secondary classification corre- 


sponding to merchandise groups. 


. Rent may be given a similar secondary classification, but 


not all rent expense is incident to merchandising opera- 
tions. Part should be allocated to administrative expense. 
Yet other subdivisions of rent may be required, depending 
on the nature of the business. Being paid usually as a 
single item, the allocation of rent to a secondary classifica- 
tion is made arbitrarily. 


. Insurance resembles rent expense, being paid usually as 


one item, then distributed arbitrarily to a secondary classi- 
fication. 


. Plant aids various activities, operating and non-operating. 


Expenses of non-operating departments, such as power, 
storage, etc., must be allocated arbitrarily to operating 
departments. Then combined with the direct plant ex- 
penses of operating departments, total plant expenses 
applicable to each operating department are shown, and 
the amount of capital asset expense incident to each 
activity is determined. 
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Note: Because selling expense, rent, insurance, etc., are 
here said to fall into subsidiary classification it does not 
necessarily mean that in the actual classification of accounts 
secondary accounts for selling expense, rent, insurance, etc., 
are to be kept. When the subdivision is made, the amounts 
allocated to departments may be carried to the respective 
departmental trading accounts when the books are closed, 
without first having been carried to secondary nominal 
accounts. 


37. Classification Based on Function 


Subdivision of assets, liabilities, revenues and expenses, to 
constitute classification, must be based on some function or 
activity. Operating functions comprise buying, prepara- 
tion for sale, and sale of services or goods. 

Non-operating functions aid in the purchase, preparation, 
and sale of goods. 

In case of merchandising establishments purchasing, 
storing, and selling are operating functions; providing shelter 
and heat are non-operating functions. In themselves, non- 
operating functions produce no profit. Only operating func- 
tions produce profit, but it cannot be ascertained until the 
cost of all contributory services is charged against revenue. 

Having outlined the operating functions and the contribu- 
tory non-operating functions, the classification of accounts 
should be designed to record the necessary data concerning 
them. Form 327 shows how costs of non-operating or con- 
tributory functions are related to costs of operating func- 
tions. 

The arrangement in Form 327 is based on the assumption 
that the cost of the eight non-operating functions are in no 
instance chargeable directly to departments, but must be 
allocated thereto on some arbitrary basis. In case any of 
these are directly chargeable to operating departments the 
diagram requires revision. Thus if the departments are 
housed separately in buildings for which separate rentals are 
paid, the diagram is as shown in Form 328. 
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There are, then, two groups of costs: 


1. Operating, which ordinarily are chargeable direct to de- 

partmental accounts. 

2. Non-operating, divisible into: 

(a) Those chargeable direct to departmental expense 
accounts. 

(6) Those which must be allocated to departmental ex- 
pense accounts arbitrarily. 

The exact distribution of costs among these groups de- 
pends on the nature and organization of the business, and 
the method of treating various items of expense. 

The chief problem-is determining whether a particular 
non-operating cost falls in the group which must be allocated 
arbitrarily to departments, or in the group which can be 
allocated directly to departments. 

It is possible that some items listed in the diagram (Forms 
327 and 328) as non-operating may, under certain conditions, 
be departmental operating costs. Thus if power is used in 
preparing goods for market and is metered so that each 
department is charged directly for the amount consumed, it 
should be regarded as a departmental operating cost. 

A classification of accounts must be arranged to reflect all 
facts relative to costs in order that they may ultimately be 
charged or allocated to the proper departments. 


38. The Limits of Classification 


Theoretically, classification may be carried to a point of 
extreme refinement; practically, however, it should be car- 
ried only so far as to provide data necessary in making 
analyses of important activities. A merchandising concern 
dealing in four fairly well defined groups of commodities 
should not be satisfied with such broad analysis as may be 
secured from the general balance sheets and profit and loss 
statements. On the other hand, it cannot profitably go 
farther than to secure complete analysis of each of the four 
branches of its trade; the results secured in doing so would 


not justify the outlay. 
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ForM 327 


RELATION OF Costs oF NON-OPERATING FUNCTIONS TO CosTS 
OF OPERATING FUNCTIONS 


COSTS OF 
NON-OPERATING 
FUNCTIONS 


COSTS OF DEPARTMENTAL 
OPERATING FUNCTIONS 


Dept. A Dept. A 
: einina and Storing and 
ivi preparing 
for market 
cost: 


receiving 
costs 


Adminis- 
tration 


Non- 
Depart- 
mental 
selling 
expenses 
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Form 328 


TREATMENT OF Non-OPERATING Costs WHERE DEPARTMENTS 
. ARE HousED SEPARATELY 


NON-OPERATING COSTS 
ALLOCATED ARBITRARILY 
TO DEPARTMENTS 


Dept. A 
Storing and 
Preparing 
for market 
costs 


t. A 
Bee ad 
receiving 


Dept. 8 
ditto 


Dept. C 
‘ditto 


NON-OPERATING COSTS 
ALLOCATED DIRECTLY 
TO DEPARTMENTS 
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In determining to what extent classification of accounts 
(hence of accounting data) should be carried, factors to be 
considered concerning a business are: 

1. Its nature 


2. Its size 
3. Its organization 


1. In determining the general structure of the classifica- 
tion of accounts consideration of the nature of the enterprise 
is fundamental. The general structure of a classification of 
accounts for one railroad company should resemble that for 
another railroad company, even though the two companies 
vary greatly in size. The classification of accounts for a 
retail grocery concern should not resemble that for a railroad 
concern because they are fundamentally different kinds of 
enterprises. ¥ , 

2. The size of a concern, although it may not affect the 
general outline in accordance with which its classification of 
accounts is constructed, does determine largely to what 
extent sub-classification and subdivision of accounts ought 
to be carried. A telephone company having gross revenues 
of $50,000.00 a year does not require as ‘detailed a classi- 
fication of accounts as one having gross revenues of 
$10,000,000.00 a year. 

3. The accounting system must be coordinated with the 
organization, to locate responsibility. It is because the 
organizations of concerns engaged in the same lines of busi- 
ness are usually similar that their accounting classifications 
are similar. 


39. Classification Illustrated—Retail Meat and Grocery 
Business 


Below is shown a simple classification of accounts for a 
retailer selling meat and groceries: 


ASSETS LIABILITIES 


11. Cash on Hand 51. Notes Payable 
12. Cash in Bank 52. Accounts Payable 
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15. Accounts Receivable 53. Accrued Expenses 
16. Inventory of Meats 54. Bank Loans 

17. Inventory of Groceries 60. Mortgages 

18. Supplies 70. Other Liabilities 


21. Prepaid Expenses 


31. Store Fixtures, Equip- PROPRIETORSHIP 
ment, and Tools 81. Proprietor’s Capital 
32. Delivery Trucks, Wag- Account 
ons, and Horses 82. Proprietor’s Drawing 
33. Store Building and Land Account 
4o. Other Assets 86. Profit and Loss 
INCOME 106. Ice—Refrigeration 
gr. Sales—Meat 107. Advertising 
gia. Sales—Groceries 108. Wrappings and Con- 
g2. Interest Received tainers 
93. Other Income 10g. Other Store Expense 


109a. Delivery Wages 


EXPENSE 1096. Delivery Expense 

tor. Cost of Sales—Meat 1ogc. Interest Paid 
tora. Cost of Sales—Gro- 109d. Miscellaneous Ex- 

ceries pense 
102. Salaries 109e. Depreciation—Build- 
103. Rent Paid (when build- ing, if owned 

ing is owned) 109f. Depreciation—Fix- 
104. Wages of Clerks tures and Equipment 
105. Heat, Light, Power 109g. Bad Debts Expense 


In small retail stores inventories, sales and purchases, 
and possibly a few other items of expense can be allocated 
directly to departments; but for most expense items shown 
in the above classification direct allocation to departments is 
impossible because it is spread indiscriminately over the 
departments. This is true of such items as rent, wages of © 
clerks, heat, light and power, refrigeration, delivery expense, 
and so on. 

In large establishments having greater differentiation of 
work and service, many of these become direct departmental 
expenses. This is indicated in the classification of accounts 
by having departmental expense accounts, as, 


102. Salaries—Meat Department 
102a. Salaries—Groceries Department 
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107. Advertising—Meat Department 
107a. Advertising—Groceries Department 


Nevertheless, some expenses must be allocated to depart- 
ments arbitrarily. ‘“Rent” or “Depreciation Expense” is an 


ForM 329 


TREATMENT OF Costs WHERE CONSIDERABLE DIVISION 
oF Work EXISTS 


NON-OPERATING COSTS TOTAL 
ALLOCATED ARBITRARILY DEPARTMENTAL 
TO DEPARTMENTS COSTS 


DEPARTMENTAL OPERATING COSTS 
Groceries 
Dept. Total 
costs 


Groceries Groceries 
Dept. Selling 
and delivering 

for market costs 

costs 


> 


Meats Dept. Meats Dept. 
ditto itto 
D 
Shoe Dept. 


Total 
Delivery otal costs 
Exponses 


id 
Gi 
De 
Deprecia~ 
General tion of 
Expenses Dept. Equipment 
Bad abe Shoo Dept. Shoe Dept. Shoo Dept. 
Dept. ditto ditto ditto 


Deprecia- 
Interest 


tion of 
aid Equipmont 
pes Late 
Dent 
pes NON-OPERATING COSTS 
tion of ALLOCATED DIRECTLY 
Eavipment TO DEPARTMENTS 


Deprecia- 
tion of 


ion 
Equipment 
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illustration, as well as most other expenses arising from the 
use of capital assets. 
The treatment of expenses in case of a store large enough 


* to permit considerable division of work and service is dia- 


grammatically illustrated in Form 3209. 


PLANT RECORDS 


40. Purpose of Plant Records 


The component parts of capital assets are so many and 
various that adequate control over them is impossible with- 
out some form of records. Such records should furnish 
reliable data concerning the purchase, age, estimated life, 
depreciated condition, etc., of all parts of plant. 

Plant records must be in agreement with the classification 
of capital assets. Since the classification of capital assets 
adopted should be functional in character, i. e., based on the 
uses of the assets whose values are recorded, the plant 
records must be made to reflect the basic subdivisions of 
plant, thus affording information most likely to be needed 
to aid in management. 

In designing an accounting system to control the plant, the 
aim should be to supply the responsible party with account- 
ing and statistical information relative to the investment in 
plant such as will enable management to make the analysis 
of plant costs necessary to the adequate control of such 
expenses. 


41. Nature of Plant Records 


Preferably, plant records should be part of the double- 
entry system. This insures accuracy and requires that the 
records be kept up to date. Sometimes, however, it is 
advisable not to attempt a strict tying up of the plant ledger 
in this way, the agreement between the detailed plant records 
and the plant account in the general ledger being checked up 
periodically by means of a sheet summarizing the details 
found in the plant records. 
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Sometimes plant records are begun on a scale so detailed 
that when a period of depression arrives they are neglected 
because of the expense of operating them. Anything which 
does not serve a useful purpose should be eliminated. 

What facts to record in the plant record depends on the 
character of the plant and the nature of the information 
required. The following is suggestive: 


(1) Description of the unit 
(2) Symbol of the unit 
(3) Maker 
) Vendor 
) Purchase order number 
) Department number 
) Capacity 
) Date of installation 
) Cost— 

(a) Invoice or net 

(6) Freight 

(c) Installation 

(d) Attachments 
(10) Estimated life 
(11) Depreciation rate in % 
(12) (a) Monthly 

(6) Yearly 

(12) Location as to building, floor, etc. 
(13) Appraisal reproduction value 
(14) Depreciation reserves by years 
(15) Estimated scrap value 
(16) Book value, or remaining value 


Although it may not be desirable to show all this informa- 
tion, the complete history of a unit should appear. 


42. Form of Plant Ledger 


The plant ledger should usually be set up in form of either 
a loose leaf book or a card record. It is then possible to 
carry only as many pages or sheets as required for current 
purposes and to make additions only as needed. 

One industrial concern keeps its inventory record of 
equipment on one form of card (Form 330), but the cards 
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are in four colors—buff for machinery, blue for tools, salmon 
for factory fixtures, white for furniture. This concern has, 
however, permitted all but the buff ones (machinery) to go 
into disuse, the multitude of small items entering into the 
other accounts being too numerous to handle on individual 
cards. The concern’s statistician states: 


For the time being we are simply listing upon blank 8xs cards 
monthly accessions to the tool, factory fixtures, and furniture 
accounts according to departments without any effort to describe 
the items, except only in those few cases where the accessions 
amount to more than one or two hundred dollars. A similar record 
is kept of additions to other fixed assets, such as building, building 
fixtures, etc. 

The buff cards that are used for the machinery inventory con- 
tain a number of spaces that are not used. Practically all that 
we enter is the description and symbol of the machine, the de- 
partment, and its cost. 


ForM 330 


INVENTORY RECORD OF EQUIPMENT 


Symbol | _ Description Dept. No. Location 

Type Maker Capacity Installed 

Cost | Rate per Hour | Depreciation 

F.O.B plant $ Estimated life Years 
Piection $ a Monthly depreciation $ 

Total cost §$ Yearly a % 


934 CORPORATE MANAGEMENT AND PROCEDURE 


Form 331 shows the form of machinery record used by a 
large concern which manufactures firearms. 


ForM 331 


MACHINERY RECORD 


Insurance Number Machinery Record Asset Symbol 
Description 
Weight Floor Space Appraisal 1922 Vol. Page Date Rec’d 
Maker Maker’s No. Drawing No. 
Vendor Pur. Order No. Voucher No. 
Location Values 
Asset 
Date | Bldg. | Tract | Floor |} Date | Order No. Detail Cost | Total 

Inv. or net 

Freight 

Installation 

Attachments 

II-I- Additional 
1922|Appraisal Value | 


(Front) 


ae Ca 
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Form 331 (Continued ) 
MACHINERY RECORD 
—— — — ES SE _ — — Ei iS{iS|S|FSpy>*!*eEsE“)"“SSS==SSSSSS_=SS HSL eS... 


Cost of Production 
Less Depreciation 11-1-22.... 


Insurance Number | Depreciation Year Old Class Asset Symbol 
Amortization 
Depreciation | Addi- | Add. Value Value 


———] tional 
Total | Value} Amt. 


so S 


Rate 
Date | Class} % |Cost} Amt. Total | Depreciation 


(Reverse) 


Form 332, on the following page, shows a “Record of 
Minor Equipment” used by a large manufacturer of farm 
machinery. The same form is also used for buildings. 
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ForM 332 
Name of Company 
REcoRD OF MINOR EQUIPMENT 


i aie he hatha ABA chet ois easier a nia neato Works 
Building” Now seon. duces FIGOr"NOTy pects atone Card sNOars huis cee 
Pescription wench. ccaare, ste seit cle ee eeiagec ss Che ol one aU eal lalate a ave rer no meee eas 
Date identified sat: works: s4 s..tm sete claves ore tiayminiahacamiis serait se lore een epee 
Appraisal reproductive value, invoice No. ...... PagesNo.ncecn Sot theron 
WosPavaltres (ew) once aes o emcees eletakee ncsois eiaieie oetecaks Minthoniaraemorrs Soir ona 
Summary reference, exhibit..4..0- 00 acs aene PAGCOR tiche atnaretera reer 


The same company uses the form shown in Form 333 for 
machinery. 
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RECORD OF MACHINERY 


TOS. SEHR EDR Ac cea, CALNE: Works Machine No; Sesck eis cee eee 
INSTALLATION OF MACHINERY 
Building-power—Machine-tools 


Name ‘and description! of ‘machines. o 1. vente caciecee oc cic lie eae 

Made bys. ay ocd arcury satire a teconrcieemecicerarerat Maker's’ NO. s scien ante 

Purchased from 3 qerccctec cic ad shorts cut tnvere astuce cate areola ta. oie nate Ce en 

Date “installed. sts cece es Building: os..0. - Main plant Bloons tae nese 

Cost. Materialy $i. uae nr Se le Peas ee Grey iron fdry. No. 1—No. 2 
BS CLAD ORS apts cane aie Vabte cit San Mall. Bdty." feaniet Twine mill 
Sie BULGE Ber R yo mttaer Shop order or account No. .......... 
SoreLotali yi Saesceannne 


See meee ere ae aee reese ereresreeseersrersesessee 


O10 O10).0.6) (01/6 © ei aie wie u! ele 8 66.0, 0d le aleie! 6 6s sm Sine) gre eletel ein) 


Works auditor 


Form 334 shows the “Property and Depreciation Record” 
used by a large industrial concern engaged in manufacturing 
car springs, etc. 


00}£o1 ‘9 00}99f 5 vzO1 
oo} Lel‘s 00] 16z as £761 
oojgrr‘s 00] 162 5 zzO1 
oojSs1‘s 00] 16z oh 1z61 
oo} tog ‘Vv 00} 162 a oz61 
oojELs ‘vy 00} 162 s 6161 
00/zgz ‘Vv 00] 162 sf QIor 
00/166 ‘¢ 00} 16z NE L101 €2/1E/71 00]002 ‘ZI oo}oo$ *z ‘deg £vzg-w/S uolIppy ,S1 
oojood ‘fg oco0}00L ‘6 ¢ g161r ‘1€ ‘d9q [esteiddy 
aqyeq jyunowy 
[2101 Trerpq a1ey IedK I0j —_——————|  [Trerg pesieqa Be icess spreosiqy 10 
pezeunsy 12710L 2/e siojsuevi1y, ‘SuoT} 
a -Ippy jo worndioseq 
uojeseidaqd anjeA Ajsredoig 

3) JUsUIID— jooy 

yuetg— S100] 

uoIl paziueATes)— STIRAA 

staid 93219u0j— U0T}Zpuno, 

(suo] sAeq S pu oprm skeq £) 9g x 1S— suonusuig 

A10}S OM} ‘Pep UOIT— UOTNIsU0D NOLLdINOSAG 


r-"] VE “ON HU 


SYIOM YsIngsiiig 


SUIP[INg I8v10}¢S 


qaoory NOILVIOdudad AGNV ALYAdOaXg 


vee waoq 


uryed AAVN 


Aueduiog jo wen 


937 


$ | 9)q/et103uU/aauT 10/111 ‘zg ¢ zzO1 ‘IE “daq aourey 
[®30L [e1eq 9jeyY | eax Joy | ajeq yunouy Heed | CdD.HO 90u9 SP1BISI(] 10 S1oJsueI], 
peyeurnsy [210], ae “Tey | ‘suonIppy jo uorydiuosaq 
uonepeidaq 


VI ‘ON uy 
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Form 335 shows a similar record employed by the same 
company, but in this case the item in question is inventoriable 
and the details are listed in a detail sheet, Form 336. 


ForM 336 
DETAIL SHEET 


Name of Company Pittsburgh Works 
DETAIL OF PROPERTY GROUPS 
Unit No.1 A 
NAME Miscellaneous laboratory equipment 


Date 
Amount || Discarded 


Analytical bala|ince, Chrillstian- Bellcker 


Multi unit com|/bustion fllurnace 


Portable bristol|| indicating pyromlleter 


3 Platinum cruclibles } 


Water still $2, III|91 


Gas hot plate 


iki 
| 


Welders gauge 


Electric oven 


| 


eee 


i }. 
| 


The record shown in Forms 330, 331, and 332, is kept by 
units of equipment. A separate record is kept for each of 
the ten plants. These records cover all but real estate and 
patterns, the latter being charged direct to the job for which 
constructed. 

In Form 334, note that the value used is the appraisal 
value as of December 31, 1916. For property bought before 
December 31, 1916, this company uses, as the basis of ac- 
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counting, “sound value.” But for property purchased after 
that date “cost” is used. By sound value is meant reproduc- 
tion cost less depreciation. 

This concern carries a Property account in the general 
ledger containing all fixed property values, tangible and 
intangible. The property and depreciation record is checked 
up yearly with the general ledger property account; but no 
direct control is exercised over the plant record, as where the 
general ledger property account is made a control account. 
Annually a summary of property changes and of depreciation 
charges is made for each plant. By means of this a recon- 
ciliation is effected between the general ledger property 
account and the plant records. 

For depreciation purposes, this concern has established 
five rate groups—3 %, 5%, 744%,10%, and 20%. 

The 3% rate applies to steel and brick buildings, open 
hearth furnaces (rebuilding being taken care of by a reserve 
for furnace rebuilding), oil tanks, etc. 

The 5% rate applies to power equipment—boilers, en- 
gines, generators, motors; also to foundry and machine shop 
equipment—charging machines, overhead traveling cranes, 
gas producers, and machine tools; yard locomotives and 
rolling stock. 

The 714% rate applies to foundry equipment. 

The 10% rate applies to hot metal ladles, jerring ma- 
chines, etc. 

The 20% rate applies to motor trucks, grab buckets, etc. 

This concern capitalizes only the direct cost of capital 
assets. 


43. How Plant Ledger Should Be Controlled 


Preferably, the plant ledger should be controlled by a 
control plant account in the general ledger. If the balances 
shown in the plant ledger for the different units of plant is 
the net depreciated value, the agreement between the sum of 
such balances and the control plant account is established by 
deducting the balance in the depreciation reserve account 
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from the balance of the control plant account, because depre- 
ciation written off for the units of plant recorded in the plant 
ledger is represented by the depreciation reserve account. 


When plant becomes well seasoned so that replacements 
offset further increases in the depreciation reserve, the status 
of normal depreciation is reached. The reserve indicates the 
amount of composite depreciation existing at any time. 


44. Procedure Advocated by United States Chamber of 
Commerce 


The following is quoted from “Depreciation”, a pamphlet 
issued by the United States Chamber of Commerce. 


It is not unusual to find assets grouped under such general cap- 
tions as Buildings, Machinery and Equipment. The term “Build- 
ings” may include wood, concrete, steel or brick structures de- 
signed for heavy use or light, may include fencing and wood bins, 
drainage systems and docks. The term “Machinery” may com- 
prise electrical generators and steam engines, hydraulic presses 
and steam hammers, lathes, planers and boring and milling ma- 
chines, woodworking machinery and small tools. The “Equip- 
ment” may vary from a locomotive train to pickling tanks, from 
glass furnaces to fire systems. The span of usefulness of these 
assets may vary from three years to thirty-three, yet all will bear 
a 3 per cent, 5 per cent or 10 per cent rate of depreciation, nor 
will it be possible to determine the depreciation record or history 
or the undepreciated value of any specific unit or type of 


property. 
A classification of property is a prerequisite to the proper re- 
cording of depreciation. 


Tax regulations, as well as ordinary accounting propriety, re- 
quire that the allowance for depreciation should be computed and 
charged off with express reference to specific items, units or groups 
of property, each item or unit being considered separately or 
specifically included in a group with others to which the same 
factors apply. 

Hence a proper record of depreciation requires that the specific 
items and units of property be enumerated and classified by kind, 
group, or department, and that their original cost be ascertained, 


942 CORPORATE MANAGEMENT AND PROCEDURE 


as well as the accumulated depreciation and the remaining useful 
life. 

To do this will not be easy for an established concern accus- 
tomed to taking depreciation on a general grouping of property, 
such as Buildings of Machinery, and for such a concern “the 
splitting up and allocation of the old capital outlay must be 
approximate.” Such allocation will, however, be greatly assisted 
by a competently made appraisal. 

A complete record and history of depreciation as well as of 
plant and equipment can be secured through the property ledger, 
which aims to do for plant and equipment what the perpetual 
inventory record does for stock on hand. 


Such a property ledger will tie up with the general books of 
account, and will supply the detail for the total cost of property, 
the depreciation written off in any one year, the additions, renewals 
and disposition of property, the amount in the depreciation re- 
serves, the estimated scrap value, and the net remaining sound 
value of property. 


In addition, the property ledger will contain a brief descrip- 
tion of all property, where located, plant identification, the name 
of manufacturer and manufacturer’s number, from whom and 
when purchased, the total cost, including freight and installation 
charges, the estimated useful life of equipment and rate of depre- 
ciation, and it may likewise have a record of repairs, replacement 
values and a tabulation of monthly depreciation. 


The property ledger can be conveniently compiled in card or 
loose leaf form, and each card or sheet ought to last from twenty 
to thirty years. Practically the same form can be used for depart- 
mental and final summaries of plant and depreciation. The com- 
plete financial, plant, and performance history of each item of 
property secured in this way guides future outlays upon plant, 
helps the accurate determination of loss or gain or specific assets, 
is of some importance in credit applications, simplifies the 
compiling and checking of tax and annual statements, and is 
invaluable in the event of a fire loss. The surprising thing is that 
there is still a comparatively large number of concerns operating 
without such a property ledger. 


The arrangement of the form of property ledger as well as its 
size, etc., will depend on the ingenuity of the executive or cost 
accountant designing it, as well as upon his sense of what is 
important information for his particular requirements, industry or 
plant. It may be desired to compress all the information on a 


& 
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small card, using both sides, or it may be considered wise to keep 
track of monthly depreciation, the cost of repairs or replacement 
values. These are merely details to be adjusted to and by 
individual needs. 

To illustrate (Form 337) the use of the property ledger, it is 
supposed that a 50 H. P. Steam Engine is purchased from Evans 
and Clark for use in the Trimming Department, S. E. —T. 1799 
is its plant number, S. E.—symbol for Steam Engine, T. for 
Trimming Department. This plant number appears on the name 
plate of machine where it can be easily seen. If the asset is 
frequently moved about the plant, it will be given a location 
number. The manufacturer is the Brighton Engine Co., the manu- 
facturer’s number B-93217. Its useful life has been determined at 
15 years. 

The invoice for the engine comes to $2,500.00, freight charges 
$15.00, installation $185.00, a total cost as of January 1, 1921, 
of $2,700.00. The scrap value is computed at $150.00, leaving 
a wearing value of $2,550.00, and an annual depreciation of 
$170.00, arrived at by dividing the wearing value by the useful 
life of 15 years. 


The record of the engine is as follows: 


1921. Normal depreciation of $170.00, no additions, no 
renewals. At the end of the year there will be $170.00 
in the depreciation reserve and a net remaining value 
of $2,380.00. (Wearing value $2,550.00 less deprecia- 
tion reserve $170.00). 


1922. Normal depreciation of $170.00, no additions, no re- 
newals. At the end of the year there will be $340.00 
in the depreciation reserve and a net remaining value of 
$2,210.00. 


1923. Normal depreciation of $170.00, no renewals, an addi- 
tion in the way of a lubricator, installed October 9g, at a 
cost of $150.00. At the end of the year there will be 
$510.00 in the depreciation reserve and a remaining 
value of $2,190.00. (The former wearing value of 
$2,550.00 has been increased $150.00 to $2,700.00, by 
the cost of the lubricator; $2,700.00 less $510.00 in 
depreciation reserve, leaves a net wearing value of 
$2,190.00). 

1924. The normal depreciation has been increased to $182.50. 
This is arrived at by dividing the new remaining value 
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$2,190.00 by the remaining useful life of 12 years. No 
additions, no renewals. There is accordingly at the end 
of the year $692.50 in the depreciation reserve, and a 
net remaining value of $2,007.50. 

1925. Normal depreciation of $182.50. Other things being 
equal, there would accordingly be $875.00 in the de- 
preciation reserve at the end of the year, and a net 
remaining value of $1,825.00, but on July 12 the old 
piston has been replaced by a new one costing $300.00. 
This $300.00 is charged against the accumulated depre- 
ciation, reducing that to $575.00, and increasing the 
remaining value by just that much to $2,125.00. 

1926. At January 1, 1926, the asset has been in use five years. 
Its remaining useful life accordingly would be ten years, 
but the replaced piston, etc., it is assumed, prolongs 
the useful life two years, and the remaining useful life of 
the asset is correspondingly changed to twelve. This re- 
maining useful life, twelve years, divided into the 
remaining value, $2,125.00, gives a new annual depre-- 
ciation charge of $177.08. At the close of the year, the 
depreciation in reserve will amount to $752.08 and the 
remaining value $1,947.92. 

1927. On the tenth of January the machine sold for $2,000.00. 
On the proper page of the journal an entry correspond- 
ing to the following will appear:— 


Caslh Wah G or ntee teste oat cee $2,000.00 
Reserve for Depreciation... 752.08 
Profit} and Lossiaice facets 97-92 


Buildingsed)ims yen $2,850.00 


The sales price, $2,000.00, plus the accumulated de- 
preciation, $752.08, $2,752.08, deducted from the total 
cost $2,850.00 indicates a loss of $97.92 on the trans- 
action. 

A notation can be written in red ink across the face 
of the property ledger page, or the items of cost, scrap 
and wearing value, depreciation reserve and remaining 
value closed out. At all events, the page will be taken 
out and filed in the rear of the ledger, 


This hypothetical history is given in order to show how that 


property ledger operates and by what manner of contingencies 
it is affected. 
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CONTROL OF PLANT EXPENDITURE 


45. Purpose 


The purpose of a request and estimate procedure is to 
provide adequate control over expenditures made in connec- 
tion with capital assets. When properly arranged, a request 
and estimate provides a detailed record of each expenditure, 
showing (1) nature of the equipment desired, (2) estimated 
yearly saving resulting, (3) account to be charged, (4) 
classification of the expenditure, and (5) name of the official 
who approves it. 

The request and estimate serves as the basis from which 
purchase orders are originated. 


46. Origin 


The request and estimate originates in the office of a plant 
superintendent or of a manager of a branch office. A specific 
illustration follows: 


The sales department decides that advantages would accrue 
from the use of one-half pound tapered tin cans in marketing 
hash. A letter is sent to the plant superintendent, asking 
whether such cans can be manufactured at the plant. He 
takes the matter up with the foreman of the tin shop and with 
construction department. The manufacture of tapered cans 
would necessitate remodeling present equipment, but cost of 
remodeling would be offset by subsequent savings in cost to 
manufacture. 

A request and estimate is therefore made up in the plant 
superintendent’s office to cover cost of remodeling equipment 
used to manufacture cans. This requires the insertion of loca- 
tion of plant, date, number of the request and estimate, esti- 
mated amount of the expenditure, what the expenditure is for 
and the reason therefor, when the work is to start, estimated 
cost (in figures), estimated time to finish, and estimated 
yearly saving. The form shown in Form 338, is filled out and 
attached to the request and estimate, shown in Form 3309. 

The request and estimate is made up in triplicate. The 
original copy is signed by the foreman of the department af- 
fected and by the superintendent of the plant. The duplicate 


Any 
. 
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(white) and the triplicate (yellow) are retained in the office 
of their origin. When the work is completed actual cost and 
actual time to finish are entered on the duplicate and triplicate. 
The duplicate is then sent to the controller’s department where 
actual cost is compared with estimated cost. When actual 
cost is considered higher than estimated cost, the discrepancy 
is brought to the attention of the general superintendent for 
investigation. The triplicates are retained in the office of 
origin. 


47- Approvals 


After the original copy of the request and estimate is 
signed by the plant officials, it is sent to the office of the 
general superintendent. Here the information found on the 
request and estimate is entered in a register. This register 
is used for reference and to aid in controlling future ap- 
provals. If deemed necessary, the plant superintendent 
approves it in the space provided. However, all requests 
and estimates are thoroughly investigated before being 
approved. After being approved by the plant superintendent 
the request and estimate is sent for approval to the construc- 
tion department, office manager, treasurer, controller, vice- 
president and president, in the order named. These officials 
base their approvals on the information found on the request 
and estimate, and in letters and papers attached. The 
treasurer takes care of fire insurance requirements regarding 
new equipment when the request and estimate goes through 
his office. 

Before the request and estimate is approved by the con- 
troller the amount of the expenditure is entered against the 
budget for the plant concerned. It is then recorded in a 
register serving as a permanent record of request and esti- 
mates approved. The controller then approves the charges 
to the account designated on the request and estimate. The 
account to which the charge is to be made is determined by 
the person who checks the request and estimate against the 
budget. The above plan insures adequate investigation of 
all expenditures. 
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ForM 338 


Form ACCOMPANYING REQUEST AND ESTIMATE 


PLAN Di ats So a ee De ee teers Sere pi TO22 4 
Estimate yor iCOst sav. sireeiswactetncists Estimate: Nol fesictic. seta eee ne 
PU URN rhe ar ate Gaels, 6d av Sie 0 fe aca cette aE SPOS Request and estimate No. ........ 
Bg Dear DG ras ie TRA ipl ers aie Hirata 's eeneteeeaare's Estimated (DVya wncs vie cee colina we 
As per drawing No. Ite De hans Cae Checked” bysgaicime smelter eis otters 


oll TTT 


Estimated Cost 
Material and SS a Remarks 
Description Material |Labor | Total] Grand Total 


FoRM 339 
REQUEST AND ESTIMATE* 
ACS eva charpivielett Ric tcbelaee ere rere City: 2aiitcmwa teens State 
DD Ate sev csivanvlaare ce oeutrenss 192. NO. vasranaintncs 


: Advocated by 
We recommend an expenditure of signatures 


ged, Sink HOS Atk EE ae eee Dotlarss Sjeee eee 
For financing chucks, seaming blocks, double seamer attach- 
ment and install. also equip single roll scoring machine to 
score 24ulb; tins = Soe eee Be me oe meee ren Manager 


heat Gs ele ae ew ee ee Re SEL Seley epee en aL Dept. 
Reason—The above equipment will save about $______ per M head 
Pitts = Brceed atts cite Ak: Bata ce URANO Gm Soe 2 
If this is a REPLACEMENT AND item replaced is not worn 
out or unfit for use, indicate below what it replaces, why same 
is being discarded, giving its value (estimate if necessary.)____] Supt. of Plant 


Foreman |} of Dept. (tin shop) 


ee 


VALUES, BOOK $ ACTUAL $ 
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Cost Time to finish saving yearly Approved as to charges 
f Gross estimated_____________- to Accounts 
Estimated $____Estimated____Less Int. Dept. Etc.__________ 5 
Estimated $2. $2225 Office Mgr. 
Actual See Actuales ene Notetstimated= 2 225-22 5 2 
Details Attached 
Chargeable to (NCLUS ERR met oe oe a cS en eee tee erg ee 
Classification 
Investment $.-_-Gov’t. and Municipal________ et aS Accounting 
: $__--Insurance h yas Sire em Department 
Repairs $_---Power and Refrigeration De ee eee | Lees sere | = eee Lees Eee lo 
Fixtures $___._Maintenance See ee | ee ee ei eet ae 


zp lie ital eS $_-.--Installation or replacement to 
ee tee ee facilitate handling, reduce $_____--.--- 
costs, or improve quality. $ ___________ 


Total $. ==. PLOtala ea Gaeta ee 
3 Superintendents | 4 Construction 6 Insurance 
DIRECTORS Chicago department department 
Y 9 Pres. Treasurer 
Chicago 8 V. Pres. 
Approvals 


> 


* Issued in triplicate. 
48. Uses 


When all approving signatures have been entered on the 
request and estimate it is returned to the general superin- 
tendent’s office. This office then sends a notification of 
approval to the plant superintendent, purchasing department, 
construction department, and voucher department. 

The voucher department keeps the notification of approval 
on file, using it to-verify amounts and accounts to be charged 
when the invoice for the goods comes through. 

The construction department uses the notification of 
approval to keep posted on the various construction and 
remodeling work going on at different plants. 

The purchasing department keeps a record of all approved 
request and estimates. This record is made from the noti- 
fications of approval and is used as authority to purchase 
equipment and goods for the improvements and repairs 
called for by the request and estimates. 

The plant superintendent uses the notification of approval 
as authority to make out a purchase order, shown in Form 
340, for equipment needed for the improvement called for 
by the request and estimate. 
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When the general superintendent’s office has sent out the 
notifications of approval, it sends the approved request and 
estimate to the controller’s department, where it is filed. 

If the request and estimate calls for an improvement 
necessitating a capital investment, the amount of the invest- 
ment is shown on the building and equipment statement sent 
to the controller’s department each month by each plant. 


FoRM 340 
PURCHASE ORDER * 
Form C 480 
3 to a set Send original and duplicate to receiving department 
DEPT. No. 6 PURCHASE ORDER No. 
On Present 
hand — stock 
will last 
—=-=| Please purchase for........ Dept.;.....Datey. vaca 192 
Weht. 


or No.|| Price |Discount | Amount 


F.0.B. 
, Ordered by 
Date wanted 
Bought of 
Approved for 
Purchase by 


—_—$§$.:- 


*Issued in triplicate—white, pink, and green. 
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If the request and estimate calls for a repair, the cost of 
the repair is included in a monthly repair statement, sent by 
the plant superintendent to the general. superintendent’s 
office. 

When the repair or improvement is completed the dupli- 
cate (white) copy is sent from the plant office to the con- 
troller’s department with the actual expenditure inserted in 
the space provided. The controller’s office compares this 
with estimated cost, entering actual cost in the request and 
estimate register. The duplicate copy is then attached to 
the original, the two copies being filed. 


49. Procedure of Large Steel Manufacturer 


The above illustration emphasizes the administrative pro- 
cedure in connection with expenditures on plant. Following 
are shown forms used by a large steel manufacturer, filled in 
with a detailed illustration. 


FoRM 341 
Form No. Name 
A 5148S Request for special appropriation 
A 5158 Estimated cost on special appropriation 
A 5118S Job order form 


(This form serves two purposes; namely, the plant authority for per- 
forming work costing less than $200.00, in which case it takes the place ot 
Special Appropriation Form; and in cases when used with the Special 
Appropriation Form, it serves as a summary of the total charges each 
month to the Special Appropriation. 

A 533 Report of charges on completed appropriation 


ForRM 342 


Pittsburgh works 
Request for Special Appropriation February 19, 1923 S.A. No. P-241 
Re oslo sitions sete es , President 
An appropriation of $........ is requested to cover expenditures for 
purchase and installation of one 150 K.W. capacity motor generator set. 
A preliminary estimate of which is as follows: 
Motor generator set per quotation G. E. Co.............. $4,532.00 
Sei Ht ueeets serrarereee crore er srsxaier siete oor tis ise visiereisis wishes se 100.00 
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Tnstallation 2d.c.% cavctevivaas sve eet eneuare meen atabatetcbe ys toneiete tetoneren Me 800.00 
TO7%o) CONLINSENCIES 4 4 cactesi vst at ars srs) sl eet te eben areal 543.20 
$5,975.20 


Reason for request—(Describe the reason for the request, the estimated 
savings in costs or increase in production which will result, etc.) 

At present we are purchasing power for a motor driven air com- 
pressor and for A. C. Motor driving sand mills. 

Power for overhead cranes and small motors is supplied by an Erie 
high speed engine installed in 1908. Steam for this unit is supplied by 
two 150 H.P. fire tube boilers consuming approximately 300 tons of 
coal per month. 

The approximate present cost of generating D. C. power is as 
follows: 


Coall-400) Fonsiat SAOO%s same Meciets os vistered disisto cn aieeieantne $1,200.00 
Firemen and labor handling coal...............-2--00+5: 450.00 
Boiler room repairs and supplies................-e0eeee- 150.00 
$1,800.00 
Cost of generating with M.G. set: 
Purchased :pOwer: och: «cvis.- sidlola> eles: stele viata alee $ 900.00 
§0 tons coal at $4.00 for heating.............. 200.00 
$1,100.00 


Aside from actual saving, this arrangement will protect against any 
interruption, due to engine or boiler failures and will give complete reserve 
equipment in both electric power and compressor air. 

(If more space is required continue on back hereof) 
Request, madesby sari. siiet ev epemresleleree Account to be charged......... 
Recommended: by nic,caravaccoterlesersisla etre ties sare © wreqe eieierel cre race eae rey terme Nite 
Chief engineer Controller 
Authorized by x... cece temas eee Approved by board of directors 
Fourth vice-president 


ForM 343 
S. A. No. P-241 Pittsburgh works 
ESTIMATE OF COST ON SPECIAL APPROPRIATION 


‘ Issued February 19, 1929 
Covering: 


Motor serra set 150 K.W. Capacity complete with two switch board 
panels. 
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Amount 
Quan- —_—— 
Details tity || Price |j|Labor |] Material|] Total 
Motor generator set per G. E. 

Co. quotation __||___|__|]_4,.532|00}]_ 4, 532|00 
Freight on same fee rey bed 100 100/00 
Foundation and concrete floor _||__75}00 125 200/00 
Elec. wire, conduit toM. G. Set Bey ee 200 200|00 
Changing old switchboard _||_te9}o00) 200|00 300]00 
Labor erecting fae 100/00) 100|00 
Contingencies es Be 542/20 

pa | aes | ee 
Total | 5.975120 
Signed 
FORM 344 
Pittsburgh works 
J se ORDER 
Tate SISSUCGIE: fa) sais ie)s)ois,o70.ciete.she 19 Serial No. S/A P-241 
Shipping report (31) No. ........ Date Serene Account to charge........ 


Covering the Following Repairs to Equipment Unit No. .......... 


Capital 


$5,975.20 


Summary of cost 
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Direct Charges 
a Taber Matera Stores Other ey 

ae De re ee Charges _ es 
January $ __ | $s || $ $ $ ie 
February —_||_ sa Bee S bet 
March 1923 54|96 4/73 23175 83/44 
April 73|77 30/65 || __—38/65_||_ 4.719194 4,868 or 
May _8)04 23/83 4|8x 102/69 Eero 
June : 998|26 998}26 
jaye ainee 75 78 
August Ae 
September a 
October ees 
November a 
December avert ee = eee eee a oe 

TOTAL 6, 088}33 

Estimated Cost 
Date completed...... THOVIUg j 
| Amount _ Feds eee 


black - over 


Remarks—(Use back of form if 
necessary) Labor 


Materials 


Stores 


Other 
| Charges 


Total 113|13 
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ForM 345 
————— 
Pittsburgh works 

Report of charges on completed special appropriation 


Completed July, 1923 S. A. No. 241 


Details|| Total 


Purchase and Install. one 150 K. W. Mg. Set 


Appropriated 5975120 

Expenditures 

Labor: LAI 
Common labor 30.14 vale 
Brickmason 20.24 
Repairment 26.91 
Carpenters 55.48 

Materials & Stores: 126|42 
71 Concrete materials, 80900 lbs. Omer 
go Stores 37.97 
93 Lumber 520 ft. 29.24 

Other Charges: “|l5,820)14 

Invoice Date Supplier Descripit. Amount 

717 4-18 Union Elec. Co. busing 4.60 

656 S we conduit 14.93 

738 4-24 Central Elec. covers .96 

812) switchboard) 

835) General Elec. Co generator) 

861) accessories) 4,532.00 

812) Freight on above 87.58 

835 Freight on rheostat 2M73 

4-30 Union Elec. Co. conduit 60.15 

870 «© McCullough Elec. Co. ‘“ 8.66 

W.A.Voucher 
No. 436 Express on parts 8.33 

919 5-8 Union Elec. Co. clamps .40 

896 5-17 Houston Bros. cement 20.32 

983 “Std. Supp. & Equip. cap screws 92 

951 «Union Elec. Co. wire & clamps 47.18 

955 5-8 Pgh. G. & S. Co. bolt shields 1.60 

044 5-4 Freight on transformer 3.43 

965 5-8 S “switchboard 6.05 

COrrect teins sie ce INDDLOVEC sine cee tracts ehets LA DDIONEC teecseime syercuste tion 


Works Auditor Maintenance Engineer Works Manager 
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Form 346 


Pittsburgh works 
Report of charges on completed special appropriation 
Completed July, 1923 S. A. 241 


| 
Details|| Total 


Purchase and Install. one K. W. Mg. Set 5,975|20 
Other Charges (cont’d.) 
Invoice Date Supplier Descript. Amount 
956 5-25 Houston Bros. cement 16.25 
W.A.Voucher 
No. 437 express on meter 6.54 
1229 ~=s- Freight on transformer .98 
1220 6-14 General Elec. Co. transformer 51.6 
1391 6-30 Braunlich-Roessle wire gener. 945.68 
970 5-8 Doubleday Hill Co. insulators 15.48 
Credit on wiring generator Matl. ret’d 16.23 
Total expended 6, 088/33 
Over expended 113/13 
This over expenditure is due to various differences ie ben 
between actual cost and our estimate 


Correctaeectsne voce ne Approveditercest «sissies Approved:?/.2.5,se.5ccaee 
Works Auditor Maintenance Engineer Works Manager 
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STOCK TRANSFERS 


1. How Stock Ownership Is Transferred 


When the owner of stock sells it he fills out the form on 
the reverse side of his stock certificate and hands it to the 
buyer or to the buyer’s agent. The latter sends it to the com- 
pany or the company’s transfer agent who makes out a new 
certificate in the name of the new owner and, after having it 
signed by the proper officials, sends it to the new owner. In 
case the owner of stock sells only a part of his holdings the 
company or the company’s transfer agent issues two certifi- 
cates, one to the new stockholder for the amount of stock 
he has purchased and one to the old stockholder for the 
amount of stock he retains. In either case the original cer- 
tificate is canceled. 


2. Stock Exchange Regulations 


If a company wishes to list its stock on some stock ex- 
change it must conform to the regulations of the exchange 
relative to stock transfers. These are intended to prevent 
fraud and over-issue of stocks. Thus a company listing its 
stock on the New York Stock Exchange must maintain a 
transfer agent and a registrar in the Borough of Manhattan, | 
and both are subject to the approval of the Exchange’s Com- 
mittee on Stock List. The transfer agent must be in or near 
the Wall Street district to promote the quick transfer of 
stock. For the same reason the registrar must be in that 
vicinity. He must comply with the exchange’s regulations. 
His duty is to see that no certificates are improperly issued, 
that old certificates are properly canceled, and that stock is 
not over-issued. His certificate must appear on every cer- 
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tificate issued. The same institution may not act as both 
transfer agent and registrar. A company cannot act as its 
own registrar. It may transfer its stock at its own office 
subject to the Exchange’s regulations, to wit: 

Where a stock is transferred at the company’s office, the 
transfer agent or transfer clerk shall be appointed by special 
authority of the board of directors to countersign certificates in 
said capacity, and shall be other than an officer who is authorized 
to sign certificates of stock.1 


Relative to transfers of stock in other cities the regulations 
of the Committee on Stock List are as follows: 

The entire amount of the capital stock of a corporation listed 
upon the Stock Exchange must be directly transferable at the 
transfer office of the corporation in the Borough of Manhattan, 
City of New York. When a corporation makes transfers of its 
shares in other cities, certificates shall be interchangeably trans- 
ferable, and identical in color and form, except as to names of 
transfer agent and registrar; and the combined amounts of stocks 
registered in all cities shall not exceed the amount authorized to 
be listed. 


The form of assignment required by the exchange may be 
found by reference to the regulations of the Committee on 
Stock List. The transfer required by this form of assign- 
ment is unconditional and the power of attorney, once given, 
is irrevocable. 


3. Negotiability of Stock Certificates 


Stock certificates are not negotiable under the common 
law, but in some states this disability has been removed by 
statutory enactment. Some states, notably New York, Penn- 
sylvania, Ohio, Illinois, Connecticut, Massachusetts, Wis- 
consin, Tennessee, Louisiana, New Jersey, Rhode Island 
and Maryland, have passed the Uniform Stock Transfer 
Act, or a modified form thereof, which makes certificates of 


‘Comm. on Stock List, Requirements for Original Listing, July 1, 1925, 
Bae 6. The full regulations of this committee are found elsewhere in this 
volume. 
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stock negotiable instruments; but this provision applies only 
to such stock as is issued after the passage of this law. 


FoRM 347 


UNIFoRM Stock TRANSFER ACT 


——— 


The Uniform Stock Transfer Act has been enacted in eighteen 
states. The text of the New York law is reproduced below. It 
is found in Chapter 41 of the New York Consolidated Laws. 

Sec. 162. How title to certificates and shares may be trans- 
ferred.—tTitle to a certificate and to the shares represented thereby 
can be transferred only, 

(a) By delivery of the certificates indorsed either in blank 
or to a specified person by the person appearing by the certificate 
to be the owner of the shares represented thereby, or 

(6) By delivery of the certificate and a separate document 
containing a written assignment of the certificate or a power of 
attorney to sell, assign or transfer the same or the shares repre- 
sented thereby, signed by the person appearing by the certificate 
to be the owner of the shares represented thereby. Such assign- 
ment or power of attorney may be either in blank or to a specified 
person. 

The provisions of this section shall be applicable although the 
charter or articles of incorporation or code of regulations or 
by-laws of the corporation issuing the certificate and the certificate 
itself provide that the shares represented thereby shall be trans- 
ferable only on the books of the corporation or shall be registered 
by a registrar or transferred by a transfer agent. 

Sec. 163. Powers of those lacking full legal capacity and of 
fiduciaries not enlarged—Nothing in this article shall be con- 
strued as enlarging the powers of an infant or other person lacking 
full legal capacity, or of a trustee, executor or administrator, or 
other fiduciary, to make a valid indorsement, assignment or 
power of attorney. 

Sec. 164. Corporation not forbidden to treat registered holder 
as owner.—Nothing in this article shall be construed as forbidding 
a corporation, 

(a) To recognize the exclusive right of a person registered on 
its books as the owner of shares to receive dividends, and to vote 
as such owner, or 

(6) To hold liable for calls and assignments a person reg- 
istered on its books as the owner of shares. 

Sec. 165. Title derived from certificate extinguishes title 
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derived from a separate document.—The title of a transferee of 
a certificate under a power of attorney or assignment not written 
upon the certificate, and the title of any person claiming under 
such transferee, shall cease and determine if, at any time prior to 
the surrender of the certificate to the corporation issuing it, 
another person, for value in good faith, and without notice of the 
prior transfer, shall purchase and obtain delivery of such certifi- 
cate with the indorsement of the person appearing by the certificate 
to be the owner thereof, or shall purchase and obtain delivery of 
such certificate and the written assignment or power of attorney 
of such person, though contained in a separate document. 

Sec. 166. Who may deliver a certificate——The delivery of a 
certificate to transfer title in accordance with the provisions of 
section one hundred and sixty-two is effectual, except as provided 
in section one hundred and sixty-eight, though made by one 
having no right to possession and having no authority from the 
owner of the certificate or from the person purporting to transfer 
the title. 

Sec. 167. Indorsement effectual in spite of fraud, duress, mis- 
take, revocation, death, incapacity or lack of consideration or 
authority—The indorsement of a certificate by the person ap- 
pearing by the certificate to be the owner of the shares represented 
thereby is effectual, except as provided in section one hundred 
and sixty-eight, though the indorser or transferor, 

(a) Was induced by fraud, duress or mistake to make the 
indorsement or delivery, or 

(6) Has revoked the delivery of the certificate, or the au- 
thority given by the indorsement or delivery of the certificate, or 

(c) Has died or become legally incapacitated after the in- 
dorsement, whether before or after the delivery of the certificate, or 

(d) Has received no consideration. 

Sec. 168. Rescission of transfer—If the indorsement or de- 
livery of a certificate, 

(a) Was procured by fraud or duress, or 

(6) Was made under such mistake as to make the indorsement 
or delivery inequitable; or 

If the delivery of a certificate was made 

(c) Without authority from the owner, or 

(d) After the owner’s death or legal incapacity, the possession 
of the certificate may be reclaimed and the transfer thereof 
rescinded, unless: 

(1) The certificate has been transferred to a purchaser for 
value in good faith without notice of any facts making the trans- 
fer wrongful, or, 
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(2) The injured person has elected to waive the injury, or 
has been guilty of laches in endeavoring to enforce his rights. 

Any court of appropriate jurisdiction may enforce specifically 
such right to reclaim the possession of the certificate or to rescind 
the transfer thereof and, pending litigation, may enjoin the further 
transfer of the certificate or impound it. 

Sec. 169. Rescission of transfer of certificate does not invalidate 
subsequent transfer by transferee in possession—Although the 
transfer of a certificate or of shares represented thereby has been 
rescinded or set aside, nevertheless, if the transferee has possession 
of the certificate or of a new certificate representing part or the 
whole of the same shares of stock, a subsequent transfer of such 
certificate by the transferee, mediately or immediately, to a pur- 
chaser for value in good faith, without notice of any facts 
making the transfer wrongful, shall give such purchaser an in- 
defeasible right to the certificate and the shares represented 
thereby. 

Sec. 170. Delivery of unindorsed certificate imposes obligation 
to indorse.—The delivery of a certificate by the person appearing 
by the certificate to be the owner thereof without the indorsement 
requisite for the transfer of the certificate and the shares repre- 
sented thereby, but with intent to transfer such certificate or 
shares, shall impose an obligation, in the absence of an agreement 
to the contrary, upon the person so delivering, to complete the 
transfer by making the necessary indorsement. The transfer 
shall take effect as of the time when the indorsement is actually 
made. This obligation may be specifically enforced. 

Sec. 171. Ineffectual attempt to transfer amounts to a promise 
to transfer —An attempted transfer of title to a certificate or to 
the shares represented thereby without delivery of the certificate 
shall have the effect of a promise to transfer and the obligation, if 
any, imposed by such promise shall be determined by the law 
governing the formation and performance of contracts. 

Sec. 172. Warranties on sale of certificate—A person who 
for value transfers a certificate, including one who assigns for 
value a claim secured by a certificate unless a contrary intention 
appears, warrants— 

(a) That the certificate is genuine. 

(b) That he has a legal right to transfer it, and 

(c) That he has no knowledge of any fact which would impair 
the validity of the assignor upon such warranty shall not exceed 
the amount of the claim. 

Sec. 173. No warranty implied from accepting payment of a 
debt.—A mortgagee, pledgee or other holder for security of a 
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certificate who in good faith demands or receives payment of the 
debt for which such certificate is security, whether from a party 
to a draft drawn for such debt, or from any other person, shall 
not by so doing be deemed to represent or to warrant the 
genuineness of such certificate, or the value of the shares 
represented thereby. 

Sec. 174. No attachment or levy upon shares unless certificate 
surrendered or transfer enjoined.—No attachment or levy upon 
shares of stock for which a certificate is outstanding shall be valid 
until such certificate be actually seized by the officer making the 
attachment or levy, or be surrendered to the corporation which 
issued it, or its transfer by the holder be enjoined. Except where 
a certificate is lost or destroyed, such corporation shall not be 
compelled to issue a new certificate for the stock until the old 
certificate is surrendered to it. 

Sec. 175. Creditor’s remedies to reach certificate—A creditor 
whose debtor is the owner of a certificate shall be entitled to such 
aid from courts of appropriate jurisdiction, by injunction and 
otherwise, in attaching such certificate or in satisfying the claim 
by means thereof as is allowed at law or in equity, in regard to 
property which cannot readily be attached or levied upon by 
ordinary legal process. 

Sec. 176. There shall be no lien or restriction unless indicated 
on certificate-—There shall be no lien in favor of a corporation 
upon the shares represented by a certificate issued by such corpo- 
ration and there shall be no restriction upon the transfer of shares 
so represented by virtue of any by-law of such corporation, or 
otherwise, unless the right of the corporation to such lien or the 
restriction is stated upon the certificate. 

Sec. 177. Alteration of certificate does not divest title to 
shares——The alteration of a certificate, whether fraudulent or 
not and by whomsoever made, shall not deprive the owner of his 
title to the certificate and the shares originally represented thereby, 
and the transfer of such a certificate shall convey to the transferee 
a good title to such certificate and to the shares originally repre- 
sented thereby. 

Sec. 178. Lost or destroyed certificate——Where a certificate 
has been lost or destroyed, a court of competent jurisdiction may 
order the issue of a new certificate therefor on service of process 
upon the corporation and on reasonable notice by publication, and 
in any other way which the court may direct, to all persons inter- 
ested, and upon satisfactory proof of such loss or destruction and 
upon the giving of a bond with sufficient surety to be approved by 
the court to protect the corporation of any person injured by the 
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issue of a new certificate from any liability or expense, which it or 
they may incur by reason of the original certificate remaining out- 
standing. The court may also in its discretion order the payment 
of the corporation’s reasonable costs and counsel fees. The issue 
of a new certificate under an order of the court as provided in this 
section shall not relieve the corporation from liability in damages 
to a person to whom the original certificate has been or shall be 
transferred for value without notice of the proceedings or of the 
issuance of the new certificate. 

Sec. 179. Rule for cases not provided for by this act—In any 
case not provided for by this act, the rules of law and equity, in- 
cluding the law merchant, and in particular the rules relating to 
the law of principal and agent, executors, administrators and 
trustees, and to the effect of fraud, misrepresentation, duress or 
coercion, mistake, bankruptcy or other invalidating cause, shall 
govern. 

Sec. 180. Interpretation shall give effect to purpose of uni- 
formity—tThis act shall be so interpreted and construed as to 
effectuate its general purpose to make uniform the law of those 
states which enact it. 

Sec. 181. Definition of indorsement.—A certificate is indorsed 
when an assignment or a power of attorney to sell, assign or trans- 
fer the certificate or the shares represented thereby is written on 
the certificate and signed by the person appearing by the certificate 
to be the owner of the shares represented thereby, or when the 
signature of such person is written without more upon the back of 
the certificate. In any of such cases a certificate is indorsed though 
it has not been delivered. 

Sec. 182. Definition of person appearing to be the owner of 
certificate —The person to whom a certificate was originally issued 
is the person appearing by the certificate to be the owner thereof, 
and of the shares represented thereby, until and unless he indorses 
the certificate to another specified person, and thereupon such 
other specified person is the person appearing by the certificate to 
be the owner thereof until and unless he also indorses the certificate 
to another specified person. Subsequent special indorsements may 
be made with like effect. 

Sec. 183. Other definitions —1. In this article, unless the 
context or subject-matter otherwise requires— 

“Certificate” means a certificate of stock in a corporation organ- 
ized under the laws of this state or of another state whose laws 
are consistent with this act. 

“Delivery” means voluntary transfer of possession from one 
person to another. 
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“Person” includes a corporation or partnership or two or more 
. persons having a joint or common interest. 

To “purchase” includes to take as mortgagee or as pledgee. 

“Purchaser” includes mortgagee and pledgee. 

‘Shares” means a share or shares of stock in a corporation organ- 
ized under the laws of this state or of another state whose laws are 
consistent with this act. 

‘State” includes state, territory, district and insular possession 
of the United States. 

“Transfer” means transfer of legal title. 

“Title” means legal title and does not include a merely equitable 
or beneficial ownership or interest. 

“Value” is any consideration sufficient to support a simple con- 
tract. An antecedent or pre-existing obligation whether for 
money or not, constitutes value where a certificate is taken either 
in satisfaction thereof or as security therefor. 

2. A thing is done “in good faith” within the meaning of this 
act, when it is in fact done honestly, whether it be done negligently 
or not. 

Article does not apply to existing certificates. The provisions of 
this article apply only to certificates issued after the taking effect 
of this article. 

Sec. 185. Inconsistent legislation repealed. All acts or parts 
of acts inconsistent with this article are hereby repealed. 


4. Lost and Stolen Certificates 


Certificates of stock lost or stolen are not negotiable unless 
endorsed in blank by the owner. A forgery of the owner’s 
name will not transfer title. In case of a certificate endorsed 
in blank and lost or stolen the owner may claim same unless 
it has been transferred to a third party who purchased it 
in good faith for value, or unless the owner is guilty of too 
great delay in claiming it, or has waived his right to claim it. 
Under the common law certificates of stock are not nego- 
tiable, hence the rule above stated as to a holder in good 
faith does not hold where the Uniform Stock Transfer Act 
or its equivalent has not been enacted. 

Where it is necessary to send stock certificates by mail 
endorsed in blank the danger of loss may be largely overcome 
by mailing a detached assignment form under a separate 
cover and by a different mail. 
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Should the owner insert the broker’s name in the blank 
space conferring the power of attorney, to transfer the title 
upon selling the stock the broker must attach a substitute 
power of attorney, signed either in blank or with the pur- 
chaser’s name as attorney. Such a power of substitution is 
shown in Form 348. 


ForM 348 


POWER OF SUBSTITUTION 


I (or we) do hereby constitute and appoint.................. 
ocr Seite Pec ea ge ee a my (or our) substitute to transfer the 
within named stock under the foregoing power of attorney, with 
like power of substitution. 


Cy 


CD 


wie (guenawe Ne) se Le) 6) (0! 8) (6) 6, ie 00 8) 6 


5. Form of Endorsement 


By an endorsement in blank is meant writing the name of 
the owner in the proper space, but leaving the space for the 
name of the transferee and the space for the power of at- 
torney blank. This endorsed certificate of stock may be 
passed from hand to hand the same as currency. Any holder 
thereof may have the stock transferred to his name on the 
company’s records by signing in the blank space at the top 
of the assignment form but leaving the power of attorney 
blank open. When the certificate is handed to the transfer 
agent he inserts his own name as attorney and makes the 
transfer. 

When the owner endorses the assignment form his name 
“must correspond with the name as written upon the face of 
the certificate in every particular without alteration or 
enlargement, or any change whatever,” as is provided for in 
the form prescribed by the New York Stock Exchange and 
otherwise generally required. 

In case of unmarried women the name on the certificate 
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should be preceded by the word “Miss.” The same prefix 
must be used in the endorsement. 

If the name is incorrectly spelled or otherwise defectively 
written on the face of the certificate, and the owner when 
endorsing it writes his name exactly as on the face of the 
certificate, then follows it with his name correctly written, 
the certificate is made non-deliverable. To be made deliver- 
able it must be returned to the issuing company which will 
indicate thereon the correct name, after which the transfer 
agent countersigns the correction. 

Any person may act as witness to the signature, but the 
New York Stock Exchange requires that a married woman’s 
assignment of a certificate of stock must be acknowledged 
jointly by husband and wife before a notary. The assign- 
ment of a widow should be acknowledged before a notary, 
also that of an unmarried woman if the name is not preceded 
by “Miss.” 

It is customary for members of the New York Stock 
Exchange to guarantee the genuiness of certificates assigned 
by their clients for sale. This is done by having a represen- 
tative sign his name under that of the witness. Should the 
signature prove a forgery the member would be held 
responsible. 

Where stock is hypothecated to secure a loan it should 
ordinarily be endorsed in blank. The danger which the 
bank would incur in holding certificates endorsed in blank 
may be avoided by having the assignment form detached. 
Such assignment should adequately describe the certificate 
to which it applies. 

If an individual is incapable of contracting, the transfer 
of his stock must be performed by an attorney in fact who 
must supply evidence of his authority to act. 

An assignment of stock by a corporation must be by a 
duly appointed officer acting by authority conferred by the 
by-laws or by resolution of the board of directors, and must 
be acknowledged before a notary and impressed with ‘the 
corporate seal. The transfer agent will require such officer 
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to submit adequate proof of his authority to act, i.e., a copy 
of the by-laws or of the empowering resolution of the board 
of directors, together with a statement from the secretary of 
the company to the effect that the person signing is the one 
properly appointed and that his power to sign is in force at 
the time in question. 

Transfers made by fiduciaries—trustees, executors and 
administrators—must be in accordance with the require- 
ments of state laws. Since such fiduciaries hold appoint- 
ment from some court they must, in making an assignment 
of stock, attach thereto a certified copy of their appointment. 
In case of stocks standing in the name of deceased persons 
the transfer agent will demand a certified copy of the will, 
a certificate of its probate and such documents as the state 
laws may require. 


6. New York Stock Transfer Tax Law 


The provisions of the New York Stock Transfer Tax Law 
are of general interest because the bulk of all sales of stock 
are made on the New York Stock Exchange. Sections 270, 
271, 271a, and 272 are reproduced below (Form 349), also 
the rules governing collection of the tax adopted by the New 
York Department of Taxation and Finance (Form 350). 
Copies of the complete law may be secured by application to 
the Department of Taxation and Finance, at Albany, N. Y., 
the fiscal agent for the sale of stock transfer tax stamps is 
the County Trust Company of New York, 8th Ave., at 15th 
St., New York City. Stamps are sold in the following de- 
nominations: 2c, 4c, Ioc, 20C, 50c, $1.00, $2.00, $10.00, 
$20.00 and $100.00. 


ForM 349 


SECTIONS 270, 271, 271d, AND 272 OF N. Y. Stock 
TRANSFER Tax Law 


Sec. 270. Amount of Tax.—There is hereby imposed and shall 
immediately accrue and be collected a tax, as herein provided, on 
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all sales, or agreements to sell, or memoranda of sales and all de- 
liveries or transfers of shares or certificates of stock, or certificates - 
of rights to stock, or certificates of deposit representing certificates 
taxable under this article, in any domestic or foreign association, 
company or corporation, or certificates of interest in business con- 
ducted by a trustee or trustees, made after the first day of 
June, nineteen hundred and five, whether made upon or shown by 
the books of the association, company, corporation or trustee, or 
by any assignment in blank, or by any delivery, or by any paper 
or agreement or memorandum or other evidence of sale or transfer, 
whether intermediate or final, and whether investing the holder 
with the beneficial interest in or legal title to said stock, or other 
certificates taxable hereunder, or merely with the possession or 
use thereof for any purpose, or to secure the future payment of 
money, or the future transfer of any such stock, or certificates, 
on each hundred dollars of face value or fraction thereof, two 
cents, except in cases where the shares or certificates are issued 
without designated monetary value, in which cases the tax shall 
be at the rate of two cents for each and every share. It shall be 
the duty of the person or persons making or effectuating the sale 
or transfer to procure, affix and cancel the stamps and pay the 
tax provided by this article. It is not intended by this act to 
impose a tax upon an agreement evidencing the deposit of certifi- 
cates as collateral security for money loaned thereon, which 
certificates are not actually sold, nor upon such certificates so 
deposited, nor upon mere loans of stock or certificates, or the 
return thereof, nor in respect to shares or certificates of stock, or 
certificates of rights to stock, or certificates of deposit representing 
certificates of the character taxed by this article, in any domestic 
association, company or corporation, even though a record of the 
transfer is made in the stock book kept in compliance with section 
ten of the stock corporation law, if neither the sale, nor the 
agreement to sell, nor the memorandum of sale, nor the delivery 
is made in this state and no act necessary to effect the transfer 
is done in this state. The payment of such tax shall be denoted 
by an adhesive stamp or stamps affixed as follows: In the case 
of a sale or transfer, where the evidence of the transaction is 
shown only on the books of the association, company, corporation 
or trustee, the stamp shall be placed upon such books, and it 
shall be the duty of the person making or effectuating such sale 
or transfer to procure and furnish to the association, company, 
corporation or trustee the requisite stamps, and of such associa- 
tion, company, corporation or trustee to affix and cancel the 
same. Where the transaction is effected by the delivery or transfer 
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of a certificate, the stamp shall be placed upon the surrendered 
certificate and canceled; and in cases of an agreement to sell, or. 
where the sale is effected by delivery of the certificate assigned in 
blank, there shall be made and delivered by the seller to the 
buyer a bill or memorandum of such sale to which the stamp 
provided for by this article shall be affixed and canceled. Every 
such bill or memorandum of sale or agreement to sell shall show 
the date of the transaction which it evidences, the name of the 
seller, the stock, or other certificate, to which it relates, and the 
number of shares thereof. All such bills or memoranda of sale 
shall bear a number upon the face thereof and no more than one 
such bill or memorandum of sale made by the seller on any given 
day shall bear the same number. The aforesaid identification 
number of the bill or memorandum of sale shall in all cases be 
entered and recorded in the book of account required to be kept 
by section two hundred and seventy-six of this chapter; and no 
further tax is hereby imposed upon the delivery of the certificate, 
or upon the actual issue of a new certificate when the original 
certificate is accompanied by the duly stamped memorandum of 
sale as herein provided. (Thus amended by L. 1922, chapter 354, 
in effect May 1, 1922, and chapter 403, L. 1927.) 

Sec. 271. Stamps, How Prepared and Sold.—Adhesive 
stamps for the purpose of paying the state tax provided for by 
this article shall be prepared by the department of taxation and 
finance, in such form, and of such denominations and in such 
quantities as it may from time to time prescribe, and it shall 
make provision for the sale of such stamps by its duly authorized 
agent or agents in such places and at such times as in its judgment 
may be necessary. 

The department of taxation and finance may from time to time 
and as often as it deems advisable provide for the issuance and 
exclusive use of stamps of a new design and forbid the use of 
stamps of any other design. In order to effect such a change 
and to discontinue the use of stamps of a former design the 
department of taxation and finance shall publish or cause to be 
published once in each week for each of three months immediately 
preceding the time for taking effect of such change, in one or 
more daily newspapers published in each of the first and second 
class cities of the state, a notice to the effect that after a certain 
day, which shall be at least three months after the first publication 
of said notice, none other than the new issue or design of stamps 
shall be accepted or made use of in payment of the tax provided 
for by this article. After such date it shall be unlawful for any 
person to make use of any other than the new issue or design of 
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stamps in payment of such tax. Any person violating any of the 
provisions of this section shall be guilty of a misdemeanor. 

Any person lawfully in possession of unused stamps of an old 
or superseded issue or design may, within ninety days from the 
time when such change becomes effective as aforesaid, surrender 
the same to the department of taxation and finance together with 
a sworn statement setting forth the name and address of the owner 
and party surrendering said stamps, how, when and from whom 
the same were acquired and such other pertinent information as 
the department of taxation and finance may require; whereupon 
the department of taxation and finance shall redeem such unused 
and surrendered stamps by exchanging therefor stamps of a like 
denomination of the new issue or design. Failure or refusal of 
the department of taxation and finance to redeem the same by 
such an exchange may be enforced by mandamus. (Thus amended 
by L. 1922, chapter 354, in effect May 1, 1922.) 

Sec. 271-a. Sale of Stamps—No person, firm, company, asso- 
ciation or corporation other than a corporation organized under 
the banking law of this state or under the national bank act of 
the United States, or a duly authorized agent of the department 
of taxation and finance, shall sell or expose for sale, traffic in, 
trade, barter or exchange any stamp issued pursuant to this 
article, without first obtaining from the department of taxation 
and finance its written consent to sell, traffic in, trade, barter or 
exchange such stamps, except that in connection with a sale ‘of or 
agreement to sell stock a broker or agent of the principal making 
such sale or agreement to sell may supply and affix the stamp or 
stamps required by this article. No persons shall sell or expose 
for sale any stamp so purchased or acquired for a sum less than 
the face value thereof without the written consent of the depart- 
ment of taxation and finance, Any person lawfully in possession 
of unused stamps of the issue then in effect may request the 
department of taxation and finance for its consent to redeem the 
same. He shall present to the department of taxation and finance, 
if so required, a sworn statement setting forth the name and 
address of the owner and the party desiring to redeem said stamps, 
how, when and from whom the same were acquired and such other 
pertinent and relevant information as the department of taxation 
and finance may require. Thereupon the department of taxation 
and finance may authorize the redemption of such stamps through 
its fiscal agent appointed for the sale of stock transfer stamps. 
Upon the failure or refusal of the department of taxation and 
finance to give such authority the same may be enforced by 
mandamus. Any person violating any of the provisions of this 
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section shall be guilty of a misdemeanor, and upon conviction 
thereof shall be punishable by a fine of not less than five hundred 
nor more than one thousand dollars, or by imprisonment for not 
more than six months, or by both such fine and imprisonment, in 
the discretion of the court. (Thus amended by L. 1922, chapter 
354, im effect May 1, 1922.) 

Sec. 272. Penalty for Failure to Pay Tax.—Any person or 
persons liable to pay the tax by this article imposed, and any 
one who acts in the matter as agent or broker for such person or 
persons, who shall make any sale, transfer or delivery of shares 
or certificates taxable under this article without paying the tax 
_ by this article imposed, and any person who shall in pursuance of 
any sale, transfer or agreement, deliver any certificate or evidence 
of the sale or transfer of or agreement to sell any such certificate, 
or bill or memorandum thereof, or who shall transfer or cause the 
same to be transferred upon the books or records of the associa- 
tion, company, corporation, or business conducted by a trustee or 
trustees, and any association, company, corporation or business 
conducted by a trustee or trustees, whose stock or other certificates 
taxable hereunder is sold or transferred, which shall transfer or 
cause the same to be transferred upon its books, without having 
the stamps provided for in this article affixed thereto, shall be 
deemed guilty of a misdemeanor, and upon conviction thereof shall 
pay a fine of not less than five hundred nor more than one 
thousand dollars, or be imprisoned for not more than six months 
or by both such fine and imprisonment, in the discretion of the 
court. (Thus amended by L. 1922, chapter 354, in effect May 
T1022) 


FoRM 350 


RuLES GOVERNING THE COLLECTION OF THE TAX ON TRANSFERS 
or STOCK AND OTHER CERTIFICATES UNDER NEw York AcT 


For the information of the public the Department of Taxation and Finance 
issues the following brief statement of the more general rules and regu- 
lations governing the imposition and collection of stock transfer taxes, 
prepared pursuant to the rulings made by the Attorney-General. 


1. The application and scope of the Stock Transfer Tax Law 
has been considerably broadened by the amendments thereto, 
effected by chapter 352 of the Laws of 1911, chapter 292 of the 
Laws of ror2, chapter 779 of the Laws of 1913, chapter 206 of 
the Laws of 1914, chapter 552 of the Laws of 1916, chapter 354 of 
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the Laws of 1922, and chapter 403 of the Laws of 1927, with the 
result that the rulings heretofore made asserting exemption are 
not now as a rule controlling. 

2. A tax is imposed upon all sales or agreements to sell and 
upon all deliveries or transfers of shares or certificates of stock; or 
certificates of rights to stock; or certificates of deposit, which 
represent certificates taxable under section 270, deposited under a 
reorganization or similar agreement; or voting trust certificates, 
or other trust certificates; or common law trust certificates; of any 
and all associations, companies, corporations and business con- 
ducted by trustees, whether domestic or foreign, when any part of 
the transaction necessary to complete it takes place within this 
state, with the exception tha the mere recording on a book of 
record of the information required under section 10 of the Stock 
Corporation Law, does not of itself require the payment of a tax. 

3. The amount of the tax is two cents on each hundred dollars 
of face (par) value or fraction thereof, except where shares or 
certificates are issued without designated monetary value, in 
which case the tax is two cents for each and every share. For 
example: a certificate for one share of $100 par value stock requires 
a two cent stamp when sold or transferred, and a twenty cent stamp 
for transfer of a ten share certificate. A certificate for one share 
of $10 par value stock requires a two cent stamp when sold or 
transferred as this is the minimum amount of tax, but a certificate 
for ten shares of the same stock, par value $10, requires but two 
cents as the total par or face value on the certificate is $100. 
Stock issued without face or par value is taxed two cents per 
share upon the sale or transfer. 

4. It is the duty of the person making or effectuating the sale 
or transfer to pay the required tax by procuring, affixing and can- 
celing the stamps, except that where a sale or transfer is shown 
only by the books of the corporation or trustee, the person making 
the sale must secure, and the corporation or trustee affix and 
cancel the stamps to its books. ; 

5. This tax should not be affixed on stock being originally 
issued, or, as it is sometimes called, new stock. New York State 
has no original issue tax. The stock transfer tax only accrues 
subsequent to the original issue, when a sale or transfer, or an 
agreement to transfer or sell, takes place. 

6. It is not necessary to render it taxable that the transaction 
involve a sale. By the statute, as amended, a tax is imposed upon 
all sales or transfers of shares or certificates whether operating to | 
convey the beneficial interest in or merely the legal title to said 
stock or other certificate taxable hereunder, or possession or use 
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thereof for any purpose. Except, as provided in section 270, no 
tax is imposed upon an agreement evidencing the deposit of certifi- 
cates as collateral security for money loaned thereon, which 
certificates are not actually sold. But should the borrower fail in 
his obligation a tax accrues immediately as the security then 
comes into the possession of the loanor. 

7. The transfer into and out of a voting trust, or other trust, is 
taxable as is also the transfer of voting trust or other trust cer: 
tificates. 

8. The mere surrender of a certificate for reissue in smaller 
denominations to the same name, or the surrender of a number of 
certificates for reissue in a single certificate to the same name is 
not taxable; but if reissued in part to the original owner and in 
part to another name it is taxable to the extent of the transfer to 
the new name. 

9. The surrender of a certificate in the name of a deceased 
person for issuance in the name of his executor or administrator 
is not taxable; but all transfers made by the latter, whether to 
trustees, to legatees, to the estate, or to other persons, are taxable. 

10. The law applies to the certificates of foreign as well as 
domestic corporations and trustees, and to residents and non- 
residents alike. 

11. While the law has no extra territorial operation nevertheless, 
where it appears that the transfer of the certificate on the corporate 
stock certificate books within this state is essential to render the 
transfer effectual, it subjects it to a tax although in all other re- 
spects made without the state. 

12. Likewise if the sale, agreement to sell, assignment, or trans- 
fer takes place within this state it is subject to the tax, although 
the transfer on the books is made without this state. 

13. Where the sale or transfer is effected by the delivery or 
transfer of a certificate, the stamp must be placed upon the sur- 
rendered certificate. In case of an agreement to sell, or where the 
sale is effected by the delivery of the certificate assigned in blank, 
there must be made and delivered by the seller to the buyer, a bill 
or memorandum of such sale to which the stamps shall be affixed 
and canceled. This bill or memorandum with stamp attached 
must be affixed to the certificate, or property identified as pro- 
vided by section 276, when presented for transfer. 

A strict compliance with these requirements will be insisted 
upon. 
tie Every such bill or memorandum of sale, agreement to sell 
or sales ticket must show: 

(a) The date of the transaction which it evidences. 
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(6) The name of the seller. ; 

(c) The stock to which it relates and the number of shares 
thereof; and all such memoranda of sale or sales tickets 
as are not used for the purpose of transfer must be kept 
by the broker for two years from their respective dates. 

(d) And an identifying number as provided by section 270. 

15. The acquiring, by a corporation or trustee, of its outstand- 
ing certificates either by purchase or otherwise is taxable on the 
transfer from the seller to the corporation or trustee. It is also 
taxable when again issued from the corporation or trustee to the 
new purchaser. However should such certificates be acquired for 
the purpose of legally reducing the capitalization, and the capital 
stock is legally reduced, no tax accrues when the certificates are 
turned in. 

16. The surrender of preferred certificates for exchange into 
common certificates if issued in the same name is not taxable, nor 
is the exchange of common for preferred under the same con- 
ditions. 

17. The transfer of certificates by gift or bequest is taxable. 

18. The sale or agreement to sell certificates, made by a broker, 
directly or indirectly, for himself is subject to tax. 

19. The transfer of a certificate from the owner’s name into the 
broker’s name and also from the broker’s name into that of a 
purchaser is taxable. 

20. The transfer from a firm name into a new firm name is 
taxable, except no tax accrues when the membership of the new 
firm is the same as that of the old. 

21. The transfer from an individual’s name to the same name 
as trustee is taxable, as is also the transfer from an individual’s 
name as trustee to his same name as a person. 

22. Every stamp used to denote the payment of the tax must be 
canceled by the user by writing or stamping thereon the initials of 
his name and the date upon which the stamp is attached or used. 
He must also cut or perforate the stamp in a substantial manner so 
that it cannot again be used. A failure to do so renders the party 
guilty of a misdemeanor. 

23. Stamps erroneously attached to any document should not be 
removed by anyone other than a representative of the Department 
of Taxation and Finance. Section 280 of the law provides for a 
refund for stamps so attached, but provides that evidence satisfac- 
tory to the Department of Taxation and Finance be produced 
before the refund is allowed. When stamps are so attached, this 
department should be notified either at Albany or the New York 
city branch, a representative will be sent to investigate the claim 
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and if found to be a proper one will remove the stamps and assist 
in making out the necessary form for the refund claim. 

24. Every broker is required to keep a just and true book of 
account in the form prescribed by the Department of Taxation and 
Finance (see Form 351, designated “account book to be kept by 
brokers”) wherein shall be plainly and legibly recorded in separate 
columns: 

(a) The date of making every sale, agreement to sell, delivery 

or transfer of shares or certificates taxable under the act. 

(6) The name and the number of shares thereof. 

(c) The face value thereof. 

(d) The name of the seller or transferor. 

(e) The name of the purchaser or transferee. 

(f) The identifying number of the bill or memorandum of 

sale as provided by section 270. 

(g) The value of the stamps affixed in payment of the tax. 

(4) The date and the amount of each purchase of stock trans- 

fer stamps and name from whom purchased. 

These books must be kept for a period of at least two years 
subsequent to the date of the last entry made therein and are 
subject to examination by the Department of Taxation and 
Finance representatives at all times between ro A. M. and 3 P.M. 
(Saturdays, Sundays and legal holidays excepted.) 

25. Every corporation or trustee or its or their transfer agent 
shall keep a just and true book of account in the form prescribed 
by the Department of Taxation and Finance (see Form 352, 
designated “account book to be kept by corporations, transfer 
agents and trustees’), wherein shall be plainly and legibly re- 
corded in separate columns. 

(a) The date of making every transfer of a certificate. 

(6) The name and the number of shares thereof. 

(c) The serial number of each surrendered certificate. 

(d) The name of the party surrendering each certificate. 

(e) The serial number of the certificate issued in exchange 

therefor. 

(f) The number of shares represented by said certificate. 

(g) The name ofthe party to whom said certificate was issued. 

(h) The value of the stock transfer stamps affixed in payment 

of the tax on the transfer. 

It shall also keep and retain the certificate book or books and 
all surrendered or canceled shares or certificates and memoranda 
relating to the sale or transfer for a period of not less than two 
years from date of the last entry made therein or the date of the 
last delivery thereof. 
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26. All such books and papers are subject to examination by the 
duly authorized representatives of the Department of Taxation 
and Finance at any time between the hours of 10 A.M. and 
3 P.M. (Saturdays, Sundays and legal holidays excepted.) 

27. It is imperative that these books, records and memoranda 
be kept and retained strictly in the form and manner provided by 
the statute and severe penalties are imposed for a failure so to do. 

28. Every person, firm, company, association, or trustee engaged 
in whole or in part in the making or negotiating of sales, agree- 
ments to sell, deliveries or transfers of shares or certificates, taxable 
under the statute, or conducting or transacting a stock brokerage 
business, shall within ten days after July 1, 1913, or within ten 
days after engaging in such business, file with the Department of 
Taxation and Finance, either in Albany or New York City, a 
certificate setting forth the name under which such business is or 
is to be conducted or transacted and the true and real full names 
of the person or persons conducting or transacting the same, with 
the post-office address or addresses of said persons, or in the event 
of a change in the person conducting such business or change of 
address, like certificate setting forth the facts shall within ten days 
thereafter be filed. Such certificate shall be duly acknowledged. 
A failure to perform this duty is a misdemeanor. 

29. Every stock association, company, corporation or trustee 
which shall maintain a principal office or place of business within 
the state or which shall keep or cause to be kept within the state 
of New York a place for the sale, transfer or delivery of certificates 
taxable under this act, shall within ten days after April 7, 1914, if 
such certificate shall not have been theretofore filed, or within ten 
days after engaging in or maintaining a place of such business, file 
with the Department of Taxation and Finance, either in Albany 
or New York City, a certificate setting forth the name of the com- 
pany or trustee, the place of business, and when and where incor- 
porated or organized, or in the event of a change in the persons or 
change of address like certificate setting forth the facts shall within 
ten days thereafter be filed. Such certificate shall be duly acknowl- 
edged by the president or secretary of the corporation, or duly 
authorized person of the trustee. A failure to perform this duty 
is a misdemeanor. 

30. All persons liable for the payment of the tax, and all persons 
acting as agents or brokers for any such persons or for the corpora- 
tion or trustee whose certificates are transferred, who in any man- 
ner assists in consummating a sale or transfer without payment of 
the required tax, are guilty of a misdemeanor. 

31. Corporations, trustees, and persons acting as transfer agents 


eT 
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for corporations or trustees, are forbidden to transfer stock on the 
books of the corporation or trustee until the required tax has been 
paid. For a failure to perform this duty they are guilty of a mis- 
demeanor. 

32. Severe penalties, civil and criminal, are also provided by the 
act for the illegal sale or use of stamps, for the removal or re-use 
thereof, for the failure to properly cancel stamps which are at- 
tached in payment of the tax, for the failure to pay the tax imposed 
and for violation of any other requirements of the statute. Fur- 
thermore, the failure to pay the tax constitutes an absolute defense 
to an action to recover the purchase price of the stock. 

DEPARTMENT OF TAXATION AND FINANCE, 
DIVISION OF FINANCE, 
FRANK S. McCaFFRrey, 
Deputy Commissioner. 


ForM 351 


Account Book To BE KEptT By BROKERS UNDER NEw York LAW 
(Name of Firm or Individual Issuing This Record) 


Purchase of Stamps 


No. of Bill No. Name of Face _— 
or Memo.| Date |Name of] of Face |Purchaser or|Value of From Whom 
of Sale Stock |Shares} Value} Transferee | Stamps | Date |] Amt. } Purchased 
ForM 352 


AccouNT Book TO BE KEPT BY CORPORATIONS, TRANSFER 
AGENTS AND TRUSTEES UNDER NEw YorkK Law 
(Name of Stock Recorded on This Sheet) 


Number Number Value of 

Date of Number | By Whom To Whom of Number Stock 
Cancelled of Surrendered Issued New of Transfer 
Certificate] Shares Certificate} Shares Stamps 


Affixed 
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ForM 353 


CERTIFICATE TO BE FILED WITH THE DEPARTMENT OF TAXATION 
AND FINANCE BY STOCK BROKERS, SECTION 275-a, TAX Law 


See 6 oes Oe 0) bene 006.18 1e Bete 816, 0 OLE Je. 2 GO 6 C0) 0 (8 O58 (6,1 F650) h Bi ace) 9 oe Sie ese Onanrns 
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AUN Otani arsine oat ice alee) 'c,546/ Slane sig ae avelatelatat apa in the city of 
RS a aE ese ers rom cage yoy! New York 
PATE aye sei scone isc) Male eie ed agate Pik Ouse sete 
STATE OF NEW WORE. (2). 0 Binks eee aes 
ss. 

AOGUIALY. OU fein aoa aes c id less sybase es 

CORUEDIS oir. aan Mapa es day Ob soul.y aAee ee sso 5 EO icone 
before me, the subscriber, personally came.................05. 


to me known to be the person named in and who executed the 
foregoing certificate and he duly acknowledges to me that he 
executed the same. 


GOL ariel ee. .0 (Ge ele) « Sie,» 6 le &) 0 Oe 0 6: a) @ Wie ew ee uaa Yaris 


Notary Public. 
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CERTIFICATE TO BE FILED WITH THE NEw YorK DEPARTMENT 
oF TAXATION AND FINANCE BY ASSOCIATIONS, TRUSTEES AND 
CoRPORATIONS, SECTION 275-a, TAX Law 


President of the 
Pookie Wake wate a beans Mae ear eeasan eee theres Bae , secretary 
Trustee 


Rear aeh 8 6:00 \y 6 8 leo Wiel sy buh) ele es, 6 Se 1b) 6 bre 1s, swe wp 6 ea ele iallel eels ke)la: ante; eal relents 


(Name of association, corporation or trustee) 
association 
do hereby certify that the said corporation keeps a place for the 
trustee 
sale, transfer or delivery of its stock, or certificates of interest, at 


a. 
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ENORE anette A Sits a STIMU MONCIEY “ORG kere) kM ale eNSY: 
Enecorporatedic: osu sekn es , Laws of the State of............. 
President 
Secretary 
Trustee 
STATE OF NEW YORK 
Sse; 
GUN TORT ec oA uaa le 
OTe his gers i tca elias ots AAYIOL Fs said Sos skiers aaa te yp hOses 
before me, the subscriber, personally came................000. 
to me known and who being by me duly sworn did depose and say 
a trustee trust 
that he is the President of then... os sts. aatsaitw «0% corporation 
Secretary association 


above named and that he executed the foregoing on behalf of said 
trustee 
corporation pursuant to authority vested in him by a vote of the 
association 

association. 
board of directors of said corporation. 

trustee. 


©) ehwiee) oe: elo) 0/6) <o ye 6 e616) 0) 6 Bileliel 6 6 6 ee 


Notary Public. 


RECORD OF STOCK TRANSFERS 


7. Stock Transfer Department 


The work of recording transfers of stock varies from a 
simple procedure in the case of small or closely held corpo- 
rations to a somewhat complicated procedure in the case 
of large corporations whose stocks are dealt in extensively 
on the stock exchanges. Many large corporations secure the 
services of a trust company for this work but others have 
developed their own procedure. Thus one large corporation 
operates a Stock Transfer Department in two divisions 
namely: 

Stock Transfer Division under the treasurer’s jurisdiction. 

Accounting Division under the comptroller’s jurisdictior. 

The Stock Transfer Division handles all work in connec- 


980 CORPORATE MANAGEMENT AND PROCEDURE 


tion with the issuance, cancellation and transfer of certifi- 
cates, countersigns dividend checks, and so forth. It reports 
to the Assistant Treasurer in New York City. The 
Accounting Division maintains all stockholders’ records, 
prepares stockholders’ lists, dividend checks, proxies and so 
forth and in conjunction with the Transfer Division, checks 
and approves transfers before new certificates are issued. 
This division reports to the Comptroller. 


8. Procedure of Transfer Division 


On receipt at the transfer window of certificates for 
transfer the Stock Transfer Division examines the face of 
the stock certificate to determine that it has not been raised 
or altered. Next the endorsement or signature to the assign- 
ment is examined to ascertain that it corresponds with the 
name as written on the face of the certificate in every 
particular without alteration or any change whatever. When 
the assignment is executed by the executor, administrator, 
trustee, guardian, attorney-in-fact, official acting for the 
corporation, society, and so forth, documentary evidence of 
the authority of said assignor must be submitted. It is 
furthermore required that the signature to the assignment 
be guaranteed by either a New York Stock Exchange firm, a 
New York bank, or an out-of-town bank having a New York 
correspondent. A file of specimen signatures is maintained. 
In New York State, stock transfer stamps to the value of 
two cents per share must be attached to the certificate or 
bill of sale attached thereto when presented for transfer and 
cancelled by dating not earlier than the date of assignment. 
Federal stock transfer stamps to the value of two cents per 
share must be attached and cancelled in the same manner as 
the New York stock transfer stamps. It is furthermore 
required that the full name (the first or middle name should 
be written in full) and the post office address of the transferee 
be written in the space provided in the assignment. In case 
the transferee is a woman the title “Miss” or “Mrs.” is 
requisite. In the case of this particular Corporation there is 
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shown in the assignment, space for a power of attorney 
wherein the name of the person authorized by the Corpora- 
tion to make the transfer may be shown. This should be left 
blank, but if filled in with another name such power must be 
released with a power of substitution. To the person sur- 
rendering a stock certificate for purposes of transfer is given 


ForRM 355 


STUB AND RECEIPT FOR COMMON STOCK CERTIFICATE 


THE CORPORATION 


GTOCK TRANSFER OFFICE 


NO. DATE 


‘Numbers of New Certifi- 
cates Issued BROADWAY, NEW YORK, N.Y. 


; Ree ei No__4020__ 
RECEIVED certificates of Common Stock representing 


______shares, issued in 
lieu of certificates of stock deposited for transfer. 


! Name of Firm 
By. 
Address. 


STOCK DELIVERED ONLY ON SURRENDER OF “THIS RECEIPT 


ForM 356 


StusB AND RECEIPT FOR PREFERRED STOCK CERTIFICATE 


3019 : THE CORPORATION 


mace. STOCK TRANSFER OFFICE 


Numbers of New Certifi- : 
cates Issued O.....BROADWAY, NEW YORK, ft ¥, 


Dele eB No__3919__ 
RECEIVED certificates of Preferred Stock representing 


, shares, issued in 
lieu of certificates of stock deposited for transfer. 


: Name of Firm 
By. 


Address. 


_——_—$$ 
eae 
—_ 
— — ee 
eee 
—_— ee 
ee eeeeeSeSe 
eee 


STOCK DELIVERED ONLY ON SURRENDER OF THIS RECEIPT 
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a window receipt for the number of shares surrendered after 
his name is ascertained. The stub of this receipt is pinned 
to the certificate upon which is written the name of the firm 
requesting the transfer. See Forms 355 and 356. 

Stock certificates are issued to the transferee whose name 
appears in the space provided on the back of the surrendered 
certificate. In preparing these certificates a pin-point type- 
writer having a non-erasable ribbon is used for typing both 
the stockholder’s name and the number of shares on the 
stock certificate. For certificates other than those for 100 
shares the number of shares is entered in figures in the upper 
right-hand corner of the certificate and spelled out in the 
space under the stockholder’s name. Certificate numbers of 
the newly issued certificates are entered on the stub of the 
receipt shown in Forms 355 and 356, for further identifica- 
tion as to the party to whom delivery is to be made. 

A Transfer Sheet such as is shown in Form 357 is prepared 
in triplicate showing the transcript of each transfer. The 
debit (cancelled) side of the sheet is prepared from the face 
of the cancelled certificate and shows the stockholder’s name, 
certificate number and number of shares. The credit 
(issued) side is also prepared from the cancelled certificate 
(reverse side) which shows transferee’s name, address, and 
number of shares, the certificate numbers being obtained 
from the newly issued certificates which accompany the 
cancelled certificates. At the time the numbers of the new 
certificates are obtained a check is made by the typist by 
comparing with the data entered from the surrendered cer- 
tificate. The newly issued certificates are then separated 
from the surrendered certificates. 

New certificates are dated the day of issue and corporate 
seal is impressed. Where a certificate calls for less than 100 
shares the number of shares is also shown by cuts or per- 
forations in the margin provided for this purpose. Both 
cancelled and new certificates are then listed on the adding 
machine and then compared with each item on the Transfer 
Sheet to check the total for the date and to prevent over-issue. 
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ForM 357 


TRANSFER SHEET 


THE CORPORATION 


apse ble ree of transter and power of attorney endorsed upon of attached to the several cortificates thereof, the ehares 
tock described below, aro heroby transferred as set forth below, by COMMON STOCK 


Corporation, by 
(the undersigned as attorney in fact of the severe registered owners of said shares: 


CANCELLED 


BY WHOM CERTIFICATE | NO OF 
NUMBER SHARES: 


Cancelled and new certificates are proof read with the 
Transfer Sheet. 

New certificates are countersigned by a transfer clerk. 

Surrendered certificates are finally cancelled by perforat- 


ing the signatures of corporate officers. 
Cancelled and new certificates are delivered to the Guar- 
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Form 358 


DUPLICATE OF TRANSFER SHEET 


COMMON STOCK 


Se 


anty Trust Company, Registrar, at 9:00 a. m. on the day 
following for cancellation and registration. 


Upon return from the Registrar at about rr: 30 a. m. the 


new certificates are pinned to the stubs of receipts, Forms 
355 and 356. 


A duplicate copy of the Transfer Sheet, Form 3 58, is sent 


a Ree! 
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at once to the Accounting Division so that the surrendered 
certificates may be checked with the stockholder’s record 
cards prior to delivery at about 1:30 p. m. A written 
memorandum is sent to the Transfer Division stating that 
the certificates listed on the debit side of the Transfer Sheet 
are in accordance with the stockholder’s record cards. 

Stock certificates are then delivered upon presentation of 
the original sheet, Form 357, duly signed by a representative 
of the firm receiving the certificates, at which time the 
delivery clerk compares the certificate numbers with the 
numbers already entered on the stubs of receipts, and the 
total of shares with the total shares surrendered. 

Cancelled stock certificates resulting from each day’s 
transfer are sorted into numerical order, fastened together 


ForM 359 


AUTHORIZED SIGNATURES 


THE CORPORATION 


STOCK TRANSFER OFFICE (2 YON We 


SIGNATURES 
WILL SIGN 


i 
| 
\ 
| 
| 
| 
| 


MR. 


MR. 


MR. 


MR. 


MR 


ee i i a a a i i a a ee re 
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aoe err taen patsion ov inronuation yon Sre4oy Revketacks THCR REwove Tale STUs. USE #ew Tretwaitae Bies0 
KARDEX-RAND CO., Inc., TONAWANDA, N.Y., U.S. A. PAT INU 8A. @FORSION COUMTBIE® 
200—31951 
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Form 360 


Listinc Stop Orpers (Burr UsED FoR CoMMON Stock) 


START TYPEWRITING AT 1) USE OTHEE POINTS OM SCALE TOSTART OTHER DIVISIONS OF VISIBLE TITLE TO INSURE Peare: 


ae 
RT OF LACH DIVISION OF INFORMATION FOR SPECOY REFERENCE: THOR REMOVE THIS STUB, USC NEW TYPEWRITER RiBBOR 
AMERICAN KARDEX CO.. Inc., TONAWANDA, N.Y.. U.S. A. 


and filed in the order of the date of cancellation. Such 
cancelled check certificates are kept indefinitely. 

Window receipts for each class of stock are filed in numer- 
ical order of the stock certificate shown thereon. When 
dividend checks are returned by the bank they are sorted 
numerically, checked against the dividend list and filed. As 
to the distribution of the Transfer Sheet shown in Forms 
357 and 358 the original is retained in the Transfer Office in 
New York; the duplicate shown in Form 358 perforated for 
division into coupons is used as a posting medium by the 
Accounting Division; the triplicate (not shown) goes to the 
principal office of the company. 

A sinograph is used which permits writing ten signatures 
with one writing. 

Form 359 is used to record the authorized signatures of 
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ForM 361 


ListINc Stop OrpER (SALMON USED FoR PREFERRED STOCK) 


‘Svanv TrPewaiting ay ty USE OTHER POIRTS OR BCALE TO START OTHER Divisions OF VisiBLe TITLE TO IMSURE PERFECT ALIGR- 
MZRT OF EACH DIVISION OF IMFORMATION POR SPECOY REFERERCE: THER REWOVE THIS STUB. USE New TyPewerTeR RIBBON 


KARDEX RAND CO., Inc., TONAWANDA, N.Y.. U.S. A. PAT.IR U.S.A, ® FOREIGN 


stock exchange firms and banks whose guarantee of signa- 
ture of stockholders on certificates presented for transfer, is 
accepted. 


ForM 362 


LETTER ACKNOWLEDGING RECEIPT OF CERTIFICATES 


SED Bist sere ane deed seen CORPORATION 
INGORE Bocas BROADWAY 


New York 
IN REPLY REFER TO 


We acknowledge receipt of your letter, enclosing stock certifi- 
ROLESUOLIL HOLS: Pret aid tf astetes Ss ..... Corporation aggregating 
Preferred 

shares of Gaminen 
instructions contained therein. 


Stock to be transferred in accordance with the 
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Please note that there is due $.......... in payment of the 
Federal and New York State Transfer Taxes which we would 
thank you to remit. 

Kindly forward the amount due, so that the transfer may have 
our prompt attention. 

Yours very truly, 


sor erern eee eevee eee sees eee o 


Asst. Sec’y and Asst. Treas. 


ForM 363 


LETTER TO REPLACE CERTIFICATES 


6 SO Dike Ria ern Ses aes coma a CORPORATION 
INOveee chars BROADWAY 


New York 
IN REPLY REFER TO 


We enclose herewith stock certificates of The ............... 


Corporation: as listed: below for =... Se... cee shares issued 
as requested tanctsun one Genie a oate ete in lieu of certificates 
surrendered for transfer. 

Certificate Nos. Issued in name of Class Shares 


Please sign and return the attached copy of this letter. 
Yours very truly, 


©) Ge le © o (9) 0. eta, & 0 ©) 6) ©) ern em ie. 8 0 6 6raile 


Asst. Sec’y and Asst. Treas. 


We enclose herewith stock certificates of The................ 
Corporation as listed: below for... .. 003. <.4s.chx shares issued 
AS TECUESCE a sco. see reise Stan 6 ery eas ae es seetvene in lieu of certificates 
surrendered for transfer. 

Certificate Nos. Issued in name of Class Shares 


Please sign and return the attached copy of this letter. 
Yours very truly, 


@ ie 0,8) ee @ 60! be © 0) 0 a ale is «| & lots) 6) oe eleliee 


Asst. Sec’y and Asst. Treas. 


Received the above listed certificates and found to be correct. 
DISNALUTEs i, ty- incense Ree ee 
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Forms 360 and 361, which vary simply in color, are used 
for listing the numbers of certificates for which “stop” orders - 
have been received. 

Form 362 is a letter acknowledging receipt of certificates 
by mail for transfer and requesting amount of Federal and 
State transfer taxes. 

Form 363 is a letter issued to replace certificates received 
by mail for transfer. One copy of this letter is to be retained 
as a receipt. 


9. Accounting for Stock Transfers 


In the Accounting Division of the Stock Transfer Depart- 
ment a two-color scheme is employed to distinguish readily 
between the two classes of stock, in the transfer sheets, 
ledger cards, addressograph plate cards, and so forth. Buff 
is the color used for common and salmon for preferred. 

The procedure followed from time of receipt of Transfer 

Sheet, Form 358, from the Transfer division, to the prepara- 
tion of the dividend checks and stockholders’ lists, follows. 

On receipt of Transfer Sheet and before the coupons are 
attached, the following checking operations are performed: 

(a) Check total debits and total credits by addition. These 
totals must agree. 

(6) Check the name in which new certificate is to be issued 
against name from which it is to be transferred to deter- 
mine whether the transfer is the result of a correction of 
name, or change of name on account of marriage, etc. 
This is necessary to insure that transfers as a result of a 
change of status or correction of name are not considered 
on our statistical records as a “closed” account. 

(c) Check all transfers requiring a new EM (Employee’s) 
certificate. New EM certificates replacing old EM cer- 
tificates are permitted only in case of an error on the 
original certificate, or on distribution of an employee’s 
estate to a beneficiary, after all legal requirements have 
been complied with. 


DISTRIBUTION OF COUPONS 


After the Transfer Sheet has been checked, it is divided into the 
coupons provided for by perforation, “Debit” coupons represent 
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cancelled and “Credit” coupons new certificates, and constitute 
posting mediums. The procedure in connection with these coupons 
is explained below. 


Postinc “DersBiT” (CANCELLED) COUPONS 


Coupons are sorted by “control” letters, Stockholder’s Record 
Cards withdrawn from the files, and balances (before posting) 
tabulated. Debits are then posted by Burroughs bookkeeping 
machine, and “new” balances again tabulated. The difference 
between “old” and “new” balances should equal the total debits 
as shown on the transfer sheet, and total postings as shown on the 
bookkeeping machine. At the time of posting each account the 
coupons are marked (in the space provided) to indicate whether 
the account is “closed” (all shares transferred) or not. This 
record is required for statistical purposes. “Open” account cards 
are then returned to the files. 

Closed Stockholder’s Record Cards are then turned over to the 
addressograph operators, addressograph stencils removed and 
after being checked with the cards, the stencils are destroyed. 


Closed cards are filed alphabetically in separate drawers for ~ 


preservation. 


Postinc “Crepit” (NEw CERTIFICATE) CoUPONS 


Credit coupons are sorted by “control” letters, and compared 
with the Stockholder’s Record Card file to ascertain whether the 
new certificate constitutes a new stockholder or whether the stock- 
holder already has an open account. Great care is taken in making 
this check to watch for similarity of names, as a great many stock- 
holders are not consistent in their signatures, and accounts may 
be open on which the full name is used, whereas the present trans- 
fer shows initials only. In cases where an account is already open, 
the cards are withdrawn, “out” cards inserted in their places, and 
the balances tabulated. When this check is being made the 
coupons are marked in the space provided to indicate whether the 
account is “new” or “old.” New coupons are turned over to the 
addressograph operators and plates prepared and Stockholder’s 
Record Cards made. After the new cards and coupons have been 
compared, the new issues are posted to the cards and another tab- 
ulation of balances made. The difference between the totals drawn 
from “old balances” and “new balances,” should agree with total 
credits on the transfer sheet, and total postings as shown on the 
bookkeeping machine. 
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CHECKING “NEw” CERTIFICATES FOR HOLDING IN OTHER 
Crass oF STOCK 


Before “new” addressograph plates are filed,,a list is run off 
which is compared with the addressograph plates for the other 
class of stock (common or preferred) for the purpose of “tabbing” 
plates for stockholders holding both classes of stock. 


METHOD OF INDICATING STOCKHOLDERS Havinc BoTH CLASSES 
OF STOCK AND OTHER “‘EXCEPTIONS” 


To insure that one stockholder holding both preferred and com- 
mon stock shall not receive duplicate notices, reports, etc., “tabs” 
are used, which are attached to the addressograph plates to desig- 
nate exceptions as follows: 


Green Tab 
This tab, in the 5th position on a “common’’ plate indicates that 
the stockholder also holds preferred stock. 


Red Tab 

This tab, in the rst position of either a “preferred” or “common” 
addressograph plate indicates home address of stockholder who has 
also a “dividend mailing” address other than his home address. 
The plate showing mailing address immediately follows stock- 
holder’s plate showing “home address.” 


Yellow Tab 

This tab, in the 3rd position of either a “preferred” or “common” 
plate indicates the name and address of a “dividend payee,” or 
person other than the stockholder to whom dividends are to be 
mailed. This plate immediately follows the stockholder’s plate 
in the files. 


By “setting” the addressograph machine, plates “tabbed” in a 
certain position will not record. By this means dividend checks, 
etc., may be prepared with “dividend” name and address only, 
when such name or address is other than the one shown on the 
Stockholder’s Record Card. Similarly, notices, stockholder’s 
lists, etc., may be prepared showing name of the stockholder with 
home address, and eliminating duplications where the stockholder 
holds both classes ef stock. 


PREPARATION OF DIVIDEND CHECKS 


Before dividend checks are run off on the addressograph ma- 
chines, the plates are compared with the Stockholders’ Record 
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Cards, and “money sections” on the plates inserted to represent 
amount of dividend payable. This operation is performed quar- 
terly instead of daily, as it has been found to be more satisfactory 
and to save unnecessary work, to correct or insert the money 
sections and check all plates with the cards in one operation, than 
to attempt to keep the money sections up-to-date daily and pos- 
sibly have several changes on one plate during the course of the 
quarterly period. 


After this operation has been performed, dividend checks are 
run off (in strips of five) on the addressograph machine, taking 
care that the check numbers run in sequence with the alphabetical 
arrangement of the plates. 


COUNTERSIGNING DIVIDEND CHECKS 


After checks have been written, compared and balanced, they 
are delivered to the Transfer Office for countersignature. This 
operation is performed ona signograph, which permits the signing 
of ten checks in one operation. A facsimile signature of the 
Treasurer is printed on the check, and arrangements have been 
made whereby the countersigning may be performed by one or 
more individuals whose signatures are specially authorized for 
each set of dividend checks. 


CHECKING AND LISTING DIVIDEND CHECKS 


Before dividend checks are listed on the adding machine, they 
are compared with the Stockholders’ Record Cards. Since the 
addressograph plates have already been compared with the cards 
and all corrections made, this constitutes a double check to insure 
accuracy. 


Dividend checks are then listed on an adding machine on form 
(No. 7) which permits the tabulating of checks by numbers under 
each “‘control” letter. When listing of one letter is complete, the 
total is balanced to the total of the Stockholder’s Record Cards. 
The checks are then ready for insertion in envelopes. 


CHANGE OF ADDRESS DuRING DIVIDEND PREPARATION PERIOD 


During the period that dividend checks are being prepared all 
requests to change address are laid aside until the checks have 
been written and totals balanced. After this has been completed, 
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checks for stockholders who have requested changes in address are 
withdrawn, envelopes prepared with the new address and checks 
inserted. The address on the check is not changed, and the 
addressograph plates are changed later in course of the regular 
routine. 


INSERTING CHECKS IN ENVELOPES 


To insure that checks are not lost or mislaid while being inserted 
in the window envelopes, they are put in packages containing a 
predetermined number, together with an equal number of envel- 
opes and quarterly report (change of address) folders. If any 
envelopes are left over after all checks have been inserted the 
operation is checked to insure that only one check has been in- 
serted in each envelope. The envelopes are then carefully 
scrutinized in order to insure that checks have been inserted 
properly and that the name and address is clearly visible through 
the window. 


OTHER FUNCTIONS 
The Accounting Division is also responsible for the following: 


(a) Preparation of envelopes for mailing quarterly reports 
to stockholders. The envelopes are addressed on the 
addressograph machines, the “tabs” preventing the ad- 
dressing of more than one envelope for a stockholder 
holding both classes of stock, and also eliminating plates 
showing “dividend mailing addresses.” 

(6) Preparation of stockholders’ lists which are required for 
the annual stockholders’ meeting. Separate lists are pre- 
pared for the different classes of stock, arranged in alpha- 
betical order. A notation is made against names of 
stockholders holding preferred stock, indicating that such 
stockholders also hold common stock. 


(c) Proxies. 


STATEMENTS 


The following statements are prepared: 


(a2) MontHty Report (Form 365). 
This report reflects the daily transactions of the 
Transfer Office. 
(6) Report oF SALES oF EMPLOYEE’s Stock (ForM 365). 
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Form 364 


KEYBOARD DIAGRAM OF BurROUGHS ADDING MACHINE 
USED IN STOCK TRANSFER DEPARTMENT 


KEYBOARD DIAGRAM OF 
BURROUGHS ADDING MACHINE USED IN 
STOCK TRANSFER DEPARTMENT 


ERROR KEYS 


Sb bs sd Sa 


Form 364 shows diagram and keyboard of adding machine 
used in the Stock Transfer Department. The Accounting 
Department uses two standard ‘“‘check writing”? machines, 
stencils for which impress the name, address and amount of 
dividend; one automatic “envelope” machine for writing 
proxies and envelopes; one Graphotype machine for em- 
bossing stencils for Addressograph plates; and two standard 
Burroughs Stock Transfer poster machines. 


The report shown in Form 365, on the opposite page, is for- 
warded to each plant monthly and shows date of sale, name of 
employee stockholder, certificate number, and series, also cumu- 
lative data as to number of subscribers and shares sold of each 
series, 
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ForM 365 


MonTHLY REPoRT OF SALES OF EMPLOYEES’ STOCK 


THE CORPORATION 


STOCK ‘TRANSFER OFFICE 


Report of Sales of Employees’ Stock ———_$____ Plant —Month of. 


MAKK 


CLONED: 
ACCOUNT 


‘Vora Trin Monru. 


DPecmerscnee HINO KT. 
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ForM 366 


DIVIDEND CHECK FOLDER 


New York CITY 


In order that you may receive reports and other communications 
promptly, it is important that you keep us informed as to your 
correct address. 

, Your name and address, as shown on the envelope in which this 
communication was received, is taken from the stock records 
turned over to us by Equitable Trust Company, former transfer 
agents; if incorrect in any respect, or if at any time you change 
your address, please notify us promptly. The coupon below may 
be used for this purpose. 


W. F. HARTMANN 
Treasurer 


Stock TRANSFER Dept. 
(UME os bs NO garage CORPORATION - (i gee dis eens LO 


INO’. eisieieots Broapway, New York, N. Y. 


Change address of 


INAIMNOE crete. c especie, sis oc Wa ere nage eee 
(Please print or typewrite indicating Mr., Mrs. or Miss) 
|S) £0) 00 ARR a NNR REE un chen eh lies Waidicetons 
Street and Number 
City State ; 
TOs Sin accaraslein aon ie ome Ot aE Re Er 


Signature? 57). <.0ssk npae os eee aes ee 


Signature must correspond with name of stockholder on 
stock certificate 
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ForM 367 
STOCKHOLDERS’ LEDGER SHEETS 


(8’ x 5’) Regular Accounts 
4 Buff —Common Stock 
4 Salmon—Preferred Stock 


j Card Record of stockholders’ accounts other than active 
accounts. 


DIVIDEND 
AMOUNT 


DIVIDEND PAYEE 


THE CORPORATION—-COMMON STOCK 
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ForM 368 
STOCKHOLDERS’ RECORD CARDS 


(16” x 5”) Active Accounts 


Buff —Common 
White—Preferred 


Similar to Stockholders’ Record Cards, except that length is 
increased to provide for the larger number of postings. 


ISSUED OR 
(— CANOBLLED 
a 


a 


THE CORPORATION —eneveneap er0cx 
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ForM 369 
“Out Carp” 


Used to replace Record Cards temporarily removed for posting 
or other purposes. 


ForM 370 
DiIviDEND CHECK FOLDER 


A combination dividend check folder, quarterly report, and 
change of address form, which is sent out with quarterly 
dividend checks. 


DIVIDEND CHECK ENCLOSED 


THE CORPORATION 


New York, October 1, 1926. 


The regular quarterly dividend of $1.75 per share on the Preferred Stock was declared by the Directors of 
your Coeporsta on July 22, 1926, payable this day to stockholders of record on September 1, 1926. Check for 
this dividend is enclosed. 

Proper endorsement of the check will be sufficient acknowledgment of its receipt. 

Check should be deposited or cashed promptly. 

Prompt notice should be given of any change in your address. The attached form should be used for 
that purpose. 


, Preasurer, 
2-35m-9,26-BS.Co. 


THE CORPORATION 


DIVIDEND CHECK ENCLOSED 


ForM 371 
Datty BALANCE SHEET 


Used to record daily transactions and balance of shares out- 
standing under each control letter. 
MEU oc pecs titi enc- 4 CoRPORATION 
(Continued on next page) 
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Capita Stock OuTSTANDING (SHARES) 


Balance Close Balance Close 
of Business Can- Net of Business 
Controls (Date)...... Issued celled | Change] (Date). .... 
A OD SS 
B 
C 
D 
E 
F 
G 
H 
I&J 
K 
L 
M 
N&O 
P&Q 
R 
S 
TXKU&V 
W 
X&V&Z 
Brokers and 
Other Active 
Accounts 
(Orig. Issue) 


ees See 


IOOI 


if p) 
eS 
= 
oy 
z 
eB 
S 
oO 
oe) 
Bi Sa 
n 


Form 372 


; SUMMA : | 

SPLHAT/] (at 

: SL AIATTTTUATTTATTUATTY al] 
; HTUTTFTTITTUTTATTITTTTFFALTITTTTI Ebel 

Sa 
Z UT ALLTATTTATITTTTTTT) eH] F] 

< 

& {é 

: PT AALTATTTTHTTTATTTATTATHHT! he i 

iS 29 Eg 

: TTT i 

ULL tf 

5 RATT ALTATETTTTATTTTHTT HT alll 

: CHNNTTUUTAVUAAVUANUA AVANT COU ai 
8 

: ll: 

é PEUTATELTATTETTETHTTETTECTHTTT ni 

SLTTATTATTEATTATTTATITUT FUTTar ek 

216 5 8 sit 

PT ATATATATTATTATHTTTATTTT | EAL ee Fel 

} | BI Llelsls la 

Ce EELEPEELIEEEE TE Tlelslelellslel8) | BRisle al" 
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List oF DIVIDEND CHECKS 


For listing dividend checks by check numbers and control 
letters for balancing purposes. Checks returned from bank are 


(See next page.) 


checked against this list. 
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00, 


. _ 00] Group No. 


Stoon 


00]Group No. 00] Group No. 


CORPORATION 


LIST OF DIVIDEND CHECKS 


00 | Group No. 


00] Group No. 
AMOUNT 


00] Group No. 


Group No. 
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FORM 374 
MONTHLY REporRT OF SALES OF EMPLOYEES’ STOCK 


Used to notify each plant of employees’ stock used. 


ForM 375 
NOTICE OF CHANGE OF ADDRESS 


Form to send out to stockholders (on request) to record changes 
of address. 


NOTICE OF CHANGE OF ADDRESS 


THE CORPORATION 
Stock Transfer Office. 
Broadway, New York, N. Y. 


Change address of 
Name 
(Please indicate Mr., Mrs. or Miss) 


From 
Street and Number 


TLEASE PRINT 
OR 
TYPEWRITE 


3 


Street and Number 


City State 


Signature 


Signature must cprrespond with name-of stockholder on stock certificate 


THE CORPORATION 
Stock Transfer Office 
Broadway, New York, N. Y, 


In accordance with instructions received we have recorded your change of address on the books of this 
Corporation to read as shown below. 


Yours very truly, 


Asst. Sec’'y and Aast, Treas. 
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ForM 376 


DIVIDEND ORDER 


To be filled out by stockholder requesting payment of dividends 
to a payee other than himself. Reverse side provides for acknowl- 
edgment before a Notary Public. 


THE CORPORATION 
Stock Transfer Office 
Broadway, New York, N. Y. 


In accordance with instructions received, our records now show that dividends on stock of this Corpo- 


ration to which you are entitled will be paid and mailed to the dividend payee whose name and 
address is shown below. 


Yours very truly, 


Asst. Sec’y and Asst. Treas, 


DIVIDEND ORDER 


To the Treasurer of the 192 
THE CORPORATION vers 
Noi: -Broadway, New York, N. Y. 
Until this order shall be revoked, in writing, by the undersigned as stockholder of your Corpora- 


tjon, checks for all dividends payable on stock now or hereafter standing in the naine of the undersigned 
should be made payable to the order of and mailed to 


Name 
(Please indicate Mr., Mrs. or Miss) 


Street and No. 


PLEASE PRINT 
OR 
TYPEWRITE 


City ae tate 


Signature 
Signature must correspond with name of stockholder on stock certificate 


Stockholder’s signature must be acknowledged before a Notary Public in the appropriate form on the reverse hereof. 
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ForM 377 
“SIMILARITY” LETTER 


| Requesting stockholders who apparently have accounts in more 

d than one name to notify us as to correct name and address, and 
certificate numbers of stock owned, so that duplications may be 
eliminated. 


THE CORPORATION 


NO. BROADWAY 


NEW YORK 


IN REPLY REFER ew 


on shares of the 
stock of this Corporation were registered in your name as above. 


There appears to be a duplication of your name or address on 
our record of stockholders, and we would appreciate your supplying 
the information requested. 


Yours very truly, 


Asst. Sec'y and Asst. Treas. 


(1) Correct Name and 
Address 


Please print or Street and Number 


typewrite anes escanegdzereceeserseste 
(2) Do you own other shares of this corporation's stock 
registered in your name? If so, how many? 


(3) If convenient kindly insert below the certificate num- 
bers and the number of shares of each certificate 
you hold. 


CrratmioaTs No. Carriri0atTs No. CERTIYIOATE NO. | SHARES 


Signature 
(As shown on Stock Certificate.) 


Please return this letter promptly in the enolosed Stamped Envelope. 
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ForM 378 
STOCKHOLDERS’ LIST 


Required for the Annyal Meeting of Stockholders. Separate 
lists for common and preferred are prepared in duplicate from 
addressograph plates, and number of shares posted by adding 
machine from Stockholders’ Record Cards. Original of each list 
is forwarded to Fidelity Union Trust Company for certification, 
and duplicates used for checking proxies received. 


THEE Sf Stet CORPORATION 


List oF HoLpEers OF SEVEN PER CENT CUMULATIVE PREFERRED 
STOCK AS OF THE CLOSE OF BUSINESS MARCH 5, 1927 


Number of 
Stockholder Shares 
Sheet No. 
ForM 379 


GENERAL (IssuED By AssISTANT TREASURER’S OFFICE) 
REQUEST TO RETURN CERTIFICATE 
Requesting return. of certificates on which name is incorrectly 


spelled. This letter is issued when “Similarity” letters are returned 
indicating misspelling in names. 
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DHE gists otis CoRPORATION 
No. ... Broadway 
New York 
IN REPLY REFER TO 

Your reply to our recent request indicates that you hold cer- 
tificates for stock of this Corporation which are not issued in 
your correct name. 

It is mutually desirable that such inaccuracies be corrected, and 
in order that this may be done we suggest that you return your 
stock certificates which are incorrect, endorsing each certificate 
in your correct name as it should appear on our records, and 
noting below “incorrectly described on the face of this certificate 
as (insert here name as shown on certificate) .” 

Your signature should be guaranteed by either a New York 
Stock Exchange firm, a New York bank or Trust Company or 
by a bank having a New York correspondent. The incorrect 
certificates should be forwarded to this office and new certificates 
will be returned promptly. We suggest that you return the 
incorrect certificates to us through the firm of brokers or bank 
which originally purchased them for your account and which will 
undoubtedly guarantee your signature. 

The new certificates will be issued without charge. 

Very truly yours, 


ee 


Assistant Secretary and Assistant Treasurer. 
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LETTER USED BY BROKERS 


Form letter to be used by brokers, etc., requesting issue of a 
new certificate to replace certificate on which name was incor- 
rectly stated. Also includes agreement to indemnify this company 
against any possible loss on this account. 


4 215 eee CoRPORATION 
No. ... BRoaDway, 
New York City. 
GENTLEMEN: 
Ones Sie bisies 19...., you issued in accordance with 


CTP aSEDUC TIONS yer) ae 10,4. ioe 8s 0 Corporation Stock certificate 
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NOs 3) Woven fOr ise es shares. Of J isteeeie statere a etnies 
stock in the name Of. .)i/aaWa. 2c. et es ssedee epee ower ae 
This name was given to you in error, the correct name and address 
Deity 5 miss ty, WN ine DEE a BR e/a fae acane oleate Bi elingel see ne eas 


Will you please issue a new certificate in the correct name? In 
consideration of your so doing, we agree to indemnify you and 
save you harmless against all losses, claims, liability and expense 
which may arise by reason of your issuing such new certificate. 

Yours very. truly, 
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LETTER CONCERNING REQUIREMENTS AS TO STOCK IN NAME OF 
DECEASED PERSON 


Stating requirements to be complied with before stock standing 
in the name of a deceased person may be transferred. 


PEESES Steere ae CoRPORATION 
No. ... Broadway 
New YorK 
IN REPLY REFER TO 

In order to effect a transfer of capital stock of the .......... 
Corporation standing upon its records in the name of a de- 
ceased person, it is necessary that the Executor, Administrator, 
or other duly appointed legal representative, present to the 
Corporation with the stock certificate properly endorsed: 

1. A duly authenticated or certified copy of the Will, if any, of 
the decedent. 

2. A certificate of the proper Surrogate’s or Probate Court, 
showing the appointment of the Executor, Administrator, or other 
legally appointed representative and that such appointment is 
still in force. Such certificate must be dated not longer than six 
months prior to the date of presentation thereof to the Corporation. 

3. A certified copy of the court order authorizing sale or 
distribution where the laws of the State in which the estate is 
being administered require such order. 

4. A written waiver or consent from the Comptroller of the 
Treasury of the State of New Jersey, under the Transfer In- 
heritance Tax Law of that state unless the decedent died after 
July 1, 1926, and was at the time of his death a non-resident of 
the State of New Jersey, and, in case decedent was a resident of 
the State of New York, a written waiver or consent from the Tax 
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Commission of the State of New York, under the Transfer (In- 
heritance) Tax Law of that State. 

5. The signature to the assignment or power of transfer 
must be satisfactorily guaranteed by a New York Stock Ex- 
change house or a bank or trust company having a New York 
correspondent. 

6. The transfer of shares of stock of the Corporation is sub- 
ject to a New York State Tax of two cents per share and a 
Federal Tax of two cents per share. The requisite stamps or 
their equivalent in cash must accompany the certificate of stock 
to be transferred. 

7. Stock may not be transferred into the individual name of 
an Executor or Administrator unless there is filed with the Corpa- 
ration either a court order authorizing such transfer or an affidavit 
from the executor or administrator stating either that all of the 
debts of the estate have been paid or that there are sufficient 
remaining assets to provide for the payment of such debts. 

Yours very truly, 
(1 Ris 0 RRC le ey CoRPORATION 


Asst. Sec’y and Asst. Treas. 


ForM 382 
MEMORANDUM TO GENERAL COUNSEL 


To accompany legal papers submitted as evidence of authority 
of person executing assignment on stock certificate in capacity 
of Executor, Administrator, Trustee, Guardian, Attorney-in-fact, 
officer of corporation, society, etc., on which approval is required 
before transfer is effected. Copy to be signed and returned. 


PETRI he Soc: CORPORATION 

STOCK TRANSFER OFFICE 
MD) ait CPesea en at sab Saeed oop sftoe oe 

INATETIIO MLO Cereal terete chee arte Sis aces ahaiie Da eteANS erevansee 
SEG REITETIAINIOL OR Tee roretoinie Cae eee a ee Daisies COS Sew ea ee 
POSTEO UAV oyu tie oss tera aneanapetee eeeiecas 9 49:8 06-4 dw be, st get a om 
REP CMIC ate (eNOS). ciiwe ss itn ei tiele oi co ge euie ee sees eel 
UTA CLOAES © CMM Aner ideas o PRON  scs's seytits sant auto oval eek al evece te 
STO LORD ERC LATISTEEEEC stOmie nm serticne sc steele «soles iej'e tells oieie exe ersrete relate 


Following papers attached: 
Certified copy of will; 
Probate certificate; 
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Court order; 

Affidavit of executor or administrator; 
Waiver'state* Of fone aenee neers oes 
Indemnity Bond, 

Certified copy of resolution adopted by 


Asst. Sec’y and Asst. Treas. 


ForM 383 
Notary Pusitic ACKNOWLEDGMENT FoRM 
For use by an Executor or Administrator of an estate. 


STATE OF 


County oF 


Before me, the undersigned authority, on this day personally appeared 


» who being by me duly sworn, deposes 
and says that he is (state whether Executor 
or Administrator) of the estate of 
deceased; that the said deceased was, prior to his déath, personally known to him; and that 
the said deceased was, at the time of his death on , and 


for years prior thereto, a resident of 


Sworn to and subscribed before me 
this day of =) 


il My i Be Be 
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ForM 384 


Notice oF MEETING AND Proxy 


4 S00 ss kA ee CORPORATION 
NotTIcE OF TWENTY-SECOND ANNUAL MEETING OF STOCKHOLDERS 


The Twenty-second Annual Meeting of the Stockholders of 
Re warts ise viet» Corporation, a New Jersey corporation, will be 
held at its principal and registered office, at No..... Broad 
Street, on Tuesday, April 5, 1927, at 12 o’clock noon. At said 
meeting the following matters will be presented to stockholders for 
their action: 

(1) The election of five directors to serve for a term of three years; 

(2) The approval and ratification of all action of the Board of Directors 
of said Corporation since the Twenty-first Annual Meeting of its stockholders 
held on April 6, 1926; and 

(3) The transaction of such other business as may properly come before 
said meeting. 

The books for the transfer of shares of the Seven Per Cent Cumulative 
Preferred Stock and of the Common Stock of said Corporation will be closed 
at the close of business on Saturday, March 5, 1927, and, unless otherwise 
ordered by the Board of Directors, will be reopened at the opening of 
business on Wednesday, April 6, 1927. 

Newark, New Jersey, February 21, 1927. 


If you do not expect to be at the meeting, please date and sign 
the attached proxy and return it in the accompanying envelope 
addressed to the undersigned, No. ... Broadway, New York City. 
A proxy to be executed by a corporation should be signed in its 
name by its President or Vice-President and its corporate seal 
should be affixed and attested by its Secretary or Assistant Secre- 
tary or other proper officer. 

Because of the great amount of detail necessary to prepare for 
this meeting, the immediate return of proxies is desired. 

Secretary. 
BIER smopete ord yeti CORPORATION 
Proxy FoR ANNUAL MEETING, APRIL 5, 1927 


Please sign this proxy and return it 

promptly in the accompanying envelope 
Know ALL MEN BY THESE PRESENTS, That the undersigned, a 
bolder orstock in The..~......:. Corporation, a New Jersey cor: 
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poration, hereby constitutes and appoints ......... a. he ares olde , 
eee ,and’.........., the attorneys and proxies, and each 
of them (with full power to act without the others) the attorney 
and proxy, of the undersigned, irrevocable, with full power of 
substitution, for and in the name, place and stead of the under- 
signed, to attend the Twenty-second Annual Meeting of the 
stockholders of said Corporation to be held at its principal and 
registered office at No.... Broad Street, Newark, New Jersey, 
on Tuesday, April 5, 1927, at twelve o’clock noon, and there or 
at any adjournment or adjournments thereof to vote the number 
of shares of stock the undersigned would be entitled to vote if 
then personally present: (1) for five persons to serve as directors 
of said Corporation, each for the term of three years; (2) in 
favor of the approval and ratification of all action of the Board 
of Directors of said Corporation since the Twenty-first Annual 
Meeting of its stockholders held on April 6, 1926; and (3) in 
the transaction of such other business as may properly come before 
said meeting or any adjournment or adjournments thereof; as 
fully and with the same effect as the undersigned might or could 
do if personally present at said meeting or such adjournment or 
adjournments thereof; hereby ratifying and confirming all that 
said attorneys and proxies, or any of them, or their or his substi- 
tutes or substitute, may lawfully do or cause to be done by virtue 
hereof, and hereby revoking any proxy or proxies heretofore given 
by the undersigned to any person or persons whomsoever. 


Witness the hand and seal of the undersigned, this 


to. Stock Transfer Procedure for Small Companies 


The detailed procedure described in the preceding pages 
is not applicable to small concerns. For such enterprises it 
is usually practicable to keep two books for this purpose, 
namely: a stock journal and a stock ledger. These if 
properly kept will afford information sufficient to trace the 
history of each share regardless of the number of times it 
may be transferred. In Forms 385 and 386 are shown speci- 
men sheets for a stock journal and a stock ledger such 


as is proposed by the Secretary of State of the State of 
Ohio. 
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ForM 385 


STocK JOURNAL 


Stock Cancelled Stock Issued 
We, the 
= Ln undersign- 
q o 
2 gis gis 8 ed, hereby 
a 8\s 8s oe acknowl- 
BP 2(sle ¢ To whom | 6 |S |“ Pa edge the 
3 By fFolgis| 2 assigned |S] 5 |+3 a receipt of 
aa whom |HJO] 4 ey, and FO] 5 a} the stock 
[assigned] Sis a S Issued | SIs a = set opposite 
* sia = O16)8 P our respec- 
la) IZ IZ Qa SIZIZ ej tive names: 
TON ye TOssae 
Jan. 2}The Ohio 
Company]..}..}..] Jan. 2 |John Jones} 1] 1/10] $1,009.00|John Jones 


John 
Jones | 1] 1/10} Feb. 29 }Wm. Smith|26|32\10 Seat ihe Smith 


ForM 386 
Stock LEDGER 


JoHN Jones, CoLuMBUS, OHIO 


d 


From or to Whom 
Transferred 


No. of Certificates Issued 
Creditor 


Date of Assignment 


| No. of Certificate Cancelle 


Date of Issue 
| Journal Folio 


TOne ; 
Jan. 2 | 1|..|From the Ohio 
Company t |Jan. 2 |$1,000.00)......... $1, 000.00 


Feb. 29] 1| 1]To Wm. Smith Bo|Mebwrr|s scat $1,000; 00/7205... : 
LIE Ng aa ei Ee aaa 8 
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The explanation given for the entries in Forms 385 and 
386 on the preceding page as given in the suggestions made 
by the Secretary of State of the State of Ohio is as fol- 
lows: 

The hypothetical entries which appear in the last two 
forms indicate that on January 2nd, 19.., John Jones sub- 
scribed for ten shares of the capital stock of The Ohio 
Company, of the total par value of $1,000.00; that his 
ledger account is on Folio No. 1 of the Stock Ledger; that 
the number of stock certificate issued to him for such ten 
shares is No. 1; that he has received and receipted for such 
certificate; that on February 1st, 19. ., he assigned the whole 
of said ten shares to William Smith; that on February 29th, 
19.., said Smith presented said certificate to the secretary 
for transfer, and that a new certificate was issued to him, 
numbered 32, which was received and receipted for; that the 
further history of said ten shares begins in the ledger account 
of said Smith, on Ledger Folio No. 26; that when said John 
Jones subscribed for said shares, he was debited in the ledger 
account with their par value, $1,000.00; that when he sold 
the same to said Smith, he was credited with the same 
amount; and that, as the debit and credit columns in his 
ledger account then balanced, this showed that his stock 
account was closed, and that he was no longer a stockholder 
in the company, having been succeeded by said William 
Smith, as to his whole holding of stock. Had John Jones sold 
his stock to more than one person, it would have been neces- 
~ sary to open an account in the stock ledger with each 
assignee. 

These forms may be changed to meet the individual tastes 
of the bookkeeper; but whatever forms are adopted, the facts 
set out in Forms 385 and 386 reproduced on the preceding 
page should appear. 


| 
| 
. 


eo 
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ForM 387 


REQUIREMENTS OF INDEPENDENT TRANSFER AGENT 
First Trust AND SAVINGS BANK 


PAPERS REQUIRED WHERE BANK IS TO ACT AS 
TRANSFER AGENT OR REGISTRAR 


Copy of Articles of Incorporation of the Company, certified 
by the Secretary of State; or of Charter, similarly certified. 
Copy of Company’s By-Laws with the certificate under seal 
of the Company that it is a true copy. 

Copy, similarly certified, of a Resolution of the Board of 
Directors, appointing us Transfer Agent-Registrar, in a form 
drawn up or approved by us before adoption. 

Submission of printers’ proof of all stock certificates before 
their preparation in finished form. 


In this connection we use the following form for Transfer 
Agent— 
CGUOMTERSICNED Mtn eRe le he ee elt eee as Cicssiete ake Be 
: First TRUST AND SAVINGS BANK 
(Chicago) Transfer Agent 


Assistant Secretary 
And the following form for Registrar— 
IRE GISTERED Sees er rire eases Ae anitere eines 
First TRUST AND SAVINGS BANK 
(Chicago) Registrar 


Assistant Secretary 


Specimens of all stock certificates to be used, with certificate 
under seal of the Secretary of the Company affixed thereto 
that they are true copies of the stock certificates adopted by 
the Company. 

Signatures of all officers of the Company and of the Transfer 
Agent-Registrar—authorized to sign certificates, those of the 
Company to be certified under seal by the Secretary to be 
those of the officers authorized to sign the stock certificates. 
This Bank will furnish a form for the signatures of the officers 
of the Company, and Secretary’s certificate, and will itself 
obtain the signatures of officers of other Banks acting as 
Transfer Agent or Registrar. 


7. List of holders of Preferred and Common Capital stock of 
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the Company outstanding, if any, showing the number of 

each certificate, the name in which issued, and the number 

of shares represented thereby; such list to be certified by the 

Secretary of the Company to be correct. 

8. Opinion of counsel as to 

(1) Validity of 
(a) Company’s organization, : 
(b) The stock issue, and the form of certificates 

adopted. 

(2) The authority of the Company to do the things set 

out in its Articles of Incorporation and By-Laws. 


Form 388 


REQUIREMENTS OF TRANSFER AGENT REGARDING SIGNATURES 


To THE First TRUST AND SAVINGS BANK, CHICAGO, ILLINOIS: 


Staterol st un. sae os 
ss. 

COUNTY OE. Wie cintsia deca sie oe 

LE UNGELSI AMER a Siete fc, aie. '5 + se) sas nase oe iad ke ene tee ae 
HEREBY CERTIFIES that he is the duly elected and qualified 
Past Saehae SECKEEATY GE aie sho vn cdo as,0 os Wrtalen alan aeeteh ee eee 
a corporation organized and existing under the laws of the State 
OBiie 550 cates Mp ctateghorers ays SPAN, sas SUCH. Wael sok secretary, that 


he has custody and control of the corporate seal, records and files 
of said corporation; and 

HE FURTHER CERTIFIES that the following are the true signa- 
tures of the within named officers of said corporation, and that 
said officers executing such signatures are duly elected and now 
in office, and are duly authorized to execute the following de- 
scribed securities of said corporation, or any statement, order or 
other paper which the following described instrument provides 
they may execute, to wit: 


o Th jaar e! o 19: folie) 8! Cre ase) © Are kel €1 ee N ee oiipre ele ia: fei /eke,.6..0 a ele pike eeleke peels letawele, str 
Oe) 47, Oe) eres. 0. er wie. ale! 916, fe 16.6) ew ae (eo) tee ele le 6] (elre! ele 'wi'evle! arse) eel er erig tele edi ati Meletn Sua 
® NE 0 0: a ‘alle @ 0 eel le aye je) mayo )e (ooh ele 8) @ 0 fe) wes) ele, este wi elie) 8 lela al Ee Wil enEMeallaret a Memon e 
Oem OC era G0 0) (eo Tafrb 0 euleh eB) @ O/)4.:0 Kelle) 6) 1h.10) 0) @ si 0) 0) © 06.6. elie) tai wirm ‘eine auletiedamerieriona ie) 
9: 10, {exe “oll, Ge. e)6 is) «bie 'o Fe10) Sot ore! Bie. a 6 lel te 6 [ni /oi 0. Np. -0 8) pb ker (ule 1a Joliniculel efibiten en cis enielcn ane 
0/0. wo (el 0 8) @ ee fe 12:6, Oe wile ee le Wee) wi O le eae @ le tele \6\\9\ 16, vi (0 0//a\ te leila isiisielielaWariol-sialeueiete 
O)5e) OM O16 BL9) V8! LOO Woy w tel pire! @ ey 9) 16 ).6\elege ive (sb ove leo) els cole! c ehelataleLnmarenet bey els: 


© (8 bia 0 0O: Je) oF 0 16 1.0, 1O1"e) 0) 0) W008. (8! (Bt (6; (61 10148) Ove) Be) fe" 918i ia: ese) hw fale, (eoiajiwies ot cme ey eine te le 
. eee 


and that the names of said officers, their titles and signatures are 


STOCK TRANSFERS 1017 


Cr ry Wi RCT OHO \9, We Slnarie ieee, ©: 10 10) e)10. fo a) 10.6) iL elielerie svelte 


HE FURTHER CERTIFIES that the seal affixed to this certificate is 
the corporate seal of said corporation. 

The undersigned agrees for and on behalf of said corporation to 
give immediate notice to the above named First Trust and Savings 
Bank when any of said officers, or any officer hereafter vested with 
authority to execute any of said securities or any statement, order 
or other paper as aforesaid, no longer shall be vested with authority 
to sign for said corporation as aforesaid, and, to notify said bank 
from time to time of the appointment of other or additional officers 
authorized to sign as aforesaid, and to lodge with said bank 
specimen signatures of such other or additional officers. 

IN WITNESS WHEREOF the undersigned has hereunto set his 
hand and affixed the corporate seal of said corporation, this 
Seaver GAY. OL le oir soa ace tieae oe Rigen lay ve us LO or 


eoececeec ee eee eee eee eee eee eo ee eo ee oe eee eee ee 


bb's gs cb 9 oS OCELELOTY. 
Corporate Seal. 


Form 388-a (Continued ) 


(REVERSE SIDE) 
PERTISE NO. sie sure ae welts 


Following are the names, titles and signatures of the officers 
referred to in the within certificate: 


DAE oe cer fb ledar de eign oe be es AR WHT SISE oh or ane ie ears reine ls 
the President President 

VEL ee a ee ONS etre ste ME WALA OT; ca alote sy ois onder ere acade peu 
thejs.cerecieiets WicerPresidenth Apt iag a imitans Fh dod one ers ane Vice-President 

BA esi On ary noe sears soon PE IWALI BUSTY Seapes cose leap eenee ae cl ene 
theese Vice-President oy Weg © en Sern gnecerae Vice-President 

ANDi OTe oe aie a) Movado ete me Mey WSBT) Hits <i tecerste eon ag har 
the Secretary Secretary 

NA Pe eee Aerdierecs eras acter eee MA ASLOUE A ocontia acs) Gyr raat 
the Asst. Secretary Asst. Secretary 

1 i cs cele Re Ue ce aes oe oR WETUTSIOD ay atias Reet ere 8 car oat 
the Treasurer Treasurer 

VL Takers cds oer ern ee ehcice loys) phe one 09 BL WYUL ESTO TW Pca oa ees. a! ale alo ny te) oe 
the Asst. Treasurer Asst. Treasurer 

Wy Aparna, eho on spans CAT a, eigenen’ WP ULaSl eM seas siete el tae ois Sine cee = 
Usoor coouacgomesceDoducs , LEED E Renee ee ener e ees 

Bre esther iaiie te BOE | cMekecatis WL SEG ne tliesess «se ANNE tess: 
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11. Independent Transfer Agents 


Most corporations find it advantageous to employ inde- 
pendent transfer agents, many of the larger trust companies 
acting in this capacity. So much detailed work is involved 
that a trust company, with wide experience and numerous 
companies on its list of customers, can usually perform the 
duties of transfer agent better than the company itself. 
Whether performed by the company itself or by an inde- 
pendent agent the procedure is practically the same. The 
independent transfer agent will require certain information, 
however, before it undertakes to act as transfer agent. Form 
387 shows the requirements of the First Trust and Savings 
Bank of Chicago in this connection. The requirements of 
this bank regarding signatures of the officers of the company 
for which it acts as transfer agent are shown in Form 388 
and Form 388a (reverse). Form 389 shows resolution of 
board of directors appointing this bank sole transfer agent. 
Form 390 shows resolution of board of directors appointing 
this bank sole registrar. Form 391 shows record of registra- 
tion kept by this bank for preferred stock of Fairbanks, 
Morse & Company. It is made out in duplicate, the duplicate 
being sent to the Bankers Trust Company of New York. 
The receipt used by this bank where accepting stock for 
transfer is shown in Form 392. (1) thereof is kept by the 
transfer agent, (2) goes to the registrar with the newly is- 
sued certificate, (3) goes to the broker. With it he later 
claims the new certificate from the registrar. 


ForM 389 
RESOLUTION APPOINTING TRANSFER AGENT 


SoLE TRANSFER AGENT 
CERTIFIED COPY OF RESOLUTIONS 
of the 
BoarD OF DIRECTORS 
of 


918 e, (6) Wi tel 7eMelio| e-.e1-o kevecehovethe © age 8) eee a eleuelelwis\ece lel ci ete 


Wuereas, This Company is a corporation organized and existing 


ON Ie) ee 


Ne NS TN 
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under and by virtue of the laws of the State of................ 
and has an authorized capital stock of ................ Dollars 
Steet ote’ )cconsisting of 5 i.6. 62: SHALES:O1 J. eee icone 
stock of the par value of $............ perishare?-and =: 2254 
SHAECSION A hat. eaiece» stock of the par value of $............ per 
SHALOM AIM i tasiat picta hee eharesiol eerste Hed Sk stock of the par 
WLU OE Sal. cela cs Os per share, all of which is to be issued 


as fully paid and non-assessable stock; and 

Wuereas, This Company desires to appoint a transfer agent in 
the City of Chicago, Illinois, for the:transfer of its......5. 0-66.00 
stock and to define its duties; 

Now, THEREFORE, BE IT RESOLVED: 

FIRST: that FIRST TRUST AND SAVINGS BANK, an 
Illinois corporation having its office in the City of Chicago in 
said State, be and it hereby is appointed agent of this Company, 
with the title “Transfer Agent”, for the transfer of certificates 
POTANO Se Nb See ace Oe bw oo capital stock of this Company. 

SECOND: that for the purpose of the original issue of certifi- 
cates representing such stock, the Transfer Agent is hereby 
directed: 

To record and countersign as Transfer Agent, certificates (both 
temporary and permanent) for not exceeding 


- Shares of such. ...:-.. stock, of the par value of $...... per share 
meshares Of SUCH S.3..°.)- stock, of the par value of $...... per share 
-eshares Of such)... 24: stock, of the par value of $...... per share 


when such certificates have been signed by*.................. 
Be eRe re ec sha reyes of the Company, in such names and for such 
number of shares as may be indicated in orders signed in the 
name of the Company by its <.'............ OLD eee kane aera 
and attested by its Secretary or Assistant Secretary, under its 
corporate seal, which orders shall give the addresses of the stock- 
holders named therein. Such orders shall be conclusive in favor 
of the Transfer Agent and binding upon the Company. Upon 
countersignature and recordation of such certificates by the 
Transter Agent they shall-be delivered to.....5..0......0.5.%- 
Pte Ne lata ch ths eltueieia e's Registrar of this Company for reg. 
istration, and shall then be delivered in accordance with such 
orders. 

THIRD: that the Transfer Agent be and it hereby is authorized 


*These resolutions should correspond to the provisions of the charter or certificate of 
incorporation and by-laws. 
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and directed to make exchanges and transfers from time to time 
upon the books of this Company of such certificates for such 
Se RPE Role stock (both temporary and permanent) as may be 
surrendered for exchange or transfer, properly endorsed and duly 
stamped as may be required by law, bearing the seal of the Com- 
pany and the signatures of the proper officers of the Company as 
provided in paragraph SECOND of these resolutions, and the 
signatures of its Transfer Agent and Registrar, or signatures 
believed by such Transfer Agent to be genuine, and to enter of 
record and countersign new certificates accordingly when the same 
shall have been signed by the proper officers of the Company as 
provided in paragraph SECOND of these resolutions, and to 
deliver such certificates when so countersigned and entered of 
PECOEU EOE «Naso he eine Saree ee! init = charlie: deena ee Registrar, 
for registration, and, when so registered, for delivery to the 
persons entitled thereto; and to perform all other duties incident 
to the office of Transfer Agent. 

FOURTH: that specimen signatures of the officers of this 
Company authorized to sign certificates of stock as aforesaid, and 
of the officers of the Registrar authorized to sign for the Registrar, 
and specimen stock certificates, be lodged forthwith with the 
Transfer Agent to be used by it for the purposes of comparison; 
and that the Transfer Agent shall be protected and held harmless 
in recognizing and acting upon any signature or certificate be- 
lieved by it in good faith to be genuine. When any officer of this 
Company or of the Registrar shall no longer be vested with 
authority to sign for this Company or for the Registrar, as the 
case may be, written notice thereof shall immediately be given 
to the Transfer Agent and until receipt of such notice the 
Transfer Agent shall be fully protected and held harmless in 
recognizing and acting upon certificates bearing the signature 
of such officer or a signature believed by it in good faith to be 
genuine. 

FIFTH: that from time to time additional officers may be 
appointed by resolutions of the Board of Directors of this Com- 
pany not inconsistent with its by-laws, to sign certificates of stock 
on behalf of this Company, and in like manner additional officers 
may be appointed to sign on behalf of the Registrar, and in every 
case certified copies of the resolutions effecting the appointments 
and specimen signatures of such officers shall forthwith be lodged 
with the Transfer Agent. 

SIXTH: in the event that any such certificate shall become 
lost or destroyed, before any new certificate shall be issued in lieu 
thereof, a satisfactory bond shall be required in such amount as 
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may be provided by the by-laws of this Company, and in any 
event not less than the value of such certificate, wherein the 
Transfer Agent shall be named as one of the obligees. The bond 
shall be in form satisfactory to the Company and the Transfer 


Agent. 
4 SEVENTH: that when the Transfer Agent deems it expedient, 
WE EEE sec a8 ice 6 Maral oa, 20 ara nen ogi In Bee aE DT ‘ 


counsel for this Company, or to its own counsel, for instructions - 
or advice, and for any action in accordance with such instructions 
or advice this Company will fully protect and hold it harmless 
from any and all such liability. 

EIGHTH: that the....... President and the....... Secretary 
of this Company be and they hereby are directed to certify a copy 
of these resolutions under the seal of this Company and to lodge 
the copy, together with certified specimen certificates of the stock — 
of this Company in the forms duly adopted by it, certified copies 
of the charter or certificate of incorporation and all amendments 
thereto (properly certified by the Secretary of State) and of the 
by-laws of this Company, with the Transfer Agent, and to furnish 
to the Transfer Agent certified copies of any amendments that 
may from time to time be made to the charter or certificate of 
incorporation or by-laws. 

We, the undersigned, +... jj:..0:1% si « President ands \. 10). .r4/eie : 
Secretary, do hereby certify that the foregoing is a true and 
complete copy of resolutions duly adopted at a meeting of the 
eGatGuO te CCCOES (OL aL DO fy ods arag os clas oo, 01's ol Ste afuieleje «ah s)0" O08 


(hereinafter called “Company”’) duly called and held at ........ 
MOG CAV occ tad “els veleie,eiciy 66-6 State OLIN comp hes , on the 
Beale le one eujsi 6 day. ies... onsite icisoesia GuOruM: being) present, 
as the same appears on the records of the Company in our 
custody. 


We further certify that the annexed certificates are true and 
correct specimens of the certificates of the capital stock of the 
Company which have been duly adopted by the Company, and 
the annexed signature certificate sets forth the officers of the 
Company authorized to sign such certificates, and that the signa- 
tures set opposite their respective names are specimens of the 
genuine signatures of such officers. : 

We further certify that the Company was duly organized under 
the Jawsiof isi... s Pacis and that under the accompanying 
charter or certificate of incorporation and all amendments thereto, 
certified by the Secretary of the State, the Company has an 
authorized capital stock of $...........-.««. , subdivided as 
set out in the foregoing resolutions. 
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<p Pato eesti gi Mouarspens, © tke aoe President 
in NA a ee ER Secretary 
[CORPORATE SEAL] 


FoRM 390 


RESOLUTION APPOINTING REGISTRAR 


SOLE REGISTRAR 
CERTIFIED COPY OF RESOLUTIONS 
of the 
BoarD OF DIRECTORS 
of 


eco rere eo eee eee eee eee eee eee ees ees eee reese eeee 


Wuereas, This Company is a corporation organized and existing 


under and by virtue of the laws of the State of................ 
and has an authorized capital stock of................ Dollars 
(Siwis ey esas oe ) consisting Of \...d.0.5 shares Of «4:20 .jee 
stock, of the DarValue.OF S..0. a. ms 9 slo e per ‘share,:and<. 3222 

Shares Of «2 sree shes stock of the par: value.of $. is.) ca oa per 
share; and \iaisisics et cee Shares Of |. icin wetoe cis stock of the par 
Value (Of Si iia. ee per share, all of which is to be issued 


as fully paid and non-assessable stock; and 

WHEREAS, this Company desires to appoint a Registrar in the 
City of Chicago, Illinois, for the registration of its 
stock and to define its duties; 

Now, THEREFORE, BE IT RESOLVED: 

FIRST: That FIRST TRUST AND SAVINGS BANK, an 
Illinois corporation having its office in the City of Chicago in 
said State, be and it hereby is appointed agent of this Company, 
with the title “Registrar” for the registration of certificates 
TGISthes oo seat ee capital stock of this Company. 

SECOND: That for the purpose of the original issue of certifi- 
cates representing such stock, the Registrar is hereby directed: 

To register and countersign as Registrar certificates (both 
temporary and permanent) for not exceeding 

...Shares of such. ...stock, of the par value of $...... per share 

. shares of such. ...stock, of the par value of $...... per share 

. shares of such... .stock, of the par value of $...... per share 


eee e eee eee eee 
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PARA , of this Company and countersigned by the Transfer 
Agent of this Company, for such number of shares as may be 
indicated in an order signed in the name of the Company by its 
Bear Serer s or.........and attested by its Secretary or Assistant 
Secretary, under its corporate seal. Such order shall be conclusive 
in favor of the Registrar and binding upon the Company. 

THIRD: That the Registrar be and it is hereby authorized 
and directed to register exchanges and transfers from time to time 
of certificates for such capital stock (both temporary and perma- 
nent), upon the cancellation of certificates for a like amount of 
stock of the same class, signed by the proper officers of this Com- 
pany, as provided in Paragraph SECOND of these resolutions, and 
countersigned by the Transfer Agent and the Registrar, or bearing 
signatures believed by the Registrar to be genuine, and to register 
and countersign new certificates accordingly when they shall have 
been signed by the proper officers of this Company as provided 
in paragraph SECOND of these resolutions and countersigned by 
the Transfer Agent, or shall bear signatures believed by the Regis- 
trar to be genuine, and to deliver the new certificates when so 
registered to the persons entitled thereto; Provided, however, that 
the Registrar shall be under no duty whatever in connection with 
the names in which certificates are issued or the correctness of any 
transfer from one name to another. 

FOURTH: ‘That specimen signatures of the officers of this 
Company authorized to sign certificates of stock as aforesaid, and 
of the officers of the Transfer Agent authorized to sign for the 
Transfer Agent and specimen stock certificates, be lodged forth- 
with with the Registrar to be used by it for the purpose of 
comparison; and that the Registrar shall be protected and held 
harmless in recognizing and acting upon any signature or certificate 
believed by it in good faith to be genuine. When any officer of 
this Company or of the Transfer Agent shall no longer be vested 
with authority to sign for this Company or for the Transfer 
Agent, as the case may be, written notice thereof shall immediately 
be given to the Registrar and until receipt of such notice the 
Registrar shall be fully protected and held harmless in recognizing 
and acting upon certificates bearing the signature of such officer 
or a signature believed by it in good faith to be genuine. 

FIFTH: That from time to time additional officers may be ap- 
pointed by resolutions of the Board of Directors of this Company 


—————— oe : 
*These resolutions should correspond to the provisions of the charter or certificate 
of incorporation and by-laws. 
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not inconsistent with its by-laws, to sign certificates of stock on 
behalf of this Company, and in like manner additional officers may 
be appointed to sign on behalf of the Transfer Agent, and in every 
such case certified copies of the resolutions effecting the appoint- 
ments and specimen signatures of such officers shall forthwith be 
lodged with the Registrar. 

SIXTH: . That when the Registrar deems it expedient, it may 
apply LOsets Gas weno ptete oe aol ae counsel for this Company 
or to its own counsel, for instructions or advice, and for any 
action in accordance with such instructions or advice this Com- 
pany will fully protect and hold it harmless from any and all 
liability. 

SEVENTH: In the event that any such certificate shall be- 
come lost or destroyed, before any new certificate or certificates 
shall be registered in lieu thereof, a satisfactory bond shall be 
required in such amount as may be provided by the by-laws of 
this Company, and in any event not less than the value of such 
certificate, wherein the Registrar shall be named as one of the 
obligees. The bond shall be in form satisfactory to the Company 
and to the Registrar. 

RIGHT Hat hat: thex<aa cas « President. and the* #:{) a¢> +40 
Secretary of this Company be and they hereby are directed to 
certify a copy of these resolutions under the seal of this Company 
and to lodge the copy, together with certified specimen certificates 
of the stock of this Company in the forms duly adopted by it, 
certified copies of the charter or certificate of incorporation and 
all amendments thereto (properly certified by the Secretary of 
State) and of the by-laws of this Company, with the Registrar, and 
to furnish to the Registrar certified copies of any amendments 
that may from time to time be made to the charter or certificate 
of incorporation or by-laws. 

We the vundersignedsa'. ccc itese President andia:s j.2aeaee 
Secretary, do hereby certify that the foregoing is a true and 
complete copy of resolutions duly adopted at a meeting of the 
Board: of Directors af theac 2. is re eee ede ee ee 
(hereinafter called “Company”’) duly called and held at ........ 
In the City oc 4 cesses i State-ov ie viwateenrn se , On theses 
PAWrOE etl): ode ateanearstee , 4 quorum being present, as the same 
appears on the records of the Company in our custody. 

We further certify that the annexed certificates are true and 
correct specimens of the certificates of the capital stock of the 
Company which have been duly adopted by the Company, and 
the annexed signature certificate sets forth the officers of the 
Company authorized to sign such certificates, and that the signa- 
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tures set opposite their respective names are specimens of the 
genuine signatures of such officers. 

We further certify that the Company was duly organized under 
Che MAWES Ol ato. sds teres ars tie and that under the accompanying 
charter or certificate of incorporation and all amendments thereto, 
certified by the Secretary of the State, the Company has an 
authorized capital stock of $................ , subdivided as 
set out in the foregoing resolutions. 

WITNESS our hands and the seal of the Company this 
Gayot ass cok ho highs nye 

SET epee RNa T RL Tegeh Matty ibe bo tGe e utes President 
Boyne Abelha ET aes ee taleia aes as Secretary 
[CoRPORATE SEAL] 


kee en Te 


ForM 391 


RECORD OF REGISTRATION 


QE eee 


; PREFERRED STOCK OF 


; Fairbanks, Morse & Company 
Record of registration at Chicago FIRST TRUST AND SAVINGS BANK, Registrar 
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Stock TRANSFER Booxk 
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No. Cer- | No. of | Date.| For valuablecon- | Trans- | No. new] No. of I, the under- 
tificate Sur-} Shares. sideration, I here- | feree. | certifi- | Shares. | signed, hereby 
rendered. by sell, assign and cates acknowledge 
transfer unto the issued. receipt of the 
person whose certificate for 
name is set oppo- the number of 
site as transferee, shares set op- 
the number of posite my 
shares indicated name. 
by the certificate 
surrendered. 
PRR e Tee | aver sootere oral) ees sete alll acco aren aPae oP eres ea a a a pane as 
ForM 394 
STOCKHOLDERS’ LEDGER 
Certificate No. DEBITS 
When Stock issued 9=.——————— Stock No. of 
EQ scare Register Shares To par value 
Old New Page of stock of stock 
ForM 394 (Continued ) 
STOCKHOLDERS’ LEDGER 
CREDITS Date of Transfer 
By cash, By amount Month Day | Year No. in Surrendered 
Mdse. and of divi- Transfer Certificates 
Notes dends Record ——— 
Num- | No. of 
ber Shares 
ForM 395 
Stock LEDGER 
Olney GHeSs 1-5. Gi ioe. oie e ener Gee Street, Richmond, Va. 


No. of Shares|No. of Shares} Balance 
Date |No. of Certificate] No. of Transfer |Transferee Issued Transferred 
IQ13 
Jan. 10 10 
Dec. 31 James 6 


Gray 
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Form 396 


TRANSFER Book 


Transter’ Record Of tites 0). cso fe toe setheeieas aioe oe one wise 
Surrendered Re-issued 

No.of No.of Transfer No.... Enteredon No.of No.of 

Certificate Shares Stock Register Page .... Certificate Shares 


Seale cee els. ere eae lie (BR oe I OAS es ee Be -aererie~ws (6). 8) Sr she a ee eens. 


Shaye oie eel eter wetese ise. PA oD | ioe TR ek i Pre 1) ee eg eee iae WER Fl cee aoe 
eee eee eee eee ee 


oer eee eee fe eo 


ST ere 6 (ee eles, Fee ieee 9 ee fe 8 eke ee se isl 2.18 foe eee ae 


For Value Received, ...... 
hereby surrender Certificate No. .... for 
Lor ares shares of the capital stock of 
the above corporation, and ...... hereby 


authorize the cancellation of said Certifi- 
cate and the issue of new Certificate there- 


ee ee eee ee eee 
Co 
eSB). ee (ee ete le, « (6) 6 ie sre) We lo elev) ® 0 eye, ¥ © «eee wre 
er 
©) (Ge) 80 fe) as ee) we) 8) elle) 6&1 a) (6 6) ee 6 e 6 v.06 wes 6 6 «fo a 


CC ry 


Money paid in on subscriptions should be charged to cash 
and credited to the account of the subscriber either in the 
regular ledger or in the subscriber’s ledger. A subscription 
account should be opened with each subscriber, such account 
being closed when his subscription is paid in full. Conse- 
quently the subscription ledger has an open balance in it 
only so long as some of the subscribers’ accounts remain 
unpaid. 

As soon as a subscriber has paid the full amount of his 
subscription a stock certificate should be issued to him, 
stating the number of fully paid shares to which he is 
entitled. It is the duty of the President or Secretary to 
execute and deliver to each such subscriber a certificate 
whereon is shown the amount of stock owned by him in the 
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corporation. A careful record must be kept of all stock 
subscribed and transferred and it is the duty of the Board 
of Directors to see that this is done. It is ordinarily the 
Secretary’s duty to keep the records of subscribers and 
transfers of stock. The records required for these purposes 
naturally vary with the type and size of the company. When 
a stockholder desires to transfer one or more shares of stock 
to another party he assigns his certificate and delivers it to a 
duly authorized attorney or to the assignee and the assignee 
is entitled, on demand, to have the transfer made by a proper 
corporate official, usually the Secretary. Details of this 
procedure are explained elsewhere. 


Ir. Stock Certificate Book 


Every corporation issuing capital stock must have a stock 
certificate book. Essentially each page in the said certificate 
book is composed of the blank form of the stock certificate 
together with a stub upon which is entered essentially the 
same information as appears in the certificate itself. Fol- 
lowing is a form in common use. 


FoRM 307 


Stock CERTIFICATE Book 


OL selene ns Shares NOs eee hexane hive Companys: Shares 
Sot ee Iie se CmiCetieege PS bate Shares: 
Dated... ..... EXO, Part Values Siriactev each 

Transferred from CES CELCIEES ames At eetavoi sl oneiinsaia7a ote a ose ce Srle ete (Piedstotenenngare 
A NR Mores Goeice inte oe ISMAU New Ol GCI Ol eererescrrtie cates a SUALES) Olmert) -cslerernn ers 
DERG Som alge Dollars, each, fully paid up, of the Capital Stock of 


No. of Shares Trans- 

ferred, oc. 0a Mie ct 

Received this Certifi- 
cate: 


BRE cataic c CCIE O ICL OTC ei eon Ieee cae Company, transferable 
only on the books of the Company, in person or by 
attorney, on the surrender of this certificate. 

Witness the seal of said Company and the signatures 
of its President and Secretary, at .............+-++-- 4 
Obiossthisie s/s crts)-hs ay vOl Gg cralisvenctoccleie siarenete Best Ol. etere 
(Seal) 
CHUHHOnOG GOOD ODDDEe OO dUUOnoOUS Secretary. 
President. 
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On the back of the certificate is usually printed a blank 
assignment, the form of which may be as follows: 


For Value Received, I hereby sell, transfer and assign to 
Mone ee akoeas ..eeeee.. Of the shares of capital stock within 


Form 398 


POWER OF ATTORNEY FOR TRANSFER STOCK 


Know all Men by these Presents, 


DT OE aa cas aaa Fan as coca acc each tae TA ae eg a a ce aCe sts 


OF oir sae ascend rss crudoaapacepeava cose os Cee ate URL LODO CLC Oar Sect care te Seg ead oe eee 
do hereby irrevocably constitute ANA APPOINl...-.0iecccecue mt mere nmenennne erp Evennesenecsvemeansgsnsnnedbnneat te 

ELMS ALE OF a tessa te soca cca te 
CONDE rrecsssecnste scones ULE ARAB LALO TRL QULOT NEY ON ee eae OND WM veeersisecessn veccsneeeone -RAME.... ANA 
behalf, torsell, sstgny ANG sUaNSLEM UIE a essssoceesshanccsenscflapiia eae sash ere ee ee tee ee 
OF: ANY OLEN:, PETSOM, OF (JT SONS}. Ras niaeramce tte aces dE ONG) inch toh ee ate 
SMALES 71 ite creer eesecrerinerr CAPItAl SCOCK Of Chee nc.scceoerissstecscgsneergrensnionesenegetenieere 


olen COREG IR mY Rame OM Wee! GOONS OF Fee sscccc ac erases cers vcventpseniioreeseceetinivee te ean 


dirseresesespiecescseecsnsmmmerscccerescecesoe WE for that purpose to make and execute all necessary acts of assignment 


and SY ee And further, ON OF MOTE PCTSONS UNMEP vosve..swr;esrelO 
substitute with like power. 

In Witness Wher eof, .....c0cc0 ccc ROVE ROTCUNLO SOL coorceccceere revered RANA ANA SEU ene 
i) RNG ek reas SENS IU CO, hal 7.) ry oe A Rea pa wechttd A W Too 
_ Sealed and Delivered in the Presence of 


Ts 
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mentioned, and authorize the Secretary to make the necessary 
transfer on the books of the Company. 
Witness my hand this ....... day of 


SASS NAC Sa Ames Le 


Ce a 2 a? 


Witnessed by: 


Ce a ad 


CC i, ee er er rd 


ForM 399 


TRREVOCABLE STOCK PowER oF ATTORNEY 


Know all Men by these Presents, rio 


for value received, have bargained, sold, assigned and transferred, and by these presents do bargain, 


SCE AAS SIOTELOIED PT ATISTET, SULT se ae tie iw a ae eg IS PON ee at uta eee ee ett 


Shares of the... 


SLE OL TOR eo OMe ROM LNEROOORS 8 Ole ANE rhe eae ne te Smee Lea api ee eek, hg Dene 


erry (14// 1 reat 


own cost and charges, 


stead, but to 
to take all lawful ways and means for the recovery and enjoyment thereof, and for that purpose to 


make and execute all necessary acts of assignment and transfer, and one or more persons to substi- 


tule with like full power, hereby ratifying and confirming QU] that .eececcerctccccoceeveesee snes said attorney, 
OP vevecsresrerreerersiieerneenne SUDStiLUle or substitules, shall lawfully do by virtue hereof 
In Witness Whereof, 000.0000: have hereunto Sb cccccccccccencreee RONG. aNd seal... 


Sealed and Delivered in the Presence of 


1032 CORPORATE MANAGEMENT AND PROCEDURE 


ForM 400 


IRREVOCABLE STOCK POWER 


IRREVOCABLE STOCK POWER, 
uM ITITENMMNONIHMNORENOHEMORMHTULTHNRRER ArRMMIROINAYAAMINETUNHECINHMNONERSMIOIAHMITO IM NOUNWNAHEALBHOERMMMMALIEKTM ARMANI MCRYSN MNT NHRONA MONET Rat 


é TRnow All Men By Chese Presents 
tal 


gor Halue Received, have bargained, sold, assigned and transferred, and by these 


presents do bargain, sell, assign and transfer unto 


Shares‘of the LOCK Of thie 


me 


standing in__________name on the books of the said 
represented by Certificate No. herewith. 


And___«o hereby constitute ‘and appoint 


true and lawful Attorney, |RREVOCABLY, for________and in________name and stead 

but to____Use, to sell, assign, transfer and make over, aj] or any part of the said stock, and for 

that purpose to make and execute all necessary acts of assignment and transfer thereof, and to substitute 

one or more persons with like full power, hereby ratifying and confirming all that________L____said 
Attorney or_________substitute, or substitutes, shall lawfully do by virtue hereof. 

au Witness Whereof,_ — have hereunto set_____hand__ 


and seal__ at the. ee Se a et 


Le 


Signed, Sealed and Delivered in the presence of 


i 
| 
I 
| 
i 
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THE STOCK EXCHANGE 


I. Kinds of Markets 


The principal stock exchange in the United States is 
located in New York City, but other exchanges doing a 
considerable business are located in Chicago, Boston, Phila- 
delphia, Baltimore, Cleveland, Pittsburgh, Cincinnati, San 
Francisco, St. Louis, Kansas City and Denver. The New 
York Stock Exchange is really a great national market on 
which issues of nationwide interest and importance are 
traded in. On the markets of other cities trading is chiefly 
in shares of local interest. In some instances stocks listed on 
the local stock exchange are listed also on the New York 
Stock Exchange, in which case the prices are usually deter- 
mined primarily on the New York Stock Exchange. 

Besides the regular organized markets, a large business 
is done, especially in bonds, in so-called over the counter 
trading. Banks and bond houses engage extensively in this 
kind of business. Bank and insurance stocks are sold 
extensively in this manner, and a considerable business of 
this kind is done in railroad, utility and industrial stocks. 

Sometimes securities are sold at public auction. In New 
York, the regular weekly auction of stocks and bonds is held 
Wednesday afternoon at 14-16 Vesey Street. 


2. New York Stock Exchange 


In May, 1792, twenty-four brokers met in New York and 
pledged themselves “not to buy or sell from this day for any 
person whatsoever, any kind of public stock at a less rate 
than one quarter per cent commission on the specie value 
and that we will give a preference for each other in our 


1933 
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negotiations.” In 1817 the brokers formed an organization 
and adopted a constitution and by-laws, and quarters were 
rented at approximately $100 a year. The constitution of 
the Exchange was revised in 1820. In 1835 rails took the 
lead among stocks traded in. The panic of 1857 witnessed 
wild speculation, as did the Civil War period. 

Today the New York Stock Exchange is a voluntary 
organization of 1,100 members. It has a constitution and 
by-laws but no charter, although agitation to compel its 
incorporation has at times been rife. 

The affairs of the Exchange are regulated by a number 
of committees. The government of the Exchange is in the 
hands of a Governing Committee, composed of the presi- 
dent, treasurer, and 40 members. The Governing Committee 
appoints 12 standing committees to which the various prob- 
lems requiring consideration are submitted: 


1. Admissions 7. Law 

2. Arbitration 8. Odd Lots and Specialists 

3. Arrangements 9. Publicity 

4. Business Conduct 10. Quotations and Commissions 
5. Constitution 11. Securities 

6. Finance 12. Stock List 


3. New York Curb Market 


The New York Curb Market, after an out of doors career, 
housed itself at 78 Trinity Place. Severe criticism led to the 
formation of the New York Curb Association in 1910. Its 
organization resembles that of the New York Stock Ex- 
change, having a Board of Governors consisting of 24 
members, which selects a president, vice president, and 
treasurer. It has thirteen standing committees, as follows: 


1. Finance 7. Law 

2, Commissions 8. Constitution 

3. Membership g. Arrangements 
4. Listing and Securities 10. Insolvencies 

5. Complaint 11. Quotations 

6. Arbitration 12. Clearing-House 


13. Nominations 


a 
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There are two classes of members, regular and associate, 
the regulars numbering 550 and the associates about the 
same. The latter are chiefly members of the New York 
Stock Exchange. 

The Curb has several objects, one of the chief being the 
introduction of securities of companies in the process of 
formation and which will later be transferred to the New 
York Stock Exchange. It serves also as a regular market 
for securities not listed on other exchanges, as well as a 
temporary market for stock rights. 


4. Listing 


Formerly the New York Stock Exchange maintained an 
“unlisted” department for carrying securities of companies 
which refused to give sufficient information relative to their 
status to permit listing. Now all securities must be listed. 
To list its securities on the Exchange a company must 
conform to certain requirements. Detailed information must 
be submitted relative to the management and financial status 
of the issuing company. The company must also agree to 
support two agents in the Borough of Manhattan, City of 
New York, one to act as transfer agent, the other as registrar 
for listed securities. These duties are usually performed by 
trust companies, but the transfer agency may be a depart- 
ment or division of the issuing company, as in case of the 
Bethlehem Steel Corporation. A company cannot act as its 
own registrar. 

The company which lists its securities must conform to 
specifications relative to engraving, etc. The Exchange 
makes detailed specifications in this respect. It is required 
that bonds recite conditions as to their issuance, tax exemp- 
tion, terms of redemption, convertibility, default, inter- 
changeability, or exchangeability of coupon and registered 
bonds, also convertible privileges; also payment of principal 
and interest in the Borough of Manhattan and provision for 
transfer and registration. 

Certificates of stock must recite (1) ownership; (2) 
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par value; (3) whether shares are full paid; (4) non-assess- 
able; (5) preference as to dividends; (6) distribution of 
assets upon dissolution or merger; (7) terms of redemption; 
(8) convertibility; (9) voting power; (10) other privileges; 
and (11) must bear the following legend: ‘This certificate 
is not valid until countersigned by the transfer agent, and 
registered by the registrar.” It is required that certificates 
for less than $100 must bear the legend “Certificate for less 
than 100 shares.” 

There are yet other requirements, all intended to protect 
the security holder, as: that the company shall make certain 
reports to the stockholders as to its condition; that it shall 
notify the Stock Exchange of any changes in the authorized 
amounts of its listed securities, of the issuance of additional 
amounts of securities or of rights of any kind; also that it 
shall notify the exchange whenever it disposes of any integral 
asset or of its stock interest in any subsidiary or controlled 
company; and that it shall promptly notify stockholders 
and bondholders of any action taken relative to “interest on 
bonds, dividends on shares, or allotment of rights for sub- 
scription to securities, notices thereof to be sent to the Stock 
Exchange.” 

A company desiring to list its securities is supplied with 
(1) a stock distribution form, (2) a questionnaire, and (3) 
an eight or nine page letter size printed folder detailing the 
requirements. In addition to fulfilling the requirements set 
forth in these documents, the company must file other docu- 
ments with the Committee on Stock List, as follows: 

1. Three copies each of the charter and by-laws as amended to 
date, as well as of leases, easements, franchises and other 
arrangements. 

2. One copy each of the resolutions of stockholders and directors 
and of authority for: 

(a) Authorizing issuance of stock 
(d) Authorizing issuance of stock on conversion of other 
securities 


(c) Directing specific reservations of authorized stock for 
conversion 
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(d) Authorizing, by name, officials to appear for listing 
securities 
(e) Appointing transfer agent and registrar 


Listing confers certain benefits on the company whose 
securities are listed, as follows: 


1. A better market is obtained for its securities. 
2. A certain amount of advertising value is obtained through 
the publicity accorded. 


5. Committee on Stock List of N. Y. Stock Exchange 


The following extract from Article X of the Constitution 
of the New York Stock Exchange explains the work of the 
Committee on Stock List: 


A committee on Stock List, to consist of six members, which 
Committee shall have the following powers: 

(a) To make rules prescribing the requirements for listing and 
such other rules and regulations in relation to the listing of 
securities as may be deemed expedient or necessary; 

(6) To receive and consider all applications for placing securi- 
ties on the list of the Exchange, and to make report and recom- 
mendation thereon to the Governing Committee. In its discretion 
to permit dealings on a “when issued” basis: 

(1) in certificates of deposit or interim receipts for 
securities 
(2) in securities of a corporation, the securities of which 
are already listed on the Exchange or 
(3) in securities growing out of securities already listed; 
but in every such case a full report shall be made to the Govern- 
ing Committee at its next meeting; 

(c) To place upon the List without report and recommendation 
to the Governing Committee obligations of the Government of the 
United States, or of any State, County or City thereof, and the 
external dollar bonds of a foreign government; 

(d) On receipt of assurances satisfactory to the Committee 
that application conforming to the requirements will be made for 
the listing of the definitive securities, to place upon the List cer- 
tificates of deposit or interim receipts for securities, or temporary 
securities of a corporation, securities of which are listed on the 
Exchange, and to direct that any such certificates of deposit, 
interim receipts or temporary securities be removed from the List 
and further dealing therein prohibited; report of such actions shall 
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be submitted to the Governing Committee at its next meeting 
thereafter; 

(e) To direct that any security listed upon the Exchange be 
removed from the List and further dealing therein prohibited upon 
maturity of such security, or when it shall appear that the out- 
standing amount thereof has become so reduced as to make in- 
advisable further dealing therein upon the Exchange; 

(f) To have charge of the arrangement and revision of the 
printed list of securities. 


The following memorandum issued by the Committee on 
Stock List of the New York Stock Exchange sets forth its 
requirements as to listing of securities: 


Form 401 


MEMORANDUM OF COMMITTEE ON STOCK LIST 


July 1, 1925. 

The Committee will meet Mondays at 3:15 p.m. 

An application, conforming to these requirements, signed by an 
executive officer of the applying corporation, voting trustees, or 
depositary committees, and nine printed or typewritten copies 
must be filed with the Secretary of the Exchange at least five days 
prior to date set for consideration. 

Applications must be accompanied by the required papers and 
agreements and by a check to be drawn to the order of “Treas- 
urer, New York Stock Exchange” for a fee in accordance with 
the following schedule, such fee being computed separately for 
each class of security included in an application. In addition to 
such fees, companies making application are required to pay cost 
of printing. Printer’s bills will be submitted directly to the 
applicant. 


BASIC FEES 


The basic fee for listing stock or securities arising out of stock, 
such as Certificates of Deposit for stock, Interim Certificates for 
Stock, Allotment Certificates for Stock, Voting Trust Certificates, 
etc., shall be, in the case of certificates having either no par value 
or a par value of $roo or less, one and two-tenths cents (1.2c) per 
share, any fraction of ten thousand (10,000) shares, over and 
above a multiple thereof, to be counted as ten thousand shares for 
this purpose. The basic fee for listing bonds, debentures, notes 
and similar instruments having a face value and not being issued 
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in denominations of less than $100 shall be one hundred and 
twenty dollars ($120.00) per million dollars ($1,000,000) face 
value or fraction thereof. 

In any case, where a fee is to be charged, whether at the basic 
rate or at a modified rate, the minimum fee will be $120.00. 

The full basic fee will be charged in all cases, unless otherwise 
herein stated. 


MODIFICATIONS OF BASIC FEES 


1. In cases where, after an initial listing, a change is involved 
between par and no par in either direction, or is in the amount of 
the par value of the security, or represents a greater or smaller 
number of shares of no-par stock involving the cessation of trading 
in no-par stock theretofore listed (as distinguished from a stock 
dividend in which the old stock continues to be traded in); the fee 
for such number of the substituted shares to be listed as is not in 
excess of the number of shares to be stricken from the list shall be 
one-fourth of the basic fee. For all shares, so issued, in excess of 
the number of shares to be stricken from the list, the full basic fee 
will be charged. 

2. Where there is a change in the classication or name of a stock, 
without alteration of any preferences which it may bear, such as 
from Capital to Common, or vice versa, and without alteration in 
the number of shares, one-fourth of the basic fee will be charged. 
When, however, the change of name of a stock having a preference 
involves also the giving of a higher or lower preference to the 
stock, the full basic fee will be charged. 

3. Where the change is in the nature of an extension of a time 
limit, as in the case of an extended voting trust, the number of 
shares listed not being increased, one-fourth of the basic fee will 
be charged. 

4. Where the change is from listed stocks or bonds to Certificates 
of Deposit, whether or not a reorganization of the listed company 
is involved, one-fourth of the basic fee will be charged. 

5. When the change is from Certificates of Deposit to stock or 
bonds: 

(a) If such stock or bonds are identical with formerly listed 
securities, for which such certificates of deposit were issued, no fee 
will be charged up to the number of shares so formerly listed. For 
additional shares, the full basic fee will be charged. 

(6) Where the certificates of deposit have been listed first and 
are thereafter replaced by the securities initially deposited, one- 
fourth of the basic fee will be charged for listing such securities. 
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(c) If such stock or bonds represent securities issued under a 
reorganization, or in any other respect differ from the securities 
for which such Certificates of Deposit were originally issued, the 
full basic fee will be charged, whether or not the securities were 
listed for which the Certificates of Deposit were originally issued. 

6. Where voting trust or stock trust certificates are issued in 
exchange for listed stock of the same company, one-fourth the 
basic fee will be charged. 

7. When voting trusts or stock trusts terminate and where the 
stock replacing them is identical with formerly listed stock for 
which such voting or stock certificates were issued, there will be 
no fee up to the number of shares so formerly listed. For addi- 
tional shares, the full basic fee will be charged. If, however, the 
stock replacing such certificates was not formerly listed, one-fourth 
the basic fee will be charged. 

8. Where the name of a corporation is changed, without reorgan- 
ization, merger or other change in its corporate structure, the fee 
will be one-fourth of the basic fee. If, however, a reorganization 
or merger resulting in a new corporation is involved, the full basic 
fee will be charged. When the corporation changing its name 
simultaneously acquires the stock or property of another corpora- 
tion, only the additional stock issued therefor, together with any 
additional number of shares otherwise issued, is subject to the full 
basic fee. 

g. In the case of a stock dividend, the additional stock issued is 
subject to the full basic fee. There is no additional fee as to the 
old stock. 

An application for listing Governmental, State, County, or 
Municipal securities must be signed by a properly accredited 
official or by financial representatives, and be accompanied by 
required check, as above, and papers. 

Specimen application furnished on request. 

THE EMPLOYEES OF THE COMMITTEE ON STOCK 
LIST ARE INSTRUCTED TO ASSIST IN THE PREPARA- 
TION OF APPLICATIONS TO LIST WHENEVER SO RE- 
QUESTED. NO CHARGE WILL BE MADE FOR SUCH 
SERVICE. 


REQUIREMENTS FOR ORIGINAL LISTING 
STOCK 
_ For form of certificates eligible to be listed under this classification, and 
list of papers to be furnished, see pages 1046-1055. 
Every application for an original listing of capital stock shall 
recite: 
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A_ Where incorporated. 

B_ (1) Amount applied for (whether temporary or permanent 
certificates) ; (2) authorized issue. 

G.=(i) Date of charter; (2) duration. 

D (1) Business; (2) special rights or privileges under charter 
or by-laws. 

E (1) Whether capital stock is full paid; (2) non-assessable; 
and (3) whether liability attaches to shareholders. 

F (1) Issues (by classes), dividend rate and par value; (2) 
total amount of each, authorized and issued; (3) increases and 
authority therefor, including (a) action by stockholders, (6) by 
directors and (c) by public authorities, etc.; (4) amount unissued, 
(a) options or contracts on same, (b) specific reservation for con- 
version. 

G If preferred stock; (1) whether cumulative or non-cumula- 
tive; (2) preferences, including (a) voting power; () dividends; 
(c) distribution of assets on dissolution or merger; (d) redemp- 
tion; (e€) convertability; (f) special provisions. 

H Voting power of obligations of debt. 

I (1) Purpose of issue; (2) application of proceeds; (3) 
amount issued for securities, contracts, property; description and 
disposition; (4) additional property to be acquired, with particu- 
lars, as required by paragraph JV. 

if (1) History of corporation; (2) of predecessor companies 
or firms, with location and stock issues (by classes) ; (b) conditions 
leading to new organization. 

K ‘Tabulated list of constituent, subsidiary, owned or con- 
trolled companies, showing (a) date of organization; (6) where 
incorporated; (c) duration of charter; (d) business and (é€) capi- 
tal stock issues (by classes), par value, amount authorized, issued, 
owned by parent company. 

L (1) Mortgage, and (2) other indebtedness, showing (a) 
date, (6) maturity, (c) interest rate, (d) convertability, (e) re- 
demption by sinking fund or otherwise, (f) amount authorized, and 
(g) amount issued; (3) similar information regarding mortgage 
and other indebtedness of constituent, subsidiary, owned, or con- 
trolled companies. 

M Other liabilities, joint and several, (1) guaranties, (2) 
leases, (3) traffic agreements, (4) trackage agreements, (5) 
rentals, (6) car trusts, etc., (7) terms of each, and provision for 
payment; (8) similar description of other agreements or ease- 
ments; (9) similar information as to constituent, subsidiary, owned 
or controlled companies. 

N (x) Description, location, nature and acreage of property, 
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(a) owned in fee; (b) controlled; (c) leased; (2) railroads, 
mileage completed, operated and contemplated; (3) equipment; 
(4) character of building and construction; (5) tabulated list of 
franchises, showing (a) where granted, (5) date, (c) duration, 
(d) purpose; (6) timber, fuel or mining lands, water rights; (7) 
similar information as to constituent, subsidiary, owned or con- 
trolled companies. 

O Policy as to depreciation. 

P (xz) Character and amount of annual output for preceding 
five years; (2) estimated output (character and amount) for 
current year; (3) number of employees. 

Q (1) Dividends paid or declared; (2) by predecessor, and 
constituent, subsidiary, owned or controlled companies. 

R_ Financial statements; (1) earnings for preceding five years, 
if available with interest charges, depreciation and federal taxes; 
(2) income and surplus account of recent date for at least two 
years, if available; (3) balance sheets of same dates; (4) balance 
sheet giving effect to recent financing, if any; (5) similar account- 
ings for predecessor, constituent, subsidiary, owned or controlled 
companies; (6) corporation consolidated within one year previous 
to date of application, income and surplus account and balance 
sheet of all companies merged and balance sheet of applying 
corporation; (7) if in hands of receiver within one year previous 
to date of application, (@) income account and balance sheet of 
receiver at time of discharge if available, (4) balance sheet at close 
of receivership if available, and (c) balance sheet at date of 
reorganization. 

S Agreements contained on pages 1049-1051. 

T Fiscal year. 

U Place and date of annual meeting. 

V_ Location of principal and other offices. 

W Names of (1) directors, classified, with addresses; (2) offi- 
cers; (3) transfer agents, with addresses, (4) registrars, with 
addresses. 

In addition to the above, applications from corporations which 
own or operate mines must recite: 

A Patented and unpatented claims, by numbers. 

B (1) Geological description of country; (2) location and 
description of mineral and other lands; (3) ore bodies; (4) aver- 
age value of ore; (5) character and analysis; and (6) methods of 
treatment. 

C History of workings, (1) results obtained; (2) production 
each year. 

D (1) Ore reserves compared with previous years, showing 
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separately as to character and metal content; (2) estimate of 
engineer as to probable life of mines; (3) probabilities by further 
exploration. 

E (1) Provisions for smelting and concentration; (2) prox- 
imity of property to railway or other common carrier. 

F Properties in process of development; income account if 
available; guarantees for working capital and for completion of 
development in event income account not available. 

G Total expenditures for preceding five years for acquisition 
of new property, development, proportion charged to operations 
each year. 

H (1) Policy as to depletion; (2) acquisition of new prop- 
erty; (3) new construction and development. 

I Production by tons, number of tons of ore treated, average 
assay yield, percentage of extraction, recovery per ton of ore, for 
preceding five years, if available. 

In addition to the above, applications from corporations which 
own or operate oil and gas wells must recite: 

A (1) Brief history of oil field; (2) geological description of 
country; (3) character and gravity of oil. 

B (1) Total area of oil land (developed and undeveloped), 
(a) owned, (6) leased, (c) controlled, (d) proven, (e) under 
exploitation, (f) royalties. 

C (1) Number of wells (oil or gas) on each property, (a) in 
operation, (6) drilling, (c) contemplated, (2) average depth of 
wells drilled, (a) shallowest, (b) deepest, (c) probable life; (3) 
whether oil sands are dipping. 

D (1) Gross daily production—initial and present; (2) an- 
nual gross production from each property for preceding five 
years, if available; (3) estimated gross production for current 

ear. 

z E (x) Storage, capacity and location; (2) (a@) amount of oil 
stored, (0) character, (c) value, (3) pipe line, (a) gauge, (d) 
capacity, (c) mileage. 

F (1) Refineries, (a) capacity, (b) acreage, (c) employees, 
(d) products and by-products. 

G Properties in process of development; income account if 
available; guaranties for working capital and for completion of 
development in event income account not available. 

H Total expenditures for preceding five years for acquisition 
of new property, well drilling and development, proportion charged 
to operations each year. 

I (1) Policy as to depletion; (2) acquisition; and (3) de- 
velopment of new properties. 
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(Note: For requirements as to voting trust or stock trust cer- 
tificates of deposit, see page 1045.) 


BONDS 


For form of securities eligible to be listed under this classification, and for 
list of papers to be furnished, see pages 1046-1055. 

An application for an original listing of bonds shall recite all 
information required for listing stock, and 

A (1) Full title; (2) amount applied for (whether temporary 
or permanent), denominations and numbers; (3) amount 
authorized and outstanding, authority therefor, including (a) 
action by stockholders, () directors, and (c) public authorities, 
etc.; (4) whether bonds are coupon (registerable as to principal) 
or-registered, interchangeable or exchangeable; (5) exchangeabil- 
ity or convertibility into other securities, and terms. 

B Names and addresses of trustees. 

C (1) Date of issue and maturity; (2) interest rate; (3) 
places at, and dates for payment of interest and principal; (4) 
where registerable or transferable; (5) kind and standard of 
money, and options; (6) tax exemptions; (7) whether redeemable 
or purchasable in whole or part by sinking fund or otherwise, 
showing (a) dates, (6) price, (c) duration and place of published 
notice; (8) specified reservation of stock for conversion. 

D_ Provisions for declaration of principal due and payable in 
event of default of payment or interest, or other defaults, and 
waiver; percentage of outstanding bonds controlling trustee. 

E Purpose of issue and application of proceeds, similar to that 
called for by Paragraph J of the Requirements for Listing Stock; 
provisions as to additional issue. 

F Disposition of bonds refunded, redeemed or purchased for 
sinking fund, and mortgage securing same. 

G Mortgage or indenture provisions for (1) serial issues; (2) 
values in United States gold coin; (3) issuance in foreign lan- 
guages and (4) that the English version governs; (5) terms of 
exchangeability of bonds payable i in foreign places for bonds pay- 
able in United States or vice versa. 

H (1) Security—Mortgage, indenture of trust, or other 
agreement; and (2) liens, (@) properties covered, (0) mileage of 
railway lines, (c) buildings, (d) equipment, (e) securities, 
(f) rights, ( z) privileges, (h) titles, (2) franchises, (j) leases, etc.; 
(3) other liens covering same or any part of same properties 

(4) guaranty and terms. 

I Any unusual provisions or covenants contained in mortgage, 

or deed of trust. 
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REQUIREMENTS FOR LISTING OF ADDITIONAL AMOUNTS 


For list of papers to be furnished, see pages 1046-1048. 

Refer to previous applications and last application by number 
and date, and recite: 

A_ Where incorporated. 

B (1) Amount applied for; (2) amounts authorized and out- 
standing; (3) authority for issue, including (a) action by stock- 
holders, (6) by directors, and (c) by public authorities, etc.; (4) 
total amount applied for. 

C (1) Purposes of issue; (2) application of proceeds; (3) 
amount, description and disposition of securities exchanged for 
new issues; (4) additional property acquired or to be acquired, 
with particulars as required in Paragraph N on page —. 

D_ Dividends paid and declared since previous application. 

E Changes, if any, in (1) charter; (2) by-laws; or (3) capi- 
talization since previous application. 

F Changes in property, if any, since previous application. 

G (1) Character and amount of output since previous appli- 
cation or earnings as in application for original listing; (2) esti- 
mated output (character and amount) for current year; (3) 
number of employees. 

H Income account, surplus account and balance sheet of re- 
cent date, also for constituent, subsidiary, owner or controlled 
companies, or a consolidated income account, consolidated surplus 
account and a consolidated balance sheet. 

I Policy as to depreciation and depletion. 

J Fiscal year, place and date of annual meeting, location of 
offices, and names of officials as covered by Paragraphs T, U, V 
and W on page —. 

(Note: “When a corporation purposes to increase its author- 
ized capital stock, thirty days’ notice of such proposed increase 
must be officially given to the Exchange before such increase may 
be admitted to dealings.”’) 

(Note: “When capital stock of a corporation is increased 
through conversion of convertible bonds already listed, the issuing 
corporation shall give immediate notice to the Exchange and the 
Committee on Stock List may, thereupon, authorize the registra- 
tion of such shares and add them to the list.”) 


REQUIREMENTS FOR LISTING OF CERTIFICATES OF DEPOSIT, VOTING 
TRUST OR STOCK TRUST CERTIFICATES, ETC. 


For form of certificates eligible to be listed under this classification, and 
for list of papers to be furnished, see pages 1046-1055. 
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Every application for the listing of certificates of deposit, voting 
trust or stock trust certificates, etc., shall recite: 

A (1) Name of applicant; (2) amount applied for (whether 
temporary or permanent certificates); (3) depositary; (4) secur- 
ity deposited, and whether listed; (5) registrar. 

B (1) Date of agreement; (2) names of committee, or voting 
trustees; (3) terms of trust; (4) powers and duties of committee, 
trustees, or depositary. 

C_ Reasons for deposit. 

D_ (x) Duration of trust or deposit; (2) extensions or limita- 
tions; (3) final date of deposits; (4) provisions for deposits with- 
out penalty for approximately thirty days after listing, or if no 
time limit for deposit of securities without penalty is fixed, an 
agreement that approximately thirty days’ notice of such limita- 
tion of time shall be published and given to the Stock Exchange; 
(5) date of presentation of plan; (6) provisions for dissent and 
withdrawal; (7) percentage necessary to adoption; (8) pro rata, 
charges; (9) provisions for return of securities (or equivalent) ; 
(10) provision for payment of interest dividends, etc. 

E Applications to list Voting Trust or Stock Trust Certificates 
to recite financial statements of company as in Paragraph R on 
page —. 

F Agreement to deliver definitive securities at termination of 
Voting Trust or Voting Trust to be extended. 

G Agreement to have definitive securities listed. 

H Agreement by Voting Trustees to have company publish its 
financial statements. 

I Agreements contained on pages 1049-1050. 

(Note: Applications to list voting trust or stock trust certifi- 
cates and certificates of deposit for securities not a delivery on the 
Stock Exchange must, in addition, comply with the Requirements.) 


Applications for each class of deposited securities shall be separate and 
certificates issued of distinctive colors. 


PAPERS TO BE FILED WITH APPLICATIONS 


In addition to application for listing, the following papers must 
be filed: 

For Stocks: 

1 Three copies of charter, with amendments to date, one copy 
attested by proper public authority. 

2 Three copies of by-laws, with amendments to date, one copy 
attested by an executive officer of corporation. 

3 Three copies of leases, franchises, easements and special 
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agreements, one copy of each attested by an executive officer of 
corporation. 

4 One copy of resolutions of stockholders and directors and 
copy of proper public authority authorizing issue, each attested 
by an executive officer or corporation. 

5 One copy of resolutions of stockholders or directors, and 
copy of proper public authority, authorizing issue of stock on con- 
version or other securities, attested by an executive officer of 
corporation. 

6 One copy of resolutions of stockholders or directors directing 
specific reservation of authorized stock for conversion, attested by 
an executive officer of corporation. 

7 One copy of resolutions of stockholders, board of directors, 
or executive committee attested by an executive officer of corpora- 
tion, authorizing, by name, official to appear for listing securities 
(form may be had on application). 

8 Opinion of counsel (not an officer or director of the cor- 
poration) as to legality of (a) organization (6) authorization (c) 
issue, and (d) validity of securities. The Committee will not 
accept the opinion of an officer or director of an applying corpora- 
tion nor of a firm in which the officer or director is a member, as 
counsel on any legal question affecting the corporation; nor will it 
accept the opinion of an officer or director of a guarantor corpora- 
tion nor of a firm in which the officer or director is a member, 
on any legal question affecting the issuance of guaranteed secu- 
rities. 

9 Six copies of detailed distribution of securities, one certified 
(form may be had on application). 

10 One copy of resolution appointing transfer agent and regis- 
trar, attested by an executive officer of corporation. 

11 Certificate of registrar of amount of securities pogisicsed 
at date of application. 

12 Report of qualified engineer covering actual physical con- 
dition of property at recent date. 

13. Map of property and contemplated extensions. 

14 Specimens of all securities to be listed. 

15 Questionnaire (form may be had on application). 

16 Certified copy of income accounts, surplus accounts and 


balance sheets contained in application. 


17 Agreements. 

18 Certified copy of printed circular issued by Bankers de- 
scribing security, if available. 

For Bonds: 

19 All papers required for listing stocks and also ten copies of 
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the mortgage or indenture, one copy (a) certified to by trustee, 
(b) with copies of all certificates of proper recording. 

20 ‘Trustees’ certificate required on page 1050. 

21 . One copy of resolutions of stockholders or directors, and 
copy of proper public authority, authorizing issue of stock on con- 
version of bonds, attested by an executive officer of corporation. 

22 One copy of resolution of stockholders or directors directing 
specific reservation of authorized stock for conversion, attested by 
an executive officer of corporation. 

23 Certificates of disposition of securities redeemed or re- 
funded. 

24 Certificate as to collateral deposited. 

25 Certified copy of release or satisfaction of underlying 
mortgages. 

For securities of Reorganized Corporations: 

1 All papers required for listing stocks and bonds. Opinion 
of counsel shall state that proceedings have been in conformity 
with legal requirements, that title to property is vested in new 
corporation and is free and clear from all liens and incumbrances, 
except as distinctly specified; and also as to equities of securities 
of predecessor corporation. 

2 Certified order of court confirming sale on foreclosure or 
other authority for reoganization. 

3 Certified copy of plan of reorganization. 

4 Certified income and surplus account and balance sheet at 
close of receivership, if available. 

5 Certified balance sheet at date of reorganization. 

For additional amounts: 

t Nos. 4, 5, 6, 7, 8, 9, 11, 15, 16, 17, 18 of papers required for 
original listings. 

2 Nos. 1, 2, 3, 10, 12, 14 of said papers for stock, if any 
changes have occurred therein since previous application. 

3 Nos. 2, 2, 3, 12, 14, 20, 21, 22; 23, 24, 25 Of said papers tor 
bonds, if any changes have occurred therein since previous appli- 
cation. 

4 Certified copy of proper public authority for increase. 

For Certificates of Deposit, Voting Trust, etc.: 

1. Papers required for listing stocks and bonds. 

2 Certified copies of any legal proceedings and court orders. 

3 Three copies of deposit or trust agreement, one certified to 
by proper authority. 

4 Three copies of circulars, issued by trustees or committee, 
one certified to by proper authority. 

5 Certificates of amounts deposited. 
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To be made part of applications where applicable: 

1 Not to dispose of an integral asset or its stock interest in any 
constituent, subsidiary, owned or controlled company, or allow 
any of said constituent, subsidiary, owned or controlled companies 
to dispose of an integral asset or stock interest in other companies, 
unless for retirenfent and cancellation, without notice to the Stock 
Exchange. 

2 To publish once in each year and submit to the stockholders, 
at least fifteen days in advance of the annual meeting of the 
corporation, a statement of its financial condition, a consolidated 
income account covering the previous fiscal year and a consolidated 
balance sheet showing assets and liabilities at the end of the year; 
or an income account and balance sheet of the parent company and 
of all constituent, subsidiary, owned or controlled companies. 

3 To maintain, in accordance with the rules of the Stock Ex- 
change, a transfer office or agency in the Borough of Manhattan, 
City of New York, where all listed securities shall be directly 
transferable, and the principal of all listed securities with interest 
or dividends thereon shall be payable; also a registry office in the 
Borough of Manhattan, City of New York, other than its transfer 
office or agency in said city, where all listed securities shall be 
registered. 

4 To notify the Stock Exchange thirty days in advance of the 
effective date of any change in the authorized amounts of listed 
securities. 

5 Not to make any change in listed securities, of a transfer 
agency or of a registrar of its stock, or of a trustee of its bonds or 
other securities, without the approval of the Committee on Stock 
List, and not to select as a trustee an officer or director of the 
company. 

6 To notify the Stock Exchange in the event of the issuance 
or creation in any form or manner of any rights to subscribe to, 
or to be allotted, its securities, or of any other rights or benefits 
pertaining to ownership in its securities, so as to afford the holders 
of its securities a proper period within which to record their in- 
terests, and that all rights to subscribe or to receive allotments 
and all other such rights and benefits shall be transferable; anc 
shall be transferable, payable and deliverable in the Borough of 
Manhattan, City of New York. 

7 To notify the Stock Exchange of the issuance of additional 
amounts of listed securities, and make immediate application for 
the listing thereof. 
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8 To publish promptly to holders of bonds and stocks any 
action in respect to interest on bonds, dividends on shares, or allot- 
ment of rights for subscription to securities, notices thereof to be 

_sent to the Stock Exchange, and to give to the Stock Exchange at 
least ten days’ notice in advance of the closing of the transfer books 
or extensions, or the taking of a record of holders for any purpose. 

9 To redeem Preferred Stock in accordance with the require- 
ments. : 

10 To notify the Stock Exchange if deposited collateral is 
changed or removed. 

11 To have on hand at all times a sufficient supply of certifi- 
cates to meet the demands for transfer. 

The Committee recommends a date be fixed as record for divi- 
dends, allotment of rights and stockholders’ meetings, without 
closing the transfer books. 

Notice of rights, allotments, subscription privileges, to bond- 
holders and shareholders, should be as of a date after authorization. 


TRUSTEES OF MORTGAGES 


The Committee recommends that a trust company or other 
financial corporation be appointed trustee of mortgages, inden- 
tures, and deeds of trust; and when a State law requires the ap- 
pointment of an individual as trustee, a trust company or other 
financial corporation be appointed as co-trustee. 

Each mortgage, indenture, or deed of trust should be represented 
by a separate trustee. 

The Committee will not accept as trustee: 

(a) An officer or director of the issuing corporation; 

(6) A corporation in which an officer of the issuing corpora- 
tion is an executive officer. 

The trustee shall present a certificate accepting the trust and 
certifying (1) securities are issued under the terms of the mort- 
gage or indenture, giving the numbers, denominations and amount 
authenticated; (2) collateral deposited; (3) disposition of prior 
obligations. For additional issues of bonds, the trustee must 
certify that (1) increase is in conformity with terms of mortgage 
or indenture, giving numbers, denominations and amount au- 
thenticated; (2) additional collateral deposited; and (3) disposi- 
tion of prior obligations. 

The company and trustee shall notify the Stock Exchange of 
the holding, cancellation, or retirement of securities, by redemp- 
tion, through the operation of sinking fund or otherwise. 

The trustee must notify the Stock Exchange if deposited col- 
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lateral is changed or removed, and furnish a list of collateral sub- 
stituted. 
A change of trustee shall not be made without the approval of 
the Committee. 
TRANSFER AND REGISTRY 


Every corporation whose securities are listed upon the Stock 
Exchange must, in accordance with the rules of the Exchange, 
maintain (a) a transfer office and (0) a registry office, both in the 
Borough of Manhattan, City of New York. The transfer agency 
and registrar shall not be identical, and both must be acceptable 
to the Committee. A company cannot act as registrar of its own 
stock. 

Where a stock is transferred at the company’s office, the trans- 
fer agent or transfer clerk shall be appointed by specific authority 
of the board of directors to countersign certificates, in said ca- 
pacity, and shall be other than an officer who is authorized to 
sign certificates of stock. 

The entire amount of the capital stock of a corporation listed 
upon the Stock Exchange must be directly transferable at the 
transfer office of the corporation in the Borough of Manhattan, 
City of New York. When a corporation makes transfer of its 
shares in other cities, certificates shall be interchangeably trans- 
ferable and identical in color and form, except as to names of 
transfer agent and registrar; and the combined amounts of stocks 
registered in all cities shall not exceed the amount authorized to 
be listed. 

Interchangeable certificates must bear a legend reciting the 
right of transfer in New York and other cities. 

The registrar must file with the Secretary of the Stock Exchange 
an agreement to comply with the requirements in regard to regis- 
tration and not to register any listed stock, or any increase thereof, 
until authorized by the Committee. 

Certifications of transfer and registry must be dated and signed 
by an authorized officer of the transfer agent and registrar, re- 
spectively. 

A change in the form of a security, of a transfer agency, or of 
a registrar, shall not be made without the approval of the Com- 
mittee. 

FORMS OF CERTIFICATES, ENGRAVING, ETC. 
General Requirements 
(See Specific Requirements below.) 

All securities for which listing upon the Exchange is requested, 

except as otherwise herein stated, must be engraved and printed 
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in a manner satisfactory to the Committee from at least two steel 
plates by an engraving company whose work the Committee is 
authorized by the Governing Committee to pass upon; the name 
of the engraving company must appear upon the face of all 
securities and also upon the face of coupons and the title panel 
of each bond. Securities must bear a vignette upon their face. 

Said plates shall be: (1) A border and tint plate from which 
should be made a printing in color underlying important portions 
of the face printing; (2) A face plate containing the vignettes and 
descriptive or promissory portion of the document, which should 
be printed in black or in black mixed with a color. The combined 
effect of the impression from these plates must be as effectual 
security as possible against counterfeiting. 

The printing of securities must be in distinctive colors, to make 
classes and denominations readily distinguishable. 

All certificates, except as otherwise stated herein, must pro- 
vide for transfer and for registration with dates. When a cor- 
poration makes transfers of its shares in other cities, certificates 
shall be identical in color and form, except as to names of transfer 
agent and registrar; certificates interchangeably transferable must 
bear a legend reciting the right of transfer in New York and other 
cities. 

The Committee recommends that the text of securities shall 
provide for transfer in person or by duly authorized attorney upon 
surrender of the security properly endorsed. 

A change in the form of a security, transfer agency, registrar, 
or trustee of bonds, shall not be made without the approval of 
the Committee. 

The Committee will object to any security upon which an im- 
press is made by a hand stamp, except for a date or power of 
substitution. 

BONDS 


(In addition to the General Requirements above outlined, the following 
apply specifically to bonds.) 


All bonds must be fully engraved and printed in a manner 
satisfactory to the Committee; face of bonds and coupons must 
bear a vignette. 

The text of bonds should recite conditions of issuance, tax 
exemption, terms of redemption (by sinking fund or otherwise), 
convertibility, default, interchangeability or exchangeability of 
coupon and registered bonds, and conversion into other securities. 

Bonds, in the text and on the reverse, must recite payment of 
principal and interest in the Borough of Manhattan, City of New 
York, and provide for transfer and registration. Coupons must 
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recite payment of interest in the Borough of Manhattan, City of 
New York and tax exemption. 

Registered bonds must carry a power of assignment in such 
form as the Committee may approve. 

The Committee recommends that registered bonds be made 
interchangeable with coupon bonds. 

Registered bonds interchangeable with coupon bonds shall bear 
a legend reciting numbers and denominations of coupon bonds, 
against which they are issued. 

If coupon bonds of any denomination are interchangeable with 
coupon bonds of other denominations they shall contain such 
recital in the text and bear an appropriate legend on the reserve. 

Registered bonds made such by detaching coupon sheets are not 
eligible for listing. 


FORMS OF LEGENDS FOR BONDS 


For coupon bonds of one denomination interchangeable with 
coupon bonds of other denominations: 

““As provided in the Indenture, coupon bonds of the denom- 
inations of.$1,c90, $500 or $100, at any time outstanding, 
when surrendered with all unmatured coupons attached and 
upon the payment of charges, may be exchanged for an equal 
aggregate principal amount of coupon bonds of any other 
denomination of the same issue, of numbers not contempo- 
raneously outstanding, with all unmatured coupons attached.” 
For a coupon bond of a thousand dollars exchangeable for 

coupon bonds of smaller denominations: 

“The holder of this bond may, at his option, on surrender 
and cancellation and on payment of charges, as provided in 
the indenture, receive in exchange coupon bonds of this issue 
for an amount aggregating $1,000 in denominations of 
Seva ee ie of numbers not contemporaneously outstanding.” 
For coupon bonds of smaller denominations exchangeable for a 

$500 or a $1,000 coupon bond: 

“The holder of this bond may, at his option, on surrender 
and cancellation of this bond and others of the same issue 
aggregating $500 or $1,000 and on payment of charges, as 
provided in the indenture, receive in exchange a coupon bond 
of this issue of a number not contemporaneously outstanding, 
for the amount aggregated.” 
For registered bond(s) issued for coupon bond(s) of denomina- 

tion(s) of less than $1,000: 

“This bond is issued in exchange for coupon bond(s) of 
this sissies NUMbETEO, 1s eii cs «owes in denominations of 
SORE Ms cdlesahe" «3 not contemporaneously outstanding, aggregat- 
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ing the face value hereof and coupon bond(s) of this issue 
bearing the said number(s) and of the same denomination (s) 
will be issued in exchange for this bond upon surrender, can- 
cellation and payment of charges provided in the indenture.” 
For registered bond(s) issued for $1,000 coupon bond(s): 

“This bond is issued in exchange for coupon bond(s) of 
this issue numbered ©. .2/..5.6'.05 setiny. for $1,000 (each), not 
contemporaneously outstanding, and coupon bond(s) of this 
issue bearing the said number(s) will be issued in exchange 
for this bond upon surrender, cancellation and payment of 
charges provided in the indenture.” 


STOCK 

(In addition to the above General Requirements, the following apply 

specifically to stock certificates.) 

The border and tint plate for one-hundred share certificates of 
stock shall have said denomination engraved thereon in words and 
figures; the plates for smaller amounts shall bear some engraved 
device whereby the exact denomination of the certificate may be 
distinctly designated by perforation; also conspicuously upon the 
face “Certificate for less than one hundred shares.” 

Certificates for every class of stock shall recite preferences of 
all classes. 

Certificates of stock shall recite (1) ownership; (2) par value; 
(3) whether shares are full paid and (4) non-assessable; (5) pref- 
erence as to dividends; (6) distribution of assets upon dissolution 
or merger; (7) terms of redemption; (8) convertibility; (9) 
voting power, or (10) other privilege; and (11) must bear the 
following legend: 

This certificate is not valid until countersigned by the transfer 
agent, and registered by the registrar. 

The following form is required upon the reverse of a certificate 
of stock: 


For value received...... hereby sell, assign and transfer = a 23 <3 = 
MUD CO Yiscs tess td casters ave teseeesse Sass Ga Cite RTO IE ee SR odRB Be 
SASS, Ae PEROT On hers ec ee ee ner = 
of the *capital stock represented by the within certificate ¢ 8 7 = -2¢8 
and do hereby irrevocably constitute and appoint ek Ge = i$, 
On aeaetts tices we ka bin dnt 6 as ene setter et UL OMe male arate eee B 
to transfer the said stock on the books of the within As Saok 4 
named company with full power of substitution in the Bs Ee ae. a 
premises. Bi Bee Bie 
Datedinn.cgeatineath te see non eee I SS8E48 
9 o 2 eB & 
BRR ROR: arenas Gen ace a syeokats BA SoBCE 
In presence of Be Coe 
ESE pa 
GLE OIE Rg in te BER ReGs 


*On certificates without nominal or par value the word “capital” may 
be omitted. 
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CERTIFICATES OF DEPOSIT, VOTING TRUST CERTIFICATES, ETC. 

In addition to the General Requirements above outlined, certifi- 
cates of deposit and voting trust certificates must conform in every 
particular to the Specific Requirements as to stock certificates, 
except that the descriptive portion of a certificate of deposit may 
be typed satisfactorily to the Committee. 

TEMPORARY CERTIFICATES OR RECEIPTS 

Temporary certificates or receipts must conform to the General 
Requirements above outlined and to the Specific Requirements 
as to stock certificates, except that the text may be typed satis- 
factorily to the Committee, and need not bear a vignette. 

REMOVALS OR SUSPENSIONS IN DEALINGS OF LISTED SECURITIES 

Whenever it shall appear that the outstanding amount of any 
security listed upon the Stock Exchange has become so reduced 
as to make inadvisable further dealings therein, the Committee 
may direct that such security be-removed from the list and further 
dealings therein prohibited. 

“The Governing Committee may suspend dealings in the securi- 
ties of any corporation previously admitted to quotation upon the 
Exchange, or it may summarily remove any securities from the 


list.” 
E. V. D. Cox, Secretary RoBert Gipson, Chairman 


The following rules relative to delivery of securities have 
been adopted by the Committee on Securities of the New 
York Stock Exchange. 

ForM 402 


RULES FOR DELIVERY OF COMMITTEE ON SECURITIES 


1. Securities admitted to dealings upon the New York Stock 
Exchange Registered and Transferable in the Borough of Man- 
hattan, City of New York, in conformity with the requirements of 
the Constitution, are a delivery: 

(a) Certificates of Stock for 100 shares or odd lots aggregating 

. 100 shares, with irrevocable Assignment for each Certifi- 

cate, and in the name of a member or a member’s firm. 
Certificates for the exact amount or aggregating the 
amount of an odd lot. 

(6) Or with irrevocable Assignment witnessed by a member, 

or correctness of signature guaranteed by a member or 


a member’s firm. 
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(c) Or with irrevocable Assignment and each Power of Substi- 
tution witnessed by a member or correctness of signature 
guaranteed by a member or a member’s firm. 

(d) Coupon Bonds payable to Bearer, in denominations of $500 
or $1,000 each, with proper coupons of the bond’s num- 
ber securely attached. Small bonds, under $500, or large 
bonds over $1,000, only in special transactions, except 
that in transactions in United States Liberty Loan cou- 
pon bonds, denominations of $5,000 and $10,000 when 
such pieces are exchangeable for $1,000 or $500 denomi- 
nation, may be delivered. 

The money value of a missing coupon may be substituted 
only with the consent of the Committee on Securities 
for each delivery. 

Coupon Bonds exchangeable into Registered Bonds and 
Convertible Bonds must carry all unpaid and unmatured 
Coupons. 

(e) Registerable Coupon Bonds in denominations of $500 or 
$1,000, registered to Bearer, or when transfer books are 
closed with an Assignment to Bearer for each bond by a 
member or his firm or witnessed by a member, or the 
correctness of the signature guaranteed by a member or 
his firm. Provided, however, that when coupon bonds 
may be “registered for voting purposes only” and such 
registration does not affect the negotiability of the bonds, 
such bonds may be delivered with such registration 
thereon. 

(f) Registered Bonds in denominations of not less than $500 
and not exceeding $10,000 properly assigned. 

(g) A security with an Assignment, or Power of Substitution, 
executed, witnessed, or guaranteed by a non-resident 
member or firm must be stamped by the resident member 
or firm first delivering it as follows: 

“Delivered by ....” (name of resident member or firm). 

2. Securities contracted for in amounts exceeding 100 shares of 

Stock or $1,000 in Bonds, may be tendered in lots of 100 shares 
of Stock or $1,000 in Bonds, or any multiple of either, and must 
be accepted and paid for as delivered, except that in the case of 
Bonds sold “Delayed Delivery,” the full lot must be tendered 
unless otherwise mutually agreed. 
3. Securities with Assignment, or power of Substitution, signed 
by an Insolvent, are not a delivery. During the close of transfer 
books, such securities held by others, than the insolvent, are a 
delivery if accompanied by an affidavit for each certificate or bond, 
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that said securities were held on a date prior to the insolvency. 

Securities with Assignment or with Power of Substitution, guar- 
anteed by a member or his firm, suspended for Insolvency, are not 
- delivery and must be reguaranteed by a solvent member or his 

rm. 

4. Securities with an Assignment or a Power of Substitution 
executed by a firm that has ceased to exist are not a delivery, ex- 
cept during the closing of the transfer books. The assignment 
must be proved or acknowledged before a Notary Public. (Form 
No. 3, and for witness No. 9g.) 

Securities with either the Assignment or any Power of Substitu- 
tion witnessed by a deceased person are not a delivery. 

5. Securities assigned, or a Power of Substitution by a firm that 
has dissolved and is succeeded by one of the same name, are a 
delivery, when the new firm shall have signed the statement “Ex- 
ecution guaranteed,” under a date subsequent to the formation of 
the new firm. 

6. Securities in the name of a corporation or an institution, or 
in a name with official designation, are a delivery only when the 
statement “Proper papers for transfer filed by assignor” is placed 
on each assignment and signed by the Transfer Agent. 

7. Securities with an Assignment or a Power of Substitution 
signed by a deceased person, Trustees, Guardians, Infants, Execu- 
tors, Administrators, Assignees and Receivers in Bankruptcy, 
Agents or Attorneys are not a delivery. 

8. Securities assigned by a Married Woman are not a delivery. 
A joint assignment and acknowledgment by husband and wife be- 
fore a Notary Public, will make such security a delivery only while 
the transfer books are closed. (Form No. 4.) 

g. Securities in the name of an Unmarried Woman, with the 
prefix “Miss,” are a delivery without notarial acknowledgment, 
when signed “Miss.” 

10. Securities in the name of an Unmarried Woman (without 
the prefix ‘“Miss”,) or a Widow are a delivery only when the 
Assignment is acknowledged before a Notary Public. (Form 
No. 5.) 

ee Securities of a Company whose transfer books are closed 
indefinitely for any reason, legal or otherwise, the Assignment and 
each Power of Substitution must be acknowledged before a Notary 
Public. (Forms Nos. 2, 3, for witness, 8 and 9.) 

12. Securities in the name of Foreign Residents are not a de- 
livery on the day the transfer books are closed for payment of a 
Dividend or Registered interest, and reclamation can only be made 
on that day. 
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13. Securities in the name of Foreign Residents must be accom- 
panied by an acknowledgment before a United States Consul or 
Morgan, Grenfell & Co., London, when required by transfer agents. 

Several companies having transfer offices at Grand Central 
Station, New York, make this requirement. 

14. Certificate of stock on which the name of a transferee has 
been filled in error, may be made a delivery during the closing of 
the transfer books by ruling of the Committee on Securities. 
Necessary form of release, cancellation and reassignment will be 
furnished on application to the Committee on Securities. 

1s. An endorsement by a member or his firm of (or the signa- 
ture as a witness by such a member of a signature to) an Assign- 
ment or a Power of Substitution, is a guarantee of its correctness. 
Each Power of Substitution, as well as the Assignment, must be 
so guaranteed, or witnessed. 

16. The receiver of stock may demand delivery by transfer 
when the transfer books are open and must give ample time in 
which to make transfer. The party making delivery may demand 
payment for the same at the time of delivery to the transfer office. 
Any expense imposed by a Transfer Agent must be defrayed by 
the receiver. 

17. When a claim is made for a dividend on Stock after the 
transfer books have been closed, the party in whose name the stock 
stands may require from the claimant presentation of the certifi- 
cate, a written statement that he was the holder of the Stock at 
the time of the closing of the books, a guarantee against any future 
demand for the same and the privilege to record on the certificate 
evidence of the payment by Cash or Due Bill. 

18. “Coupon Bonds issued to Bearer, having an endorsement 
upon them not properly pertaining to them as a security, must be 
sold specifically as ‘Endorsed Bonds,’ and are not a delivery, except 
as ‘Endorsed Bonds’.” 

Extract from Resolutions of Governing Committee, adopted 
May 23, 1883. 

A definite name of a person, firm, corporation, an association 
etc., such as “John Smith,” “Brown, Jones & Co.,” “Consolidated 
Bank,” appearing upon a Coupon Bond, and not placed there for 
any purpose of the Company by any of its officers, implies owner- 
ship and is an “Endorsed Bond” under the above resolution. 

19. Any endorsement on a Coupon Bond, stating that it has 
been deposited with a State for bank circulation or insurance re- 
quirement, may be released and release acknowledged before a 


Pane Public; it will then be a delivery as a “Released Endorsed 
ond.’ 
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“RIGHTS” TO SUBSCRIBE 


20. Assignments of “Rights,” with the signature of the as- 
signor, witnessed and guaranteed in the same manner as other 
Assignments, as provided in these rules, are a delivery: 

(az) An Assignment of the “Rights” accruing on each 100 shares, 
or, Assignments of “Rights” on odd lots aggregating 
the “Rights” on roo shares. 

(6) An Assignment for the exact amount, or Assignments aggre- 
gating the amount, on a sale of the “Rights” accruing on 
an odd lot of stock. 

21. Assignments of “Rights” in the name of a Married Woman, 
Widow or an Unmarried Woman are a delivery without notarial 
acknowledgment. 

22. Assignments of “Rights” made by a deceased person or a 
firm that has ceased to exist are not a delivery, and must be taken 
back by the party delivering them. 

23. Assignments of “Rights” signed by Trustees, etc., or for 
corporations, etc., are not a delivery, until passed by the Com- 
mittee on Securities. 

24. “Rights” may be dealt in after a day to be fixed by the 
Committee on Securities. Warrants for Rights are deliverable 
upon a subsequent day to be fixed by the Committee, after said 
day all dealings shall be as in other securities. 

25. Due Bills for “Rights” accompanying stock which, by ruling 
of the Committee on Securities, does not sell “Ex Rights” at the 
closing of the books, must be redeemed on a day fixed by the 
Committee on Securities. 

26. Contracts in Warrants for “Rights” may be enforced ‘“‘under 
the rule.” 

Reference is made to the Constitution for method of settlement 
of contracts carrying “Rights” other than those covered by 24 and 
25 of these Rules, and also for Rights accruing during the pend- 
ency of a contract. 


RECLAMATIONS 


27. Reclamation for irregularity in a security, when such irregu- 
larity affects only its currency in the market, must be made within 
ten days from day of delivery of the security. A security with an 
irregularity having been delivered may be returned up to 2:15 
o’clock p. m. to the party who delivered it, who must immediately 
give the party presenting it either the security in proper form for 
delivery, or pay the market price of the security, and assume all 
liability for non-delivery. In the latter case, the security in proper 
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form may be delivered to the claimant before 2:15 p. m., and 
the amount paid shall be returned. 


SIGNATURES TO ASSIGNMENTS AND DUE BILLS 


28. The signature to an Assignment or a Power of Substitution 
must be technically correct, i. e., it must correspond in every par- 
ticular, without any change, with the name in which the security 
is issued, and the name of the Attorney or Substitute. 

The date of an Assignment or a Power of Substitution must be 
legible, and any correction properly noted by the signer. 

(a) Titles must be prefixed or affixed to signatures, exactly as 

they are in the name in which the security is issued. 

(6) “Brothers” or “Bros.” must be written as it appears in the 

security. 

(c) “And” or “&,” “Company” or ‘‘Co.” may be written either 


way. 

(d) “Mr.,” “Messrs.,” “Esq.,” or the Residence or Business 
Address of an individual or firm need not be made part 
of the signature. 

(e) Due Bill must be signed or guaranteed by a member or a 
firm registered and doing business in the Borough of 
Manhattan. 

The Committee recommends: 

That Transfer Agents be given the exact form of the name to 

which securities are to be transferred. 

That the signatures of all members and the firm signatures of 

each of the partners in a member’s firm be filed with transfer 
offices in order to secure promptness of transfer of securities. 


ASSIGNMENTS AND NOTARIAL ACKNOWLEDGMENTS 


29. A detached Assignment of a security, must contain pro- 
vision for the appointment irrevocable of an attorney, and sub- 
stitute and a full description of the security, i. e., name of 
Company, Issue, Certificate or Bond Number and amount (the 
latter written in words and numerals), and must be acknowledged 
before a Notary Public with seal and date. This description must 
be in the same handwriting as the other facts stated. A separate 
Assignment must accompany each certificate or bond. (See Form 
No. ro for Detached Assignment and Forms No. 11 and 12 for 
Acknowledgments. ) 

30. In the acknowledgment of an Assignment or Power of Sub- 
stitution in the name of an individual, the Notary Public must 
certify with seal and date that he knows the person signing to be 
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the person named in the security, or in the Power of Substitution 
and that the signer acknowledged his signature. (Form No. 2.) 

31. An Assignment or Power of Substitution in the name of a 
firm, the Notary Public must certify that he knows the person 
and knows him to be, or to have been on the date of execution a 
member of the firm, and that he acknowledged that he executed the 
Assignment or Power of Substitution as the act and deed of the 
firm. (Form No. 3.) 

32. In proving, before a Notary Public, an Assignment or Power 
of Substitution, the witness must make deposition that he knows 
the person who executed the Assignment or Power of Substitution, 
to be the person named in the Security or Assignment, and saw 
the signer execute the same. For Assignments of Securities in 
the name of a firm, the witness must make deposition that he knows 
the party signing to be (or to have been at the date of execution) 
a member of the firm. (Forms 8 and 9.) 

33. Any alteration in the wording of an Assignment must be 
stated over the signature of the party signing. 

34. Any alteration in a Notarial Acknowledgment must be 
noted by signature of the Notary. 


INTEREST PAYING BONDS 
RULES FOR DEALING “AND INTEREST” 


35. In settlement of Contracts in INTEREST PAYING 
BONDS interest at the rate specified in the bond shall be com- 
puted up to but not including the day of maturity of contract in 
all cases except “time option” contracts and “regular way delayed 
delivery” contracts. 

36. On a contract in interest paying bonds “SELLER’S OR 
BUYER’S OPTION” at 3 rate agreed upon (as Seller or Buyer 
20, 2%), the interest specified in the bond shall be computed to 
and including the day of sale; and thereafter interest at the agreed 
rate shall be computed on the Contract price plus accrued interest. 
An agreed rate of interest must be computed for actual elapsed 
days. 

On a contract in interest paying bonds “REGULAR WAY DE- 
LAYED DELIVERY,” interest at the rate specified in the bond 
’ shall be computed up to but not including the next “delivery day” 
following the date of the transaction and shall be “flat” thereafter 
unless otherwise agreed. 

37. Bonds selling “and interest” shall so continue until, in the 
event of a default, the Committee on Securities rules otherwise. 
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38. Bonds upon which the interest is in default shall carry all 
unpaid coupons. 

39. REGISTERED BONDS will not sell Ex interest on the 
day the books close for payment of interest. In settlement of 
Contracts in Interest Paying Registered Bonds, interest must be 
added to the date of maturity of Contract, and a Due Bill, signed 
by the party in whose name the bond stands or by a member of 
the Exchange or his firm for the full amount of the interest to be 
paid by the Company, must accompany the bond until interest 
is paid. A Due Bill issued by a non-member must be paid when 
due by the Exchange member or firm guaranteeing it. 

40. Interest at the rate specified in an Interest Paying Bond 
must be computed on a basis of a 360-day year, i. e.: 

Every calendar month is 1/12 of 360 days=30 days, 
Every period from a date in one month to the same 
date in the following month is 30 days. 

41. Income Bonds, unless otherwise directed by the Committee 
on Securities, must be dealt in “flat.” 

42. Bonds dealt in “And Interest” delivered on dates on which 
interest is due and payable, shall be without the coupon due on 
such date. 

43. In all transactions involving the payment of interest, where 
the amount of such interest equals or exceeds five mills, it shall be 
considered as one cent, fractions of a cent less than five mills to 
be dropped; this rule to apply to loaned and borrowed securities, 
interest on bonds, transfers of accounts and all other transactions. 


FORM OF ASSIGNMENT 
Form No. 1. 


ForM oF ASSIGNMENT ON A CERTIFICATE OF STOCK ACCEPTED 


BY THE COMMITTEE ON STocK LIST: 


FOR‘ VALU RECEIVE DS escort. hereby sell, assign, and 
transfer unto y.0) og 55 ae nein cles Ole Sik ee 
Maren enres os Gene ane aie nile ee Sewn s os c/s Se ae «seme oS TAERS 
of the Capital Stock represented by the within Certificate, and do 
hereby irrevocably constitute and appoint...................4. 
Attorney to transfer the said stock on the Books of the within 
named Company with full power of substitution in the premises. 

Dated), os stxey ns eee etter 1s Beha 


© 0) ole 6) © ee. 'e) 6) 0:.0: 6,0 0 8 ee) See se eeereoceeee eee 
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FORM OF POWER OF SUBSTITUTION 
Form No. 1 (a). 

POWER OF SUBSTITUTION to be placed on the back of a Certifi- 
cate when name of Attorney has been filled in with the name of 
an individual or a firm. 

“I (or we) hereby irrevocably constitute and appoint......... 
Re oD ee ak ee eee my (or our) substitute to transfer the within 
named Stock under the foregoing power of Attorney, with like 
power of Substitution.” 


IN THE PRESENCE OF 


@ieieiie) 6.10) .e) lee 10) e¥.e ie Lelie: .e 0.61 \s.e 8s) 6.6) (0) 6 @'e. 6 


FORMS FOR NOTARIAL ACKNOWLEDGMENTS 
AND DEPOSITIONS PRESCRIBED BY THE 
COMMITTEE ON SECURITIES 

Form No. 2. 
ACKNOWLEDGMENT BY AN INDIVIDUAL, BY WHOM AN ASSIGN- 
MENT OR A POWER OF SUBSTITUTION IS EXECUTED. 


SSL ALOMOL are Oho tsi oot, Oat ees gaye 
GHEY AGIs Mtr 2 oie Sint fs occa 

One this :ce ss eet aes ce. MAW ROL ree ri i8s sacca cea Ssh -beneusy 19....before 
me a Notary Public for the County of............... personally 
AP POARC ool aierd vis op) score to me known, and known to me to be 


the individual named in the within Certificate, and described in 
and who executed the foregoing instrument, and acknowledged 
to me that he executed the same. 


SEAL 


oe ee eee eee eee eee eevee eeoeeeeees 


If used for a Power of Substitution, substitute for the word 
Instrument, ‘Power of Substitution, Gated ace EO vogay 
the date referred to filled in. 


Form No. 3. 
ACKNOWLEDGMENT FOR FIRM. 
SEAL CC Oho te oe Ne fhe Piso weed: 4.5 -0 0 | 
SS: 
CUE OLY soles) xacwasieto sana ete st + = 
COM ACHIS wate a vce eee 58 CAV OUD Mer cmcmten seen. 19....before 


me a Notary Public for the County of............. personally 
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Appeared «gant = acdeas to me known, and known to me to be 
one: of the firm ofiasie.d2 pautaes named in the within certificate, 
and described in and who executed the foregoing instrument, and 
acknowledged to me that he executed the same as the act and 
deed of said firm. 


step ue oun TR sh coil Ofna a acne aceite 
If used for a firm that has dissolved, omit the word “be” in 
third line and substitute the words “have been OD. Ss as TO.cieue 
If used for a Power of Substitution, executed by a firm that 
has dissolved, substitute for the word Instrument, “Power of 


Substitution, dated oc. oes 19...” the dates referred to filled in. 


Form No. 4. 


Jorint ACKNOWLEDGMENT OF EXECUTION OF AN ASSIGNMENT 
MADE BY HUSBAND AND WIFE. 


State Ole. Poeace favre eee 
SS. 
County, Of 2: ssiesdasiose cepa 
On Athis O05. weraae G2Vi Of osccns tie 5 akaee ouanee 19....before 
WE CAINE 5) 3.8 aden asec: ANG sans tere alee her husband, both 


of them known to me, and they severally acknowledged that they 
executed the foregoing (or within) Assignment and Power of 
Attorney, for the purpose therein mentioned. 


Form No. 5. 


ACKNOWLEDGMENT OF AN ASSIGNMENT EXECUTED BY AN 
UNMARRIED WOMAN OR A WIpDow. 


State of) icit UP. Cha we ee ee 
SS. 
COUNTY Of oir sc ste ghee ne eee 
Cin thie ss. ete taes: Cys, Olan ties, cawedion ane 19....before 
me personally came... .2..i5 <e.0 5 to me known and known to 


me (or satisfactorily proven to me) to be an unmarried woman 
(or widow) and known to me to be the same person named in the 
within certificate of stock and described in and who executed the 
foregoing (or within) Assignment and Power of Attorney, and 
acknowledged to me that she executed the same for the purpose 
named. 


SAT! 6 <1 EARS RB ee Ae 2. Seer alag 
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Form No. 6. 


NotTartaAL ACKNOWLEDGMENT FOR ASSIGNMENT OR A POWER 
OF SUBSTITUTION EXECUTED BY A MEMBER SUSPENDED FOR 
INSOLVENCY. 


OEALERON sata, Gro Oe Ue Ree ee aot 
53: 
LOLS OUTIL) (RC MM a ar Se 
Gra ENIS ee sera az. et AVG cle g yn mates (a iain Seah ac 19....before 
me, a Notary Public for the COUNTY Of ie tee 9) «bate wre hets personally 
appeared BUAN. Ri dckst «, oath wiabaraucts to me known and known to me to be 


the individual named in the within certificate, and described in 
and who executed the foregoing Instrument, and acknowledged to 
mecthat he executed the sameon. 1). 4005525 <> TOi2 


LRG IA Bk Lone AM RMD TRE 
If used for a Power of Substitution, substitute the words ‘“Power 
of Substitution dated......... 19...” for the word “Instrument.” 


Form No. 7. 


NoTARIAL ACKNOWLEDGMENT FOR ASSIGNMENT OR A POWER OF 
SUBSTITUTION EXECUTED BY A FIRM SUSPENDED FOR INSOLVENCY. 


States Ofewin viv oe isedakeee ees 
SS; 
COUNEUMOU rs vivitar ac oats. 2 
SON VEDISS Cy. erste. DAVE Obe Mah Al males Gas oso oleic bis 19....before 
me, a Notary Public for the County of............... personally 
BIC ALEC 3 cise iia tus boos 6:6 Wise to me known and known to me to 
WIC TOUOCO IL Ie MEM UO cc. 3 date ie s wietd bis 0 shale ¢ oe "8 8 named in the 


within Certificate, and described in and who executed the fore- 
going Instrument, and ct to me that he executed the 
SATOMI salons «,/2/e2co ets Ig...as the act and deed of said firm. 


fo eB Te ele CRE MIO 
If used for a firm that has dissolved, substitute the words “‘have 


been” for the word “be” in fourth line. 


For a Power of Substitution, substitute the words ‘Power of 
Substitution dated.......... 19...,” for the word “Instrument.” 
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Form No. 8. 
DEPOSITION BY A WITNESS OF THE EXECUTION OF AN ASSIGN- 
MENT OR A POWER OF SUBSTITUTION BY AN INDIVIDUAL. 


States OF sale rye conte eee oe ee | 
SS; 

COUNTY Ole. cassis dots ater ee 

Onvehisen cts eek Gay Of os reisis hove poem 19%... before 
me, a Notary Public for the County of............... personally 
appealed, & ys ).jta om dena oy to me known, who being by me first 
duly sworn did depose and say that he resides Ate. re eee 
thatshe: Knew 205.8 ves.i2 Seria named and descnned in the 


, 
asthe Sha Shaherehenarttel Na. te euler saceenete nen ee 
If used for a Power of Substitution, executed by an individual, 
see instructions in Form No. 2. 


Form No. g. 


DEPOSITION BY A WITNESS OF THE EXECUTION OF AN ASSIGN- 
MENT OR A POWER OF SUBSTITUTION BY A FIRM. 


States OL nc. Aes seese oainee oes 
SS. 

Gountyisof:.a it .ademi senate tees 

Onsthisest senacer day2O8 iG. is ie Dae 19....before 
me a: Notary Public for the County of. 20... 2. <.5. personally 
appeared 4...) 50s area uke eee to me known, who, being by me first 
duly sworn, did depose and say that he resides at.............. 
that he knew 25.0.2 020 oes and knew him to be one of the firm 
Obeid 5 ee Cos Seek named and described in the............ 


instrument, which was signed in witness’ presence. 


ARE RAE he ey eerie A. 
If used for a firm that has dissolved, or for a Power of Substitu- 


tion executed by a firm that has dissolved, see instructions in 
Form No. 3. 


Form No. to. 
DETACHED ASSIGNMENT AND POWER OF ATTORNEY 
FOR STOCKS OR BONDS 
For value. received: s., sates fee aah ate eee 
have bargained, sold, assigned, and transferred, and by these 
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presents do bargain, sell, assign and transfer unto............ 
eae Gee plates OF thel.,.e. . 1 4:. + «4.0... Capital Stock 
(ortones (>)? Bond )rotrthes revi. oe ae ee ol. standing in 
Roe A is hame-onethe, books of said 2 si... Se ee 
represented by Certificate (or bond for........ erated alarms nore 
Deerrichens ce DENG cuore e Herewithe-dand ).i. 6. oe do hereby 
cousucate sand appoints. co. os sk sco cel vccemive nts ....true and 
lawiulvattormey, Irrevocable for-.... sock «.- ds ole wcen and in 
SEDANS RO a name and’ stead, but tO. ..,. =... <0 


use, to sell, assign, transfer and set over, all or any part of the said 
stock, and for that purpose to make and execute all necessary acts 
of assignment and transfer, and one or more persons to substitute 
with like full power, hereby ratifying and confirming all that 


ith: tc Ra eA a aa gg SAN NELOMUICY OF wi, reer horas ens otaecan eee ake 
substitute or substitutes shall lawfully do by virtue hereof. 
VALE er ee ercnta css es ie oe bie es 


IN PRESENCE OF 


Pueiisires © e106, ¢ 10! wie ¢ 6 618 1s * @)0 6 © © 0 6 


Form No. 11. 
ACKNOWLEDGMENT ON A DETACHED ASSIGNMENT MADE BY AN 
INDIVIDUAL. 


SO EALOUO! crete! aayrike ine date eke cen 5 4% 
! $Sz 
COUN OE ess oi. oar mtn, 4 
CONE tDIS sca este aats GOV Obscure nics orcs, « age + IQ:......before 
me, a Notary Public for the County of.....:........ personally 
COLI ER pA a neg aan to me known to be the individual named in 


the annexed Certificate of Stock (or Bond) and described in and 
who executed the foregoing Instrument, and acknowledged to me 
that he executed the same. 


Be ete rere age els eee sree 
Form No. 12. 
ACKNOWLEDGMENT ON A DETACHED ASSIGNMENT EXECUTED 


BY A FIRM. 
Staten Ole ee ete ee aha sls 


OMmUHiS. se fae tiare GaAyROL Se. soe eran acre 19....before 
me, a Notary Public for the County of............... personally 
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appeared, 24 2h. Gals wleneek to me known and known to me to be 
one of thedirin of. 2s0.7% Wages eee named in the annexed 
Certificate of Stock (or Bond) and described in and who executed 
the foregoing Instrument, and acknowledged that he executed 
the same as the act and deed of said firm. 


BT mt Vg lop ee p 16) oe 1018 le oes ewel.e ene! oo sister ey Me (ery Ls 
eeoeereesr oo eo ee eee eo eee eee ee eens 


If used for a firm that has dissolved, see instructions in Form 
No. 3. 


ForM 403 


REQUIREMENTS OF THE COMMITTEE ON SECURITIES FOR 
COMPANIES OFFERING THE PRIVILEGE TO SUBSCRIBE FOR 
New SECURITIES TO HOLDERS OF ITS SECURITIES 
LISTED ON THE EXCHANGE 


1. Give notice, as provided in the agreement contained in the 
listing application: 

“To notify the Stock Exchange thirty days in advance of 
the effective date of any change in the authorized amounts 
of listed securities.” 

2. Give at least ten (10) days’ notice of the closing of the 
transfer books, or date, if books do not close, to take record of 
security holders entitled to “Rights.” 

If affirmative action of stockholders is required for the 
issuance of the new securities it is proposed to offer, the 
closing of the books must be subsequent to the date when 
such action is taken. 

3. Fix the date at which the “Right” terminates at least twenty 
(20) days after the closing of the books. 

4. Notice must be given the Exchange, at least ten (10) days 
before books close, of the date upon which “Warrants” will be 
issued to stockholders. The definite offer must be made to the 
stockholders before the closing of the transfer books, after which 
no change may be made, and a signed copy of the offer filed at 
the office of the Secretary of the Exchange, together with the 
specimen of each form of “Warrant” to be issued. 

5. Avoid using dates that fall on Saturdays or holidays. 

6. In all offers of “Rights,” the “Right” must be given to 
each share of stock or to the minimum bond issued. Provision 
must be made for the acceptance of assignments for fractions 
when assembled in the “Right” to subscribe for one new char2 
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of stock or one new bond (of the minimum denomination to be 
issued) or any multiple of either. 

7. An assignable “Warrant” issued by the Company stating 
the right it represents, only is acceptable for listing, they must 
be transferable the same as stock to new names and for amounts 
aggregating the whole of a surrendered “Warrant.” 

8. A specimen of each form of receipt to be issued to sub- 
scribing “Warrant” holders must also be filed. 

9. Notification of wish to subscribe, and subscriptions must be 
received at, and securities issued from, the Company’s office or 
agency in the Borough of Manhattan, New York City. 


The following rule of the Exchange applies to securities upon 
which a “Right” to subscribe is given. 

“Chapter VI, Sec. 1. Transactions in shares shall be ex-dividend 
or ex-rights as the case may be on the day of the closing of 
transfer books therefor, except transactions therein made spe- 
cifically for ‘‘cash.” 

“Rights” are deliverable under the following: 

“Rules for delivery. 

“(a) An Assignment of ‘Rights’ accruing on each 100 shares, 
or Assignments of ‘Rights’ on odd lots aggregating the ‘Right’ on 
100 shares. 

“(6) An Assignment for the exact amount, or Assignments 
aggregating the amount, on a sale of ‘Rights’ accruing on odd 
lots of stock.” 

Rights to subscribe will be admitted to dealings on the Exchange 
only when approved by the Committee on Securities after receipt 
of official notice as to the details of an offering. Dealings in 
“Rights” when permitted will begin on the record date of stock- 
holders entitled thereto. 


An application must be made to this Exchange for the listing 
of additional stock, and such additional amount listed, before it 


can be registered. 
E. V. D. Cox, Secretary 


November 4, 1927. 


The following extracts from Chapter V of the Rules 
adopted by the Governing Committee of the New York 
Stock Exchange relate to the closing of books for transfer 
purposes: 
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FORM 404 
CLOSING OF TRANSFER Books 


Sec. 1. Transactions in shares shall be ex-dividend or ex- 
rights as the case may be on the day of the closing of transfer 
books therefor, except transactions therein made specifically for 
“cash.” Should such closing of transfer books occur upon a 
holiday or half-holiday observed by the Exchange, this rule shall 
apply for the preceding full business day. The Committee on 
Securities may, however, in any particular case direct otherwise. 

Sec. 2. The buyer shall be entitled to receive all dividends, 
rights and privileges, except voting power, which may pertain to 
securities contracted for, for which the transfer books shall close 
during the pendency of the contract. 

When such contract shall mature before the date fixed for 
payment of such dividend, there shall be delivered for such 
dividend a due-bill signed or guaranteed by a member. 

Due-bills for dividends shall be redeemable on the date the 
dividend is paid. 

When a security is sold before the day on which it is quoted 
“ex-rights” and is delivered thereafter, the buyer shall on its 
delivery pay only the market price of the security ‘ex-rights.” 
He shall pay the balance due on the contract, when the seller 
delivers the “rights,” at any time on or before the day set by 
the Committee on Securities for settlement of contracts in said 
“rights.” 

When a security is loaned before the day on which it is quoted 
“ex-rights,” and is returned thereafter, the lender shall on its 
return pay only the market price of the security “ex-rights.” He 
shall pay the balance due on the contract, when the borrower 
delivers the “rights,” at any time on or before the day set by the 
Committee on Securities for settlement of contracts on “rights.” 

The foregoing shall also apply in the case of stock or scrip 
dividends, except that such stock or scrip dividends shall be due 
and deliverable on the distribution date thereof. 


FORM 405 
Companies Havinc SEcuRITIES ON N. Y. Stock EXCHANGE 


The Committee on Securities of the New York Stock Exchange 
has prepared for the guidance of officials of companies whose 
securities are listed on the Exchange outlines of information to be 
furnished to the Exchange under various circumstances, 
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In all cases immediate notice should be given the Exchange 
of any action affecting the securities of a company. 

At least ten days’ advance notice of any taking of a record of 
security holders (or closing of transfer books, if that practice is 
followed) is necessary for the proper conduct of security 
transactions. 


Specifically, the information required in each case is as follows: 
PAYMENT OF DIVIDENDS: 


Date of Directors’ Meeting. 

Whether dividend has been designated as regular quarterly, 
semi-annual or otherwise. 

Amount per share. 

Payable date. 

Record date (close of business) 
or Date books close 
and Date books open. 


PAYMENT OF INTEREST: 
Advance notice of the payment of interest on all bonds. 
In the case of Registered Bonds, the 
Record date (close of business) 
or Date books close 
and Date books open. 


MEETINGS OF STOCKHOLDERS: 


Record date (close of business) 
or Date books close 
and Date books open. 
Date of Meeting. 
If Special Meeting, purpose thereof. 


RIGHTS TO SUBSCRIBE: 

Record date. (This must be subsequent to any action 
necessary to complete authorization) 

Subscription date. (This must be at least twenty days 
after the record date) 

Definite statement as to ratio of new securities per share 
of present stock. : 

Subscription price. 

Place of subscription in New York and elsewhere. 

How soon after record date warrants will be issued. 

Definite plan must be published prior to record date. 

New securities should be issued immediately upon payment 
in full on or before subscription date. 
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ADDITIONAL AMOUNTS OF LISTED SECURITIES: 
Immediate notice of issuance. 
Application to list the additional amount should be made 
before issuance. 


REDEMPTION OF SECURITIES: 

Immediate notice of any call for the redemption of Bonds 
or Stock, together with list of specific bond numbers or 
stock certificate numbers called. 

Date of redemption and place in New York and elsewhere 

at which payment will be made. 


CHANGES IN AUTHORIZED CAPITAL STOCK: 

Thirty days must elapse after receipt of official notice by 
the Exchange before additional amount may be admitted 
to dealings. 

E. V. D. Cox, Secretary 
June 2, 1927. 


XXVIII 


HOLDING COMPANIES 


1. Modern Tendencies 


Several reasons exist for the modern tendency toward 
holding companies. Certain of the earlier devices for elimi- 
nation of competition proved ineffective or else were declared 
illegal. The Sherman Anti-Trust Act of 1891 was intended 
to prevent combinations in restraint of trade, and many 
states have enacted statutes of similar import. Pools, which 
were the outgrowth of the panic of 1873 and resulting depres- 
sion, depended for their enforcement on the good faith of 
all the members. Naturally, somebody found occasion to 
break the agreement when a continuation of it proved 
unprofitable. 

Next came the trust. Various trusts were declared illegal 
on the grounds of monopoly and restraint of trade. 

The holding company appears to have become the solution 
to the problem of effective control of two or more enterprises 
which are in some way related, either as competitors or as 
producers in different stages in the process of converting 
raw materials into consumable goods. While a holding com- 
pany is one formed to control other companies through stock 
ownership, a holding company may be also an operating 
company. 

Under the common law one company cannot hold the stock 
of another company, but this disability has been removed 
by statutory enactment in most states. New Jersey was 
first to pass such a law in 1888; soon other states, notably 
Delaware and Maine, followed suit. 

It does not follow that all combinations effected through 
holding companies will be regarded as legal by the courts. 


1073 
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Thus in the Northern Securities Case, as well as others, the 
United States Supreme Court held that the control of com- 
peting companies by a holding company was illegal under 
the Sherman Anti-Trust Act. The test of legality is whether 
or not competition is lessened. 

The Clayton Act, passed in 1914, prohibits the acquisi- 
tion by one company of all or any of the stock of another 
‘““where the effect may be substantially to lessen competition 
between the corporation whose stock is so acquired and the 
corporation making the acquisition, or to restrain such com- 
merce in any section or community, or tend to create a 
monopoly of any line of commerce.” 

It is not an infrequent occurrence for a corporation to 
establish subsidiary companies for the purpose of carry- 
ing on some special activity. There are several advantages 
in this arrangement. If the venture fails the loss is limited 
to the sum invested in the subsidiary. The organization of 
the subsidiary can be made such as the special circumstances 
require. 


2. Consolidated Statements 


In case of subsidiary companies established by a parent 
company for the carrying out of some special project the 
parent company is likely to own all or practically all of the 
subsidiary company’s stock. Where, however, affiliations 
are established through the purchase of stock in some 
hitherto independent company the percentage of stock owned 
by the controlling company may vary from a bare majority 
of the voting stock to 100% ownership. Indeed, it is pos- 
sible to control the policies of a company through a minority 
interest, if the majority interest lacks concentration of pur- 
pose; but reasonable certainty of control demands the owner- 
ship of a majority of the voting stock of the company 
controlled. 

When a majority interest in one company is owned by 
another company it becomes necessary to decide whether or 
not the statements of the two companies should be con- 
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solidated. In case of complete ownership of stock there is 
no doubt but that the statements should be consolidated; 
but where the percentage of stock owned by the parent com- 
pany lies between the range of, say 51% and 95%, the 
question must be settled by ascertaining whether the two 
companies are really operated as a unit. 

The Federal tax laws have had much influence on this 
question. The Revenue Act of 1917 contained no provision 
relative to consolidated statements. The American Insti- 
tute of Accountants recommended the adoption of consoli- 
dated statements, and somewhat later the Treasury Depart- 
ment issued regulations to the effect that the Commissioner 
of Internal Revenue might require certain affiliated corpo- 
rations to furnish consolidated returns of net income and 
invested capital. In the Revenue Act of 1918 specific pro- 
vision was made for consolidated returns, and provided that 
two or more domestic corporations were to be regarded as 
affiliated: 

1. If one corporation owned directly or controlled through 
closely affiliated interest, or by a nominee or nominees, 
substantially all the stock of the other or others, or 

2. If substantially all the stock of two or more corporations was 
owned or controlled by the same interests. (Art. 633, 
Regulations 45.) 


The requirements were modified and restated in subse- 
quent laws and regulations. 


3. The Work Sheet 


To consolidate the balance sheets of two or more affiliated 
companies a work sheet should be employed. The preferable 
arrangement is to list the accounts vertically and the com- 
panies horizontally, columns being added for “‘Inter-company 
Adjustments” and “Consolidated Balance Sheet.” This 
arrangement is illustrated in Form 406. Of the $50,000 sur- 
plus on the books of Company B, $10,000 was in existence 
at the time Company X acquired goo shares of its stock. 
The 400 shares of stock of Company A were acquired at 
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$20 per share below its book value, which was $100. Of 
the $25,000 accounts payable on the books of Company A, 
$15,000 is owing to Company X for merchandise purchased 
at its cost price. 

The numbers in parentheses in the “Inter-company Ad- 
justments and Eliminations” column are inserted to enable 
the reader to distinguish the debit and credit elements of 
the various adjustments. These may be set up in form of 
journal entries, thus: 


(1) 
Capital Stock, Company A' $40,000.00 
To Capital Stock of Company A 
Owned $32,000.00 
Goodwill 8,000.00 
(2) 
Capital Stock, Company B $90,000.00 
Surplus 9,000.00 
To Capital Stock of Company B 
Owned $99,000.00 


3 
Accounts Payable $15,000.00 
To Accounts Receivable $15,000.00 


4. Treatment of Goodwill 


If one company buys the capital stock of another com- 
pany for a figure less than its book value the inference is 
that its assets are overvalued. ‘Therefore in making the 
eliminating entry for stock of the subsidiary owned it is 
necessary to credit some account for the difference between 
the cost of the subsidiary’s stock to the holding company and 
the par value of same, in this instance $8,000. One plan is 
to credit the asset account where the overvaluation is sup- 
posed to exist. Had this procedure been followed in entry 
(1) above, the credit of $8,000 would have been to “Plant” 
instead of to “Goodwill.” This procedure is correct and 
may be justified under certain conditions, as, for example, 
where there is no difficulty in ascertaining in what particular 
asset account of the subsidiary company the overvaluation 
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exists. Where this cannot be done it is customary to credit 
Godwill account, if goodwill of sufficient amount exists in 
the balance sheets of the affiliated companies. If not, Capital 
Surplus account is credited. 

If the parent company pays in excess of book value for 
the stock of the subsidiary, the adjustment is made by 
charging the difference between cost and book value to Good- 
will account when the elimination of inter-company stock 
holdings is made in the consolidating work sheet. 


5. Treatment of Surplus 


Surplus on the books of the subsidiary at date of acquisi- 
tion is eliminated, in so far as it applies to stock held by the 
controlling company. Thus if the holding company acquires 
100% stock ownership in the subsidiary all surplus of sub- 
sidiary at date of acquisition is eliminated; if 75% owner- 
ship is acquired, 75% of surplus of subsidiary at date of 
acquisition is eliminated, and so on. In the work sheet 
(Form 406) the surplus of Company B at date Company X 
acquired a 90% interest therein was $10,000, hence 90% of 
this, or $9,000, is eliminated. The reason for the elimination 
of this amount of surplus is that it is represented in the in- 
vestment account “Capital Stock of Company B Owned” 
and is not surplus accumulated by the affiliated group of 
companies. 


6. Treatment of Other Items 


A brief explanation of other adjustments frequently re- 
quired in preparing consolidated balance sheets are as 
follows: 

1. Inter-company payables and receivables. These. 
exactly offset each other and are eliminated. See adjust- 
ment (3) in the consolidating work sheet, Form 406. 

2. Inter-company dividends payable and_ receivable. 
These exactly offset each other and are eliminated. 

3. Inter-company loans as distinguished from accounts 
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receivable and payable. These exactly offset each other 
and are eliminated. 

4. Inter-company bond ownership. Bonds of one 
affiliated company owned by another are eliminated, only 
those held by the public being extended into the “Consoli- 
dated Balance Sheet’”’ column. 

5. Inter-company profit in inventories arising from the 
sale of goods by one affiliated company to another at a profit 
should be eliminated by crediting Inventory account and 
charging Earned Surplus account of the affiliated group, 
none being deducted from Earned Surplus account pertain- 
ing to the minority interest since from their point of view 
this profit is earned. 


47. The Consolidated Balance Sheet 


A consolidated balance sheet derived from the data shown 
in the “Consolidated Balance Sheet” column of Form 406 
is shown in Form 407. Note that all inter-company items 
are eliminated. 

In setting up the proprietorship account on the consoli- 
dated balance sheet it is important that the minority interest 
be set out separately from the equity belonging to the stock- 
holders of the holding company. ‘This involves a division of 
the surplus of subsidiary companies acquired since date of 
affiliation on the basis of the percentage of stock of such 
companies owned by the controlling company. See Form 
407 for arrangement of proprietorship items. 

It should be remembered that the consolidated balance 
sheet represents the condition of no single company, but is 
a statement made up to show the status of two or more com- 
panies considered as a single enterprise although retaining 
their separate legal status, accounts and organization. The 
affiliated companies continue making up their monthly and 
annual statements the same as if there existed no relationship 
necessitating the setting up of an additional consolidated 
statement to show the status of the group. 
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8. Consolidated Balance Sheet of U. S. Steel Corporation 


To illustrate the practical application of some principles 
involved in consolidated balance sheet construction the con- 
solidated balance sheet of the United States Steel Corpora- 
tion is shown in Form 408. 

The properties owned by the various subsidiary companies 
are combined under “Property Investment Accounts.” 
Under “Current Assets” inventories are listed after deduct- 
ing profits earned by subsidiary companies on inter-company 
sales of products on hand in inventories. The capital stocks 
of subsidiary companies not held are shown as a separate 
item on the liability side. The undivided surplus is shown 
exclusive of profits earned by subsidiaries on inter-company 
sales of product still on hand in the inventories. The treat- 
ment of this item is considered in a footnote to the balance 
sheet. 


Form 408 


CONSOLIDATED GENERAL BALANCE SHEET DECEMBER 31, 1927 


AssETS 


Property Investment Accounts—Properties Owned 
and Operated by the Several Companies: 
Balance of this account as of December 31, 1927, 
less Depletion, Depreciation and Amortization 
Reserves per table on page 14 (Pamphlet 
PEDONL) a cicisinie orgie vatsveveialey alcisiacchaleretelelovela) ee-aiclole $1,709,779,732.10 
Mining Royalties: 
Mining Royalties on unmined ore, in respect of 
part of which notes of subsidiary com- 
panies are outstanding in amount of $24, 
QO7,,858-0451 AS (SEE) CONLLA Dee ciolersie oH chelsea $ 66,117,766.47 
Less, Reserved from Surplus to cover possible 
failure to realize all of same............... 7,000,000.00 59,117,766.47 


Deferred Charges (Applying to future operations 
of the properties) : ; 
Advanced Mining and other operating expenses 


ANG eC DALLES ares ce ni ee siete lara  eeiore cies $ 3,168,683.23 
Discount on subsidiary companies’ bonds sold 
(GY. Rad te auibiso upg Die Gnon oon JOD Oooo 890,049.04 4,058,732.27 
Investments: 


Outside Real Estate and Investments in sundry 
securities, including Real Estate Mortgages. ..$ 10,111,077.82 
Land Sales Installment Contracts and Mort- 
gages under Employes’ Home-owning Plan... 15,803,711.58 25,914,789.40 


Sinking and Reserve Fund Assets: 
Cash resources held by Trustees account of Bond 
SINE ING BINGS oo tetecekeicteloxelate lejet-lele lous) ste cetoi-tele $ 1,720,294.55 
(Trustees also hold $229,384,000 of redeemed 
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bonds, not included as liabilities in this Bal- 

ance Sheet.) 
Contingent Fund and Miscellaneous Assets..... 3,834,586.91 
Insurance and Depreciation Fund Assets (in- 

cludes bonds available for future sinking fund 


requirements) : 
Securities) “26 Jn wie esters stetsise $92,818,368.92 
(OFC nating ac HOOD ODOdOGOOD 3,078,791.09 95,897,160.01 


* Note.—There are not included in this item capi- 
tal obligations of subsidiary companies amount- 
ing to $43,615,365.54 held in these funds, as 
such obligations are excluded from liabilities 
in this consolidated balance sheet. Such securi- 
ties were acquired direct by United States Steel 
Corporation from the subsidiaries. 

Current Assets: 

Inventories, less credit for Reserve and for 
amount of inventory values representing 
Profits earned by subsidiary companies on 
Inter-Company sales of products on hand in 
Inventories. December 31, 1927. (See note 


GOPDOSICE )is Uaisryra.ccte so oust couslotsvederoreta GheVerctereters mtarets $271,168,001.84 
ACCOUNTS RECEIVADIE cre cieterers's <caleieeirorenetereiia ca 72,134,805.46 
BillssRecelvablexiiiiso ao orale: ose -ote (oid eye eee tet onde oes 7,473,582-49 
Agents’ Balances: svi seer ccc sicsc cseleieigrees 1,549,627.52 
Sundry Marketable Securities (including part of 

U.S. Gov’t Securities owned)...........-2- 59,588,620.93 


Time and other special Bank Deposits 8,477,998.71 
Cash (in hand and on deposit with Banks, Bank- 


ers and Trust Companies, subject to cheque).. 112,867,469.94 


LIABILITIES 

Capital Stock of United States Steel Corporation: 
GMM Onis. bea elsn tear terete ae tenreee weer exceed ctesarck $711,623,500.00 
Preferred ie. cieccrvcoherate taterane areh avorerale skate cavers verses 360,281,100.00 


Capital Stocks of Subsidiary Companies Not Held 
by United States Steel Corporation (Book value 
OL SAME) car teleane ithenorete. tae Capen deen teers eis 

Bonded Mortgage and Debenture Debt Outstand- 


ing: 
(For detailed statement see page 22 pamphlet 


report.) 
United States Steel Corporation 50 Year 5% 

LD Saonn gon cumondookdion ~sencccmooudge $171,372,000.00 
United States Steel Corporation 10-60 Year 5% 

Bonds’ 5 o0o'e seine lot stestaenrore stolen calsvenacee 157,463,000.00 


aoe : $328,835,000.00 
Subsidiary Companies’ Bonds, guaranteed by 


UW: 'S;. Steel: Corporations. a. .nesa eee dees 94,540,000.00 
Subsidiary Companies’ Bonds, not guaranteed by 

S: Steel (Corporation: acncs terete terce 51,259,900.00 
Subsidiary Companies’ Real Estate Mortgages 

and Purchase Money Obligations........... 539,628.89 


Subsidiary Companies’ Mining Royalty Notes— 
Maturing over a period of 31 years, substituted 
for previously existing mining royalty obliga- 
tions—Guaranteed by United States Steel Cor- 
poration, $23,782,858.64, not guaranteed, 
$1,125,000; mnon-interest bearing, $465,- 
OOK.O8! > 22) ss Rireterererara nt apevevarene oie store ierateteneerers 
Current Liabilities: 
Current Accounts Payable and Pay Rolls....... $ 47,256,233.11 
Accrued Taxes, not yet due, including reserve 
for; Federal Income: Taxs: 3. lessee eee 36,247,000.10 


IO1,452,041.47 


533,260,106.89 


$2,433,583,168.60 


$1,071,904,600.00 


446,919.29 


474,174,528.89 


24,907,858.64 


HOLDING COMPANIES 


Accrued Interest, Unpresented Coupons and Un- 


claimed Dividends................+0..0.0. 6,661,068.91 
Preferred Stock Dividend No. 107, payable 

Rebruary,:2 8.01028 vce ey caetenecie caldera 6,304,919.25 
Common Stock Dividend No. 94, payable 

Marche 30 1G2 Slices evsteuremisny sameeren 12,453,411.25 


Total Capital and Current Liabilities. ... 
Sundry Reserves: 
Contingent, Miscellaneous Operating and Other 
RESCEVES ce adaisteveion ls Sle chee heen $ 78,613,025.84 
Insurance Reserves 40,568,689.70 


Appropriated Surplus to Cover Capital Expendi- 
tures: 
(See statement on page 14 pamphlet. report.) 
Invested in Property Account—Additions and 
Construction. WNe Seo eke esas eh as meee 
Undivided Surplus of United States Steel Corpora- 
tion and Subsidiary Companies: 
Capital Surplus provided in organization....... $ 25,000,000.00 
Balance of Surplus accumulated by all com- 
panies from April 1, 1901, to December 31, 
LOZ 7A per table OW | PAge HAA iciceuloiciec: arerel-le 338,004,913.62 


Total, exclusive of Profits earned by Subsidiary 
Companies on Inter-Company sales of prod- 
ucts on hand in Inventories December 31, 
1927 (see note below); «2... scaweseecss sees 


Note.—That part of the Surplus of Subsidiary 
Companies representing Profits on sales of ma- 
terials and products to other subsidiary companies 
and on hand in latter’s Inventories is, in this 
Balance Sheet, deducted from the amount of 
Inventories included under Current Assets. 
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108,922,632.62 
$1,681,356,539.44 


119,181,715.54 


270,000,000.00 


363,044,913.62 


XXITX 


BANKRUPTCY AND INSOLVENCY 


1. Insolvency 


The state insolvency laws are subordinate to the national 
bankruptcy law, passed in 1898, and for this reason one who 
seeks to take advantage of a state insolvency law may be 
forced into bankruptcy under the national law. It is for this 
reason that it is usual to invoke the aid of the national law 
in the first instance. Should the national bankruptcy law be 
repealed the state laws would again become supreme. Never- 
theless, should none of the interested parties object, the 
estate of an insolvent debtor might be distributed under state 
laws. 

Most state insolvency laws do not grant to the insolvent a 
discharge from debts, but simply lay down certain rules for 
the distribution of his estate after he has made an assign- 
ment, leaving it to the debtor to secure releases from his 
creditors. 

The difficulty in appealing to state insolvency laws is that 
in case any question is raised as between federal and state 
courts by an appeal to the federal courts, as the result of 
the action of any creditor or of the insolvent, the federal 
law is supreme and the state law is for practical purposes 
nullified. 


2. National Bankruptcy Act 


The present national bankruptcy law operates to apply an 
insolvent debtor’s property ratably to the liquidation of his 
debts, also to deprive his creditors of the right to prosecute 
him. This law is enforced by the District courts of the 
United States. To these courts is granted power to liquidate 
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and distribute the estates of bankrupts and to grant dis- 
charges in bankruptcy. 

The estate of a bankrupt is administered by a trustee 
appointed by the court, but if necessary to protect the estate 
a receiver may intervene, taking charge until the trustee 
qualifies. 

The District courts may appoint referees to consider 
petitions and do other things which the judges themselves 
might otherwise do, except that discharges and compositions 
must be passed upon by the courts. Such referees must give 
suitable bond, not exceeding $5,000, with such sureties as 
the court may require. 


3. Application of National Bankruptcy Act 


Any natural person may become a voluntary or involun- 
tary bankrupt, who is not a wage earner, i. e., if he does not 
earn in excess of $1,500 annually, or who is not engaged 
primarily in tilling the soil. 

Any corporation engaged chiefly in manufacturing, trad- 
ing, printing, publishing or mercantile pursuits, and owing 
debts of not less than $1,000 may be adjudged a voluntary 
bankrupt; but corporations cannot become involuntary bank- 
rupts. Railroads, national banks, and certain other corpora- 
tions cannot take advantage of the law. 


4. Voluntary and Involuntary Bankruptcy 


Corporations cannot become voluntary bankrupts, but an 
individual may act to take advantage of the law or he may 
be thrown into bankruptcy by act of his creditors, providing 
an act of bankruptcy has been committed. The national 
bankruptcy law specifies the acts of bankruptcy, as follows: 

“1. Concealment, or fraudulent transfer, of property in order to 
hinder, delay or defraud creditors. 

2. Transfer of property for the purpose of giving preference to 
one creditor over other creditors during the period of insolvency. 

3. Suffering, during insolvency, any creditor to secure a prefer- 
ence through legal proceedings, when the insolvent shall not within 
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five days before a sale or final disposition of the property, affected 
by such proceeding, have vacated, or discharged them. ; 
4. Making a general assignment for benefit of creditors, or while 
a person is insolvent, applying for a trustee or receiver, under the 
laws of a state or of the United States. 
5. Admitting insolvency in writing; also willingness to be ad- 
judged a bankrupt. 


The petition must be filed within four months of the date 
of committing the act of bankruptcy. 

To be adjudged a bankrupt one must (a) be insolvent and 
(6) have committed an act of bankruptcy. Thus if a cor- 
poration commits an act of bankruptcy but cannot be shown 
to be insolvent it cannot be adjudged a bankrupt. Neither, 
being insolvent, can a corporation be adjudged a bankrupt 
if it has not committed an act of bankruptcy. 


5. Bankruptcy Procedure 


If there are more than twelve creditors, three or more, or 
if less than twelve creditors, one thereof holding provable 
claims exceeding $500, may present a petition alleging the 
insolvency of the company and that it has committed an act 
of bankruptcy. The alleged bankrupt must then be served 
with notice of this petition and be given an opportunity to 
show that he or it is not insolvent or has not committed an 
act of bankruptcy. Failure to defend will result in the 
decree of bankruptcy. 

It is the bankrupt’s duty to file schedules of assets and 
liabilities; but the referee will do this if the bankrupt fails 
to do it. 

In cases of voluntary bankruptcy the bankrupt presents a 
petition asking for benefit of the provisions of the law, 
accompanying same with schedules of assets and liabilities. 

As soon as the bankruptcy is adjudicated the referee 
appointed to take charge calls a meeting of creditors who 
elect a trustee in whom is vested title to all of the property 
of the bankrupt. 

The trustee then takes charge of the estate and acts in a 
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fiduciary capacity for the benefit of both bankrupt and 
creditors. He collects debts owing to the estate, liquidates 
its assets, and pays its creditors. The trustee must give bond 
to the required amount, as determined by the creditors; but 
if the creditors fail to require it the court will do so. 

Either one or three trustees may be appointed. If three, 
the concurrence of two is necessary to the validity of an 
act. The trustee’s fee is $5 upon filing the petition and 
whatever commissions are allowed by the court, not to exceed 
6% on the first $500, 4% on amounts in excess of $500 and 
less than $1,500, 2% on amounts in excess of $1,500 and 
less than $2,000, and 1% on amounts in excess of $10,000, 
the percentages being computed on amounts disbursed by 
the trustees. 

For compositions, trustees are allowed not in excess of %4 
of 1% on amounts paid to creditors. 

If there are three trustees one fee is apportioned among 
them in accordance with the amount of work done by each. 

After all of the bankrupt’s property not subject to exemp- 
tion has been distributed to creditors he may petition the 
court for a discharge. A day for a hearing is decided upon, 
creditors are notified, and if none objects the bankrupt is 
discharged. If there appears sufficient reason the court may 
refuse the discharge. 


6. Effect of Discharge in Bankruptcy 


A discharge in bankruptcy or the confirmation of a com- 
position relieves the bankrupt of all provable debts except: 


1. Taxes 

2. Judgments for fraud or securing money by false pretenses or 
false representations, or for wilful and malicious injury to the 
property or person of another. 

3. Debts not scheduled in time for proof and allowance, if 
known to the bankrupt, unless the creditor had been notified or 
knew of the proceedings. 

4. Debts created by fraud, embezzlement or misappropriation 
on the part of the bankrupt while acting in a fiduciary capacity. 
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Provable debts are defined as follows by the National 
Bankruptcy Act (Sec. 63): 

1. A fixed liability as evidenced by a judgment or instrument 
in writing, whether payable at the time of the bankruptcy pro- 
ceedings, or not. 

2. Judgments for costs, debts founded on open account, and 
debts founded upon provable debts reduced to judgment. 


7. Distribution 


After the bankrupt has transferred all of his property to 
creditors a policy is fixed upon in accordance with which 
the trustee proceeds to reduce all of the assets to cash and 
to pay off debts in the following order: 

1. Taxes. 

2. Actual and necessary costs of preserving the estate after 
petition is filed. 

3. Fees paid by petitioning creditors, in involuntary cases. 

4. Costs of administration. 

5. Wages due workmen, clerks or servants, earned within three 
months prior to the proceedings, but not exceeding $300 to each 
claimant. 

6. Debts due any person entitled to priority by the laws of the 
state or of the United States. 

The exemptions granted’the bankrupt are those allowed 
by the laws of the state in which the bankrupt resides, in 
force at the time the petition is filed. 

Property transferred or payments made to a creditor 
within four months of the time of filing the petition may be 
recovered, if the creditor had knowledge of the insolvency. 
If the creditor did not know of the insolvency he cannot 
participate in the estate unless he surrenders the preference 
he has secured. 

Creditors having secured debts may participate in the 
estate only in so far as the security falls short of their claims. 

Creditors must submit to the referee written proof of their 
claims. These the referee allows or disallows, according to 
the character of the proofs. If necessary to satisfy his 
demands for information regarding claims the referee may 
take testimony. 
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The trustee submits to the referee and court such schedules 
as may be necessary to explain his activities in detail. 

Sometimes the creditors of a bankrupt agree upon a 
composition, whereby upon certain conditions the bankrupt 
receives back his property and is discharged from his debts. 
Such composition may take the form of an offer from the 
bankrupt to his creditors which after being accepted by 
them must be submitted to the court for approval. If the 
court confirms the composition the confirmation serves as a 
discharge, but in this case the bankrupt gets back his 
property. 

Both compositions and discharges may be set aside within 
one year from date granted. 


8. Duties of Referees 


Following is the provision of Sec. 39 of the National 
Bankruptcy Act regarding the appointment and duties of 
referees: 


Courts of bankruptcy shall . . . appoint referees for a term 
of two years, and may, in their discretion, remove them because 
their services are not needed or for other cause. Referees shall 
(1) declare dividends and prepare and deliver to trustees dividend 
sheets showing the dividends declared and to whom payable; 
(2) examine all schedules of property and lists of creditors filed by 
bankrupts and cause such as are incomplete or defective to be 
remedied; (3) furnish such information concerning the estates in 
process of administration before them as may be requested by the 
parties at interest; (4) give notice to creditors as herein provided; 
(5) make up records embodying the evidence, or the substance 
thereof, as agreed upon by the parties in all contested matters 
arising before them, whenever requested to do so by either of the 
parties thereto, together with their findings therein, and transmit 
them to the judges: (6) prepare and file schedules of property and 
lists of creditors required to be filed by the bankrupts, or cause 
same to be done, when the bankrupts fail, refuse or neglect to 
do so; (7) safely keep, perfect and transmit to the clerks the 
records herein required to be kept by them when the cases are 
concluded; (8) transmit to the clerks such papers as may be on 
file, as needed i in any proceedings; and (9) preserve the evidence 
taken before them. Referees shall not act in cases in which they 
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are interested; practice as attorneys in any bankruptcy proceed- 
ings; or purchase, directly or indirectly, any property of an estate 
in bankruptcy. 


g. Duties of Trustees 


Following is the provision of Sec. 47 of the National 
Bankruptcy Act regarding the appointment and duties of 
trustees: 

The creditors of a bankrupt estate shall, at their first meeting 
after the adjudication or after a vacancy has occurred in the office 
of trustee, or after an estate has been reopened, or after a com- 
position has been set aside or a discharge revoked, or if there is a 
vacancy in the office of trustee, appoint one or three trustees of 
such estate. If the creditors do not appoint a trustee as herein 
provided, the court shall do so. Trustees shall account for and 
pay over to the estates under their control all interest received by 
money the property of such estate; deposit moneys in designated 
depositories; disburse money only by check or draft on the de- 
positories; furnish such information concerning the estates as may 
be requested by parties in interest; keep regular accounts showing 
all amounts received and from what sources and all amounts ex- 
pended and on what accounts; lay before the final meeting of the 
creditors detailed statement of the administration of the estate; 
pay dividends within ten days after they are declared by the 
referees; and set apart the bankrupt’s exemptions, 


to. Schedules of Debts and Assets 


Under the National Bankruptcy Act two schedules are 
required, viz., 

1. Schedule A, subdivided into five sections, showing 
bankrupt’s debts, and their rank, each subdivision being 
signed by the petitioner. 

2. Schedule B, subdivided into six sections, showing the 
bankrupt’s assets, each subdivision being signed by the 
petitioner. 


iz. Schedule A 


Schedule A, showing debts, is subdivided as follows: 
Subdivision 1—Lists the creditors to be paid in full, or 
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who by law are entitled to priority, giving information as to 
creditors’ names, addresses, where authority for debt may be 
found, where and when contracted, consideration and 
amount. The order of these debts is as follows: 

(a) Taxes and debts due and owing to the United States. 

(6) Taxes due and owing to the state, or to any county, district 
or municipality thereof. 

(c) Wages due workmen, clerks, or servants, to an amount not 
exceeding $300 each, earned within three months before filing the 
petition. 

_ (d) Other debts having priority by law. 

See Form 421. 

Subdivision 2—Lists creditors holding securities; gives 
particulars as to securities held, with dates of same and when 
given; also particulars concerning each debt, and whether 
contracted as partner or joint contractor with any other 
person, and if so, with whom; residences (if not known, that 
fact must be stated); values of securities; amount of debts. 
See Form 421. 

Subdivision 3—Lists creditors having unsecured claims, 
their names, residence (if not known, that fact must be 
stated); when and where contracted, nature and consider- 
ation of debt, and whether any judgment, bond, bill of ex- 
change, promissory note, etc., and whether contracted as 
partner or joint contractor or with any other person; and 
if so, with whom. 

When the name and residence (or either) of any drawer, 
maker, indorser, or holder of any bill or note, etc., are un- 
known, the fact must be stated, and also the name and 
residence of the last holder known to the debtor. The debt 
due to each creditor must be stated in full, any claim by way 
of set-off being stated in the schedule of property. See 
Form 421. 

Subdivision 4—Lists liabilities on notes or bills discounted, 
which ought to be paid by the drawers, makers, acceptors or 
endorsers. The dates of the notes or bills, and when due, 
with the names, residences, and the business or occupation 
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of the drawers, makers or acceptors thereof are to be set 
forth under the names of the holders. If the names of the 
holders are not known, the name of the last holder known 
to the debtor shall be stated and his business and place of 
residence. The same particulars as to votes or bills on which 
the debtor is liable as indorser. 

In so far as known, names of holders and ledger page are 
to be inserted; if unknown, so state; their residence if 
known; if unknown, so state; place where debt was con- 
tracted; nature of liability, whether same was contracted as 
partner or joint contractor, or with any other person; and if 
so, with whom. See Form 421. 

Subdivision 5—Lists accommodation paper, names of 
holders, residences (if unknown, this must be stated), names 
and residences of persons accommodated, place where con- 
tracted, nature and amount of liability. 


12. Schedule B 


Schedule B, listing the assets, is divided into the following 
subdivisions: 

Subdivision 1—Lists real estate, showing, in all cases, loca- 
tion and description of all real estate owned by debtor or 
held by him; incumbrances thereon, if any, and dates 
thereof; statement of particulars relating thereto; also esti- 
mated value. See Form 421. 

Subdivision 2—Lists personal property belonging to the 
bankrupt, values being given in the following order: 

(a) Cash on hand. 

(6) Bills of exchange; promissory notes or securities of any 
description (each to be stated separately). 

(eo) Stock in trades: see ae: business Jobs 2 sees weer 
Be AGS ral ae ce tae of the valtie ort. .'c. hee 

(d) Household goods and furniture, household stores, wearing 
apparel and ornaments of the person. 

(e€) Books, prints and pictures. 

(f) Horses, cows, sheep and other animals, with number of each. 

(g) Carriages and other vehicles. 

() Farming stock and implements of husbandry. 


j 
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(2) Shipping, and shares in vessels. 

(%) Machinery, fixtures, apparatus, and tools used in business, 
with the place where each is situated. 

(1) Patents, copyrights and trade marks. 

(m) Goods or personal property of any other description with 
the place where each is situated. 


See Form 421. 


Subdivision 3—Lists choses in action, the value of each 
class being stated, as follows: 

(a) Debts due petitioner on open account. 

(6) Stocks in incorporated companies, interest in joint stock 
companies, and negotiable bonds. 

(c) Policies of insurance. 

(d) Unliquidated claims of every nature, with their estimated 
value. 

(e) Deposits of money in banking institutions and elsewhere. 


See Form 421. 

Subdivision 4—Lists property in reversion, remainder or 
expectancy, including property held in trust for the debtor, 
or subject to any power or right to dispose of or to charge. 
Details are required as to land, personal property; property 
in money, stocks, shares, bonds, annuities, etc.; rights and 
powers, legacies and bequests, and supposed value of bank- 
rupt’s interest in same. 

It also lists property heretofore conveyed for benefit of 
creditors and amount realized therefrom. What sum or 
sums have been paid to counsel, and to whom, for service 
rendered or to be rendered in connection with the bankruptcy 
proceedings. See Form 421. 

Subdivision 5—Lists property claimed as exempt from 
operation of the acts of Congress relating to bankruptcy, 
giving each item its proper valuation; and if any portion of 
it is real estate, its location, description and present use. 

(a) Military uniforms, arms and equipment. 

(b) Property claimed to be exempt by state laws; its valuation; 
whether real or personal; its description and present use; and ref- 
erence given to the statute of the state creating the exemption. 
Values must be stated. See Form 421. 
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Subdivision 6—Lists books, papers, deeds and writings 
relating to bankrupt’s business and estate. If in the custody 
of a person or persons other than the petitioner, names of 
such persons must be given, also reason why they have been 
given such custody. See Form 421. 


13. Summary of Debts and Assets 


A summary of schedules A and B is also required, known 
as Summary of Debts and Assets. See Form 421. 


14. Forms Adopted by U.S. Supreme Court 


Forms corresponding to the above outlines of Schedules 
A and B, as adopted and established by the United States 
Supreme Court, may be had from legal stationers. The 
complete set, which is made out in triplicate, consists of 
thirteen forms, as follows: 


1. Debtor’s petition (Form 409). 

2. Schedule A (1) Statement of All Creditors Who Are to Be 
Paid in Full, or to Whom Priority Is Secured by Law (Form 410). 

3. Schedule A (2) Creditors Holding Securities (Form 411). 

4. Schedule A (3) Creditors Whose Claims Are Unsecured. 
(Form 412). 

5. Schedule A (4) Liabilities on Notes or Bills Discounted, 
Which Ought to Be Paid by the Drawers, Makers, Acceptors or 
Indorsers (Form 413). 

6. Schedule A (5) Accommodation Paper (Form 414). 

7. Schedule B (1) Real Estate Owned (Form 415). 

8. Schedule B (2) Personal Property (Form 416). 

g. Schedule B (3) Choses in Action (Form 417). 

10. Schedule B (4) Property in Reversion, Remainder or Ex- 
pectancy, Including Property Held in Trust for the Debtor, or 
Subject to Any Right to Dispose of or to Charge (Form 418). 

t1. Schedule B (5) Exempted Property (Form 419). 

12. Schedule B (6) Books, Papers, Deeds and Writings Relat- 
ing to Bankrupt’s Business and Estate (Form 420). 

13. Summary of Debts and Assets (Form 421). 


Schedule A (5) contains space for the bankrupt’s oath to 
Schedule A. 


Schedule B (6) contains space for the bankrupt’s oath to 


BANKRUPTCY AND INSOLVENCY 1095 


Schedule B. All the forms listed above are reproduced 
below, as Forms 409 to 421 inclusive. 


15. Property Exempted 


As indicated, the property to be exempted from sale for 
payment of the bankrupt’s debts is determined by the laws 
of the state in which the bankrupt resides. Thus in New 
York exempted property consists of certain articles of house- 
hold equipment, beds, dishes, etc., and under certain con- 
ditions, household furniture, tools, etc., not exceeding $250 
in value; also, a lot of land, having one or more buildings 
thereon not exceeding $1,000 in value, owned and occupied 
as a residence by a householder having a family. The 
statutes of the state in question should be consulted when 
preparing the schedule of exempt property. 


RECEIVERSHIP ACCOUNTING 


16. Nature of Receiverships 


Receiverships may or may not be an incident in the history 
of a corporation which has become financially embarrassed. 
A company may experience difficulty in meeting its obliga- 
tions, in fact may for a time be in an insolvent condition, 
without going into a receivership or coming in any manner 
under the supervision of the courts. The procedure to be 
followed depends somewhat upon the attitude of the em- 
barrassed concern’s creditors. If the creditors can agree 
upon a composition of the debts they may be able to tide 
the business over its difficulties without resorting to bank- 
ruptcy laws. 

The purpose of a receivership is to place a concern under 
supervision of a court with a view to preservation of its 
assets while a new plan of capitalization is being worked out; 
or else to continue operations until it is ascertained that the 
concern cannot be put back into satisfactory condition, in 
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ForM 409 


DEBTOR’S PETITION 


Debtor’s Petition. 


To the Honorable 


Judge of the District Court of the United States 
for the Northern District of Ilinols: 


The Petition of... 5 SER EeEe eh. See ee 
in the County of... : — See ..District and State of 


TUinois,* seiettrminmnnesnmeney Fespectfully represents : 


That he has had his principal’ place” o6/$:5, 2 a 
for the greater portion of six months next immediately preceding the filing of this petition at... ......... 


EEE ath ee eas : stninnnemnnenneesy Within said judicial district; that he 
owes debts which he is unable to pay in full; that he is willing to surrender all his property for the 
benelit of his creditors, except such as is exempt by law, and desires to obtain the benefits of the acts 


of Congress relating to bankruptcy 


That the Schedule Hereto Annexed, marked A, and verified by your petitioner's 
oath, contains a full and true statement of all his debts, and (eo far as it is possible to ascertain) the 
names artd places of residence of his creditors, and such further statements concerning said debts as are 


required by the provisions of said acts 


That the Schedule Hereto Annexed, marked B, and verified by your petitioner's 
oath, contatns an accurate inventory of all his property, both real and personal, and such further state- 
ments concerning said property as are “required by the provisions of said acts: 


Wherefore Your Petitioner Prays that he may be adjudged by the court to’be a 
bankrupt within the purview of said acts. 


“Attorney. 


United States of America, 


Northern District of Iilinols, SS. 
Eastern Division. 


| Rae - Sie Be se ane d = ap Acree Se ee so auey the petitioning debtor 
mentioned and described in the foregoing petition, do hereby make solemn oath that the statements contained therein 


are true according to the best of my knowledge, information and belief. 


Subscribed, and Sworn to before me this 


wattay of 


* State “occupation.” 
A Here Insert “business of hes resided" oF “has had his domicll. 
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which event liquidation and the winding up of the concern’s 
affairs are in order. F 

Certain kinds of enterprises, such as municipal, railroad, 
insurance and banking corporations, cannot become bank- 
rupts under the National Bankruptcy Act; hence receiver- 
ship naturally follows inability of such concerns to meet 
their obligations. A receiver may, however, bring bank- 
ruptcy proceedings in a federal court if the involved concern 
is one coming under the jurisdiction of the National 
Bankruptcy Act. 

The receiver occupies a fiduciary position and must keep 
accurate account of all transactions. He must render such 
statements to the court as the latter may require. 

The word “receiver” is practically synonymous with the 


ForM 416 


PERSONAL PROPERTY SCHEDULE 


Sepreme Cours 


FORMS I BANKRUPTCY. (FASTEN AT THIS END.) 
Ae Aduyted and Entabilabed by the U. 3 Wo. 707 


SCHEDULE B. (2) 


Personal Property. 


A.—Cash on hand - . . = « ‘ 


B.—Bills of exchange, promissory notes, or securities of any description (each to be set out separately) 


C.—Stock in trade, in business of 


D.—Household goods and furniture, household stores, wearing apparel and ornaments of the person, viz, 
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Form 416a 


word “trustee,” but narrower in application. A trustee is 
any person or company entrusted with the care of property 
belonging to others. A receiver is a trustee appointed by a 
court to take charge of the estate of a person adjudged 
bankrupt. 


17. Receiver’s Accounts 


The accounts kept by the receiver may be in such form as 
he finds convenient; but in reporting to the court he should 
conform to any requirements that may be laid down. The 
receiver’s accounts should be kept distinct from those of 
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the company. The accounts of the company may be adjusted 
to conform with receiver’s books at the beginning of the 
receivership or they may be allowed to remain unchanged 
until the reorganization has been completed. If the com- 
pany’s accounts are to be kept in harmony with the receiver’s 
accounts it will be necessary at the time the receiver takes 
charge and enters the assets on his books to make an entry 
on the company’s books charging the receiver for the assets 
taken over at the agreed upon valuation and crediting the 
asset accounts. If they are charged to the receiver at less 
than the book valuation the asset accounts will not be wholly 
cleared. The balances should be closed into Surplus 
account, or into Deficit account if no surplus exists. As 
reports of the receiver’s transactions are received, entries 
are made on the company’s books, thus keeping the Re- 
ceiver’s account debit balance on the company’s books in 


FoRM 417 
CuHOosES IN ACTION SCHEDULE 


T THIS END) 
FORMS IR BANKRUPTCY. (FASTER A 
ee beget 004 Katallutird hy the U. S$ Saperaue Court No. 708 


SCHEDULE B. (3) 


Choses in Action. 


A -—Debts due petitioner on open a 
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ForM 417¢@ 


B --Stocks in incorporated companies, interest in joint stock companies, and negotiable bonds 


C—Policies of insurance 


D—Unliguidated claims of every nature, with their estimate value 


FE —Weposits of money in banking institutions and elsewhere 


agreement with the Company account’s credit balance on 
the receiver’s books. 

When the receivership is ended entries are made crediting 
the receiver with the net amount of assets turned back to 
the company. If the company’s books have not been 
adjusted to reflect the transactions of the receiver there will 
be a discrepancy, at this time, between the Company 
account’s balance on the receiver’s books and the Receiver’s 
account on the company’s books. This should be carried 
to Surplus account. 


18. Appraisal and Statement of Affairs 


The first duty of the receiver is to make an inventory 
of the company’s assets. This he does on conservative lines, 
so that in case liquidation becomes necessary his losses will 
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not appear unduly large. ‘The statement of affairs is not a 
report to the court and in some instances may not be neces- 


Form 418 


PROPERTY IN REVERSION, REMAINDER OR EXPECTANCY, 
INcLUDING PRopERTY HELD IN TRUST FOR THE 
DEBTOR, OR SUBJECT TO ANY PoWER oR RIGHT 
TO DISPOSE OF OR TO CHARGE 


FORMS IN BANKRUPTCY, (FASTER AT THIS ERD.) 
Ab A00e7ED AND FATADLIBNED BY THE U. 8. OUPRES COURT. No. 709. 


SCHEDULE B. (4) 


Property in reversion, remainder or expectancy, including property held in trust for the 
debtor, or subject to any power or right to dispose of or to charge. 


(F. B.—A particular deseription of each Interest must be entered. If all or any of the debtor’s property has been conveyed by deed of assignment or otherwise, for 
the benefit of creditors, the date of such deed should be stated, the name and address of the person to whom the property was conveyed, the amount realized from tne 
Proceeds thereof, and the disposal of the same, as far as knows to the debtor. 


Interest in land 


ete., etc. 


Rights and ers 
Lagecied aodibequests 


[pret ana 

ies 

er TERel 

- Eee 

pal maine ee 
ers 
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Form 418a 


= Property heretofore con- 
veyed for benefit of 
creditors. 


When portion of debtor's 
property has been con- 
veyed by deed of as- 
signment or otherwise, 
for benefit of creditors; 


name end address of 


veyed; amount realized 
therefrom and disposa’ 


of same, so far as 
known to debtor, 


sary. For example, if liquidation is improbable, or impos- 
sible as in case of railroad companies, the receiver might 
decide to take over all assets at their book value, in which 
case no adjustment would be necessary in the company’s 
Surplus account, such as that mentioned above. 

When, however, an appraisal is made it is usually desirable 
to reflect the results in certain formal statements, viz., the 

1. Statement of affairs, and 

2. Deficiency account. 

Both of these statements should be set up in such form 
as will best meet the requirements in the case at issue. 

The statement of affairs, while resembling a balance sheet 
in some respects, differs therefrom in that it emphasizes 
liquidation values instead of going concern values and is 
devised to show secured liabilities deducted from the assets 
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ForM 419 


A PARTICULAR STATEMENT OF PROPERTY CLAIMED AS EXEMPTED 
FROM THE OPERATION OF THE ACTS OF CONGRESS 
RELATING TO BANKRUPTCY 


(FASTEN AT THIS END.) 
No. 710. 


SCHEDULE B. (5) 


A particular statement of the property claimed as exemoted from the operation of the Acts of Congress relating to bankrapicy, yivtag each Iter of property and its 
valuation: and, if any portion of it is real estate. Its ication. descriotion and preacot uaa. 


Military uniforms, 
s and equip. 


Propertyclaimed tobe The petitioner states that_.._..he is the head of a family consisting of (1.___._ 
exempted by state 
laws, its va(uation, | - “hs testcase ae i ct Senter trent 
ceper re herceis. | and resides with the same in the... eal — 
tion and present use; County Of an eeaneereennneeeaneeeneneeeee.nd State of Ilinois, and that the following personal pro} 
and reference given erty is hereby claimed to be exempt under and by virtue of an act of the General Assembly 
to the statute of the of the State of Illinois, entitled, “An Actto exempt personal property from attachment and. 
state creating the sale on execution, and from distress for rent,” approved May 24, 1871, in force July 1, 1877, 
exemption. and all amendments thereto, 


The following Real Estate is also claimed to be exempt under and by virtue of an act 
of the General Assembly of the State of Illinois, entitled “An Act to amend an Act, entitled, 
“An Act to exempt the homestead from forced sale, and to provide for setting off the same, 
etc,,'" approved April 30, 1873, in force July 1, 1873, and amendments thereto, Used as a 
residence by petitioner and family. 


Total 
Petitioner. 


(Ay State according to tacts 


which secure them. By following this arrangement the net 
free assets are shown available for liquidation of unsecured 
liabilities, the excess of unsecured liabilities over net free 
assets representing the deficiency; or, if the net free assets 
exceed the unsecured debts, the difference is surplus. 
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In preparing a statement of affairs all available sources of 
information should be used. The construction of the state: 
ment is an accountant’s work. Valuation is primarily an 
engineer’s work. Legal matters may necessitate the attention 
of an attorney. 

The deficiency account summarizes the estimated shrink- 
ages resulting from the appraisal and shows how these and 
losses from operations affect the company’s net worth. The 
estimated shrinkages are shown on the debit side. The 
manner in which these losses and shrinkages affect net worth 
and the interests of creditors is shown on the credit side of 
the deficiency account. This may show the entire net worth 
plus a part of creditors’ equity wiped out. This estimated 


Form 420 


Books, Papers, DEEDS AND WriTINcs RELATING TO BANKRUPT’S 
BUSINESS AND ESTATE 


STEN AT THIS END) 
FORMS IN BANKRUPTCY. ean 
aoTbe ana earauowiani et Teale lareuratbal SeGan 


SCHEDULE B. (6) 


ae: Ragerte Deeds and Writings relating to Bankrupt's Business and Estate. 
Trade, Be asta ramet Dealloy er, Exe te Sovl eBactacor rary pert thereot which, at the 
ela # Costody of an’ Seroriociey Use beseia 
reader os Cepasy or ‘Con ntrol, and which are now beld by the 


Papers, etc. 
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Form 420a 


OATH TO SCHEDULE B. 
UNITED STATES OF AMERICA, 
District of. bag 
——_____Divisos. 
On this. 


: SPs day pe SS Se Dt. » before me personally 

—_/W1!,!T__ tht person mentioned in and who subscribed to the foregoing 
Senedule, and who being by me first daly sworn did declare the said Schedule to be a true statement of all his Estate, both reat 
and personal, ia accordance with the Acis of Congress relating to Bankruptcy 


ey 


(Oftictat Character.) 


Bl [> ny i 
4 u 
3 |S) 7] | 
-_ Fy E : 2 z 3 
2i1i] al, t] Ws g 
s a > le zé 
Sk aw one . > 8 
QQ: OTE = § 5 ay 
3 3 Mie os ‘ 5 
s Z ie a 8 Z 
z < |: : 
g/ | 5 
= % 
= Zz > ‘ sh & 3 J 
Form 421 
SUMMARY OF DEBTS AND ASSETS 
[FROM THE STATEMENTS OF THE BANKRUPT IN 
SCHEDULES A AND B. | 
Schedule A_ 1 (1) Taxes and debts due United States 
o ieee | Taxes due states, counties, districts, munici- 


palities 
S “1 (3) Wages 
sf “1 (4) Other debts preferred by law 


Schedule A 2 Secured claims 

Schedule A 3 Unsecured claims 

Schedule A 4 Notes and bills which ought to be paid by 
other parties thereto 

Schedule A §5 Accommodation paper 


Schedule A, total 


1112 CORPORATE MANAGEMENT AND PROCEDURE 


Schedule B_ 1 Real estate 

““ 2-a Cash on hand 

« « 2-b Bills, promissory notes and securities 

2-6 »stockunesrade 

e ‘“ 2-d Household goods, etc. 

«“ 2-e Books, prints and pictures 

oA ‘“ 2-f Horses, cows and other animals 

ss “2-g Carriages and other vehicles 

¥ “ 2-h Farming stock and implements 

ie ‘“ 2-i Shipping and shares in vessels 

A ““ 2-k Machinery, tools, etc. 

es “2-1 Patents, copyrights and trade-marks 
2-m Other personal property 
Schedule B 3-a Debts due on open accounts 

“« — “ —3-b Stocks, negotiable bonds, etc. 
3-c Policies of insurance 

te “ -3-d  Unliquidated claims 

« 3-e Deposits of money in banks and elsewhere 
Schedule B 4 Property in reversion, remainder, trust, etc. 
Schedule B_ 5 Property claimed to be excepted 
Schedule B 6 Books, deeds and papers 

Schedule B, total 


loss which creditors must sustain is the amount of the de- 
ficiency shown in the statement of affairs brought into the 
credit side of the deficiency account. 

The order and arrangement of assets and debts in the 
statement of affairs varies with the circumstances, but the 
following rules may be of assistance: 

1. Deduct secured debts from the appraised value of assets 
pledged as security. 

2. Deduct the appraised value of pledged assets from debts 
which they secure. 

3. The excess of the appraised value of pledged assets plus 
the appraised value of assets not pledged should be shown as 
free assets available for payment of unsecured debts. 

As to the order of payment, debts are preferred, fully 
secured, partially secured, and unsecured. 

Preferred debts are those which must be paid before any 
payment can be made on unsecured debts. Taxes and wages 
are illustrations. 
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1114. CORPORATE MANAGEMENT AND PROCEDURE 


Fully secured debts are those for the liquidation of which 
sufficient assets are pledged. 

Partially secured debts are those for the liquidation of 
which assets are pledged but not sufficient to pay them in full. 
- Form 422 is illustrative of the statement of affairs. 


Company X 
DEFICIENCY ACCOUNT, JULY I, I9Q.. 


Estimated Shrinkage of Capital Stock and Sur- 
Asset Values: plus. ).G. sa Fe keeretr aoe $100,000.00 
Accounts Receivable..$ 6,000.00 
Inventories a.s. eels 22,400.00 
Land and Buildings.. 110,000.00 
Equipmenty: sae sn 5,000.00 Deficiency to Creditors 43,400.00 
$143,400.00 $143,400.00 — 


19. Entries on Receiver’s Books 


The receiver takes the assets of the corporation on his 
books at their appraised value, the credit being to the cor- 
poration. Thus, for the items shown in the statement of 
affairs in Form 422, the receiver’s opening entry is as fol- 
lows: 


July I 302.0, 

Cash $ 5,000 

Accounts Receivable 50,000 

Inventories 70,400 

Land and buildings 280,000 

Equipment 20,000 
To Company X Equity $419,400 
Reserve for Accounts Receivable 6,000 


To bring assets of Company X, in 
receivership, on books of receiver 
in accordance with court decree. 


Note that the liabilities are not brought upon the receiver’s 
books. If these are liquidated they are entered as paid, 
the credit being to Cash account and the debit to Company X 
Equity account. Thus if accounts payable amounting to 
$1,000 are paid the entry is: 


BANKRUPTCY AND INSOLVENCY IIIS 


Company X Equity $1,000 
To Cash $1,000 
If the company’s books are adjusted to agree with the re- 
ceiver’s books, the entry at the time the receiver takes over 
the assets is: 


Receiver $419,400 
Reserve for Accounts Receivable 6,000 
To Cash $ 5,000 
Accounts Receivable 50,000 
Inventories 70,400 
Land and Buildings 280,000 
Equipment 20,000 


To charge receiver with appraised 
value of assets taken over at their 
appraised values. 


Since some of the assets are taken over by the receiver at less 
than their -book values, the balances remaining in the asset 
accounts represent surplus adjustments. These may be 
closed into Surplus account at once or allowed to stand until 
the end of the receivership, according to circumstances. 
When $1,000 accounts payable is paid off by the receiver, 
as shown above, the entry on the company’s books is: 

Accounts Payable $1,000 

To Receiver $1,000 

As stated, the company’s accounts may not be kept in 
agreement with the receiver’s accounts, necessary adjust- 
ments being made at the close of the receivership. Here 
again circumstances must be permitted to determine the best 
plan of procedure. 

Claims may be allowed by the receiver without being paid 
immediately, in which event he may make entry thus: 

Company X Equity Paes 

To Claims Allowed Se 

When these claims are paid Cash account is credited and 
Claims Allowed account charged. 

The receiver makes such entries on his books as may be 
necessary to adequately control the business which he takes 
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over. He may open as many expense accounts as are neces- 
sary. By keeping his own books coordinated with the books 
of the company he may permit details of operations to be 
taken care of as usual through the company’s system of 
accounts, bringing into his own books only matters essential 
to carrying on the work of receiver. The Company X Equity 
account on the receiver’s books and the Receiver’s account 
on the company’s books resemble the Branch Office account 
and Home Office account on the books of home office and 
branch office, respectively; and, just as much or little of the 
accounting details as may be transferred to the accounting 
system of the branch, so much or little of the accounting 
details may be transferred to the receiver’s accounts. It is 
possible that the receiver may find it undesirable to set up a 
system of accounts of his own, merely taking over the super- 
vision of the company’s accounts which continue to be oper- 
ated as usual by the company’s accounting staff. If the 
receivership is followed by reorganization the routine ac- 
counting for revenues, expenses and costs is not likely to be 
interfered with, the reorganization procedure consisting 
primarily in a reconstruction of the capital structure of the 
company. 


20. Receiver’s Trial Balance and Closing Entries 


Assuming that the receiver does keep accounts in some 
detail the following trial balance illustrates some of the 
items that might be found in practice: 


TRIAL BALANCE, AUGUST 31, IQ.... 


Cash’ {saci once take nto aioe tee et eee $ 6,000 

ACCOUNTS RecelVvablemac se eect. cette erent 45,000 

Inventory = (old) ee.5 poe case oe Roe eee 60,000 

Gand. and @ Buildingsee cc eton cee eee 280,000 
BGUIPMENE eins whecdd ote ee eee ee 20,000 

Companys Xo Nquit Viana eae eee ee 

Reserve for Accounts Receivable............... : ee 


Notes Receivable 


LES ARECEIVADIE So. sien oicleramia miner eeiten 25,000 

@laims Allowed. suits avs coe i ee 100,000 
UP CHASES resis tes cxclesecs Sue's OR OE ae 500,000 
Sales 


eee (@H@¥)"0 sa) 9! cies aivelleyteris' ota starralstieharate Atreremeaneaeaee a 600,0c0 


BANKRUPTCY AND INSOLVENCY LET 


ESE PENSeS Bola RECelV eres einen ho ae cishronee tk 10,000 
Operatingeiixpensessa nites cc nee. aan 170,000 
TUCK ESPEN eer, tite eMac he he enab ee ote 6,000 
Receiver’s Certificates 


MVokonetedsnel stat ofersesisizsu<rels-alavs late 26,000 


$1,122,000 $1,122,000 
a ———____—_——. 


The inventory as at August 31, 19.., is $65,000. 


Entries close books as of date of above trial balance: 


Profit and Loss $ 60,000 

To Inventory $ 60,000 
To close old inventory to 
Profit and Loss account 
Inventory $ 65,000 

To Profit and Loss $ 65,000 
To bring new inventory 
into the books. 


Sales $600,000 
To Profit and Loss $600,000 
To Close 
Profit and Loss $686,000 
To Purchases $500,000 
Expenses of Receiver 10,000 
Operating Expenses 170,000 
Interest 6,000 
To close 
Company X Equity $ 81,000 
To Profit and Loss $ 81,000 


To carry net loss for period to 
Company X Equity account. 
The trial balance after closing is as follows: 


FINAL TRIAL BALANCE, AUGUST 31, I9.... 


CAT ee Pe Maca omega NOE Asis. e Sieiglesiauans $ 6,000 
AccountseReceivablemeacciceccie sea cielo. ois25 oe. atte ore 45,000 
Inna? (OO) cosoapsonosooocccuuspooaDoeoeor 65,000 
ANG aN WHIMS yee cretetsl rats) eie esreiereolols iene ei aresels 280,000 
JOG HEN Aco ah danonbooud OOO cd UP CO UernErOOS 20,000 
Gompanye rc Wa uit yeti eile vel ere! 2 ass) o\ «oh aloreral ace $309,000 
Reserve for Accounts Receivable..............++.- 6,000 
INOUE IREGRAIDID acodcococg00 dob ombonBE Uno doD 25,000 
Glaimsw Allow edinn: cetetite cities osteo sh0 cceteraterelole ele lolelore 100,000 


Receivers Certificates jet. sieiclers + -1s.eiesieieeiewiciein'eie 26,000 


$441,000 $441,000 
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If the company’s books are adjusted to agree with the 
receiver’s books, the following entry is in order in them: 
Surplus $81,000 
To Receiver $81,000 
To record net loss for period ended 
Aug. 31, 19.., aS reported by receiver. 


21. Receiver’s Report to Court 


The receiver makes such reports to the court as are re- 
quired. The purpose of these statements is to supply the 
court with such information as may be required in determin- 
ing what further action may be needed relative to the receiv- 
ership. It is the court’s desire to terminate the receivership 
as soon as it may be done without injury to the various 
interests involved. NReceiverships are undertaken to pre- 
vent destructive proceedings on the part of dissatisfied 
creditors and to take such steps relative to the reorganization 
of the capital structure as may be necessary to put the con- 
cern on a sound basis, or else to wind up its affairs to the 
greatest common benefit of the parties concerned. The 
sooner this can be accomplished the better, but sometimes 
receiverships last for years. 

The court usually appoints an auditor to review the 
receiver’s accounts. The form of the receiver’s report varies 
with the requirements. It usually takes the form of a 
charge and discharge statement, accompanied by supple- 
mentary schedules and exhibits as well as such other infor- 
mation as the court may demand. 


CoMPANY X 
RECEIVER’S First AND Finat ACCOUNTING 


AUGUST 31, 19... 
CHARGES 
The Receiver Charges Himself with: 
Assets Taken Over July 1, as follows: 
Ci hgy, BA ADR ERO nah as noe oder bo oned i $ 5,000 
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Land ange Buildingsesareetaea ee ton coh aioe 280,000 
ECQUIPMEnt ER eM hia eters os man 20,000 
Potala tomtarratece te Cetoter stats: keine tare whale ee $419,400 
Assets Increased by Receiver: 
Hnecreaseminy Casha ats sem ne soothe -< toes. dase $ 1,000 
Increase in Notes Receivable...............0.02. 25,000 
ota ligiarvs cite ee caer cli sche cic meee 26,000 
potalkC hargest cn aecinets ears cee oi noe $445,400 
CREDITS 
The Receiver Credits Himself with: 
Claims Allowed but Not Paid..................2.. $100,000 
Receivers’ Certificates Issued...............-0200e- 26,000 
Decrease in Accounts Receivable. ...=.............. 5,000 
iIDecreasepin® Inventoryath. sess > elesloeaeess sae deeasee 5,400 
otal Credits soci das tetas sees okey nies $136,400 
Receiver’s Remaining Accountability............. $309,000 


Such supplementary schedules should accompany this 
statement as are necessary to supply any information the 
court may require. 


22. Ending the Receivership in Case of Reorganization 


In case of reorganization the receivership is brought to a 
close whenever the court deems it proper to discontinue its 
supervision. This will ordinarily be when the capital struc- 
ture has been sufficiently improved to permit the company 
to meet its fixed charges and to continue operations with 
reasonable prospects of success. At this time it is necessary 
to make an entry on the company’s books charging the 
various asset accounts for the amounts shown on the re- 
ceiver’s records, crediting the receiver, and also crediting 
any liabilities incurred by the receiver which the company 
now assumes. 

If the receivership of Company X is ended as at August 31, 
19..., the entry on the books of Company X, derived from 
the final trial balance shown in the preceding section, is as 
follows: 


Cash $ 6,000 
Accounts Receivable 45,000 
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Inventory 65,000 
Land and Buildings 280,000 
Equipment 20,000 
Notes Receivable 25,000 
To Receiver $309,000 
Reserve for Accounts Receivable 6,000 
Claims Allowed 100,000 
Receiver’s Certificates 26,000 


To transfer accounts kept on 
receiver’s books to books of 
Company X, by order of court. 


At this time any unadjusted balances remaining on the 
company’s books from pre-receivership days should be 
adjusted through the surplus account, so that only the 
account balances remaining at the close of the receivership 
may appear. 

Reorganization adjustments resulting from revamping 
of the capital structure may be made either before or after - 
the accounts are transferred back to the company’s books, 
but preferably afterwards, since the reorganization is the 
outgrowth of the receivership rather than a part of it. 

Should the receiver decide to continue the accounting pro- 
cedure, not by opening a separate set of books, but by em- 
ploying the system and books of account in use by the 
company, the Capital Stock account and Surplus and Deficit 
account should be closed into an account representing the 
company’s equity, as, for example, Company X Equity 
account. 


23. Receivership and Sale 


Receivership sometimes culminates in a sale of the com- 
pany’s property. ‘This is true where it is deemed advisable 
to organize a new company to take over the business of the 
old company; also when it is found impossible to continue 
the business and liquidation of its assets is decided upon. 

If a new company is organized, it purchases the assets and 
assumes the debts of the old company, its capital stock being 
issued to the stockholders of the old company in pavment. 
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Thus the owners of the old company become the owners of 
the new company. 

If liquidation of assets is decided on, profits and losses 
on sales of assets will be carried to a Profit and Loss on 
Liquidation account. Any money remaining after all debts 
and expenses are paid is distributed to the outstanding. stock 
on a pro rata basis. 


24. Realization and Liquidation Account 


Sometimes, instead of retaining the asset and liability 
accounts on the books when liquidation is to be effected, a 
Realization and Liquidation account is opened and all bal- 
ances of asset and liability accounts are closed into it, with 
the possible exception of cash, which is a realized account. 
Then as assets are liquidated this account is credited and as 
liabilities are paid this account is charged. If this is the 
plan followed the subordinate accounts receivable and pay- 
able ledgers should be continued, the totals or balances 
carried to Realization and Liquidation account continuing 
to serve as controls. 

Expenses paid by the trustee are charged to Realization 
and Liquidation account. 

When all debts are paid and all assets liquidated the 
balance remaining in the Realization and Liquidation 
account represents either loss or gain on realization and 
should be closed into Capital account. The debit balance in 
Cash account now equals the credit balance in Capital 
account, and the two accounts are closed by distributing the 
cash balance to stockholders. 

To illustrate, assume that the balance sheet of Company 
X at date liquidation is decided upon is as follows: 


(CEN 6 68 'o6 SHAG ce ate eee EN eens citron oe acirceen $ 6,000 
INCCOUNTS@R CCEIVAD Gig os scerotesss ose clear olol site) stars aisre 45,000 
TINKAN IBY, Set Berean pep eo ODO aUO of GcD goog o uae 65,000 
NG arvclein Cl aMES GULGIITE' Sie ses), oy #\nho vel efoselebterore sa soysis aie's: 280,000 
LOGON, Bow ocunnodeosqooeocbaocdo.co Cod ao GmeIne 20,000 
(Chyotionl AGING ¢opaceeaunonupe oc agcoobooDOaGdee $309,000 


Reserve for Accounts Receivable................... 6,000 
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Notes: Receivable vires sasstoutceitelon tess cixe eerie 25,000 
Accounts: Payable: waco. ce oat eo ae w Acrerete eras 126,000 


$441,000 $441,000 — 


The following entries are made to transfer assets (except- 
ing Cash account) and debts (excepting Capital account) to 
Realization and Liquidation account. 


RealizationsandsLaquidationy,acniecc ceo cis teeeine ts $429,000 
To Accounts Receivable (Ret) Bicasioes Sys testes oie $ 39,000 
INVentory (sik. Sa = seh essen shoe atu ae ori wee 65,000 
Land and ‘Buildings. .....0..02.5+. Sees Weta te aneds 280,000 
TSQUIIPINENE 3 cease sak asics dle nese evare sie ato heas, creme ets 20,000 
Notes: Receivable 2...) jn.csenie a lee oo See ote ee ote 25,000 

‘Accounts (Payable teurn date aeb cate ae i aera $126,000 
To Realization and Liquidation................. 126,000 


The various accounts having open balances now appear 
as follows: 


REALIZATION AND LIQUIDATION 


Accounts Receivable ....$ 39,000 Accounts Payable ....... $126,000 
TMVENntOLY tact aaeeeiee 65,000" sBalances eo. ccsnettl ea 303,000 
Land and Buildings...... 280,000 
Equipment 7. .trooss casts 20,000 
Notes Receivable ....... 25,000 
$429,000 $429,000 
BAlaNCEh ache acute $303,000 
CasH 
Sian Cinles Side ais nnn tates boas $ 6,000 
CAPITAL 
SUNUTICS ts. west eee $309,000 


The trial balance now is as follows: 


Realzationvand Liquidation se ostens eetetiserrce tie $303,000 
Cashes) ves aitlels sid Mcaracnte aia osjeuetaat Cannel enetonecst clever ober suc ronetene 6,000 


(Or 0S LE eee ERO TO No ARO TOO RS Coon DOS IEORA c $309,000 


$309,000 $309,000 


When assets are realized upon, Cash account is charged 
and Realization and Liquidation account credited. When 
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debts or expenses are paid, Cash account is credited and 
Realization and Liquidation account charged. 

Assuming that the assets in the above trial balance realize 
the following sums: accounts receivable, $35,000; inventory, 
$40,000; land and buildings, $200,000; equipment, $5,000; 
and notes receivable, $20,000; that the receiver’s expenses 
amount to $5,000; and that all debts are paid in full, these 
transactions are summarized below: 

Cash 

To Realization and Liquidation 


For assets realized as follows: 
(Detailed statement) 


$300,000 
$300,000 


Realization and Liquidation 
To Cash 

For expenses. 

Realization and Liquidation 
To Cash 


$ 5,000 
$ 5,000 


$126,000 
$126,000 


For liabilities paid. 
The Realization and Liquidation account now appears as 
follows: 


REALIZATION AND LIQUIDATION 


Accounts Receivable ....$ 39,000 Accounts Payable ....... $126,000 
niventOry oe cases ieee c= 63-000\- Balances tissscdeeeee Cons 303,000 
Land and Buildings..-.. 280,000 a es 
Bquipment tics ate stevasnce =>» 20,000 $429,000 
Notes Receivable ....... 25,000)" A ceounts Receivable De eiwinen 
Fae rue | INVeEntoryanueen ane ioe 40,000 
$429,000 and and Buildings...... 200,000 
Balance wee uee ete 303,000" » Equipment wrens ns. 5,000 
Accounts Payable........ 126,000 Notes Receivable ....... 20,000 
FSXPENSES ile hulp eisai nisl « 5,000 Capital Account— 
Loss on Realization.... 134,000 
$434,000 $434,000 _ 


The loss on realization consists of the following shrinkages 
in asset values: 


ACCOUNTS TECEIVADIE) ols e/a aur a. eseheynio sis ve eueiete avereyt take $ 4,000 
IPEKRENEAL 65 dno Boe moUBOOuUn COuOUCS Suu O DRED Go 25,000 
ANG MANS BUUCINGS s ccor5 fens «01 epeteey eine. tiers le clarviete.s 80,000 
CIC ND igs: hualsen ss ore Sele ahe se mands Te 15,000 
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INofese Recelvalbleietes tite tutors eel etettatnetetetons fated talostel 5,000 
$129,000 

EXPENSES: win ere. -essieyere vies lai sinveredstsirtetancce'e) oheceno/enaretavststers 5,000 
$134,000 


The trial balance now stands thus: 


[GET We Pre eee hs APS Lhe a. ites Scns Abia GeO SUA o $175,000 
Capital” erenreinc rie pers vereleteloaieistecel sierra is evteieiierare $175,000 


$175,000 $175,000 


25. Legal Formalities at Time of Dissolution 


The requirements of state laws as to dissolution must 
be complied with. Forms 423, 424 and 425, required in 
Connecticut, are illustrative. 


The following form is prescribed by the Secretary of State 
of Connecticut when all stockholders agree upon a dissolu- 
tion. The filing fee for this form is $2.00. 

FoRM 423 
PRELIMINARY CERTIFICATE OF DISSOLUTION (CONNECTICUT) 


We, the Undersigned, a majority of the directors of The 


Petree eins 5 cai Cees aeanaate «a eet atte a corporation organized 
under the statute laws of the State of Connecticut and located in ° 
the'town ‘ol eee is epee ee COURLY, OF ss < 2. cos ere oe 


in said state, 

Hereby Certify, that every stockholder of said corporation has 
signed and acknowledged an agreement that the corporate existence 
of such corporation shall be terminated, which instrument is dated 
Phew Sn. sc ahenere on day Ol seh torent eae: 1928 35< 

All claims against said corporation may be sent to............ 


Be Senehie: 910) Bie 20) GO Oheh S: e) ee (wile ‘el teueile she ee a) 0 als) ws) eon) w\0) es oiieitel vile! eualleieseiketsth chica 


BO. Address: .. 5...: Fhe. doa leuet eaten eee enaie tet teeeeee 
MAGE ALK oss renee thiskieencs Gay Olencus see FO? ter 


Si (0. 10:19! 58; ofp ¥e))e, ce! (eo) eis eee is) (Sites! eee fella. s 


0. 2 © @ © 0 8) 0,8 6 0 6 0G © 0 > 0 0 0's) a) s 0 0s 


@ 2 Ce, © 6) 0 © oe Sie 6 6 ee) es v6, 6 6 6 0 0 6 
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STATE OF CONNECTICUT, | 


Seka cze eps ieatsy Se. epeeyeiae enn TO2:s5i5. 
CouNTY OF J : 


BecteOnally: ADPEALed mugs cc a cis o's x Sa deed aces. «ts ee ae 


and made oath to the truth of the foregoing certificate by them 
signed, before me, 
Notary Public. 
SE Ceci ah HOE RSME me at ae Justice of the Peace. 
Commissioner of the Superior Court. 


The following form is prescribed by the Secretary of State 
~ of Connecticut when less than all but more than three-fourths 
of the stock of each class is in favor of dissolution. The 
filing fee for this form is $2.00. 


Form 424 


PRELIMINARY CERTIFICATE OF DISSOLUTION (CONNECTICUT) 


We, the Undersigned, a majority of the directors of The 


Sgn IS CIES eae ORES Ded Occ eare a corporation organized 
under the statute laws of the State of Connecticut, and located in 
CHEHOWM OLS rc cos ve ae hs ots > COUPES CON ice cis cee cane 


in said state, 

Hereby Certify, that at a meeting of the directors of said cor- 
POLAUCN eld at fcc sits seals 2 on thé... .;. day Ole csi" TQ.15 
it was voted to terminate its corporate existence. 

That a special meeting of the stockholders was forthwith called 
to be held thirty days thereafter, to wit: on the........ day of 


That the call for said. meeting contained a copy of said vote, 
and was published four times, once during each week preceding 
Such Mmectings 1 (RE. . .eiss4<: seis sr e'si > en» a newspaper published in 
BE Esai a Sihie oes and having a circulation in the town where said 
corporation is located, and a copy thereof was sent by mail to the 
last known address of each stockholder. 

At said stockholders’ meeting, there being represented in person 
Or iby, Proxy..3. 3... shares of common stock and.......... 
shares of preferred stock, it was voted to confirm said vote of 
the directors, the number of shares of common stock voting there- 
FOR WING vais ¢ aie lee , and the number of shares of preferred stock 
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voting-therefor being: ....+.... , and each being three-fourths or 
more of the whole of each class of stock. 
All claims against said corporation may be sent to............ 
Dated at... N48.) sane this; .:...day of se eee Osan 
entices || A Majority 
Bart: in Shae Mine eeemnerti a in iC r of the 
y Tafialieltay lose ceneme hewe. rela ace lore eushareete | Directors. 
Gliolle ce:te} 6) 64115.14\-6, 19, eve YeNoe.eleilgh a, calan) tas ce J 
STATE OF CONNECTICUT, 
Sh*. a arehleatdiod pepe 19% 
CouNTY OF 
Personally-appeared) 205.5. sa: .'S . 3 1s a cient tan ee et 
Bese Ge as se alate. Le ie Sead oe OR being a majority of 
the directorsiof; heli «4035 eho on Se el ik gee eee Se 


and made oath to the truth of the foregoing certificate by them 


signed, before me, 
Notary Public. 
SHessy-chtu ale Uakctar Se Taree Ee eae Tee Justice of the Peace. 


FORM 425 


FINAL CERTIFICATE OF DISSOLUTION (CONNECTICUT) 


(The filing fee for this form is $2.00.) 
We, the Undersigned, a majority of the directors of The 


Sle measles is wk SoSeek te Wiehe Reeser Ore poe tae a corporation organized 
under the statute laws of the State of Connecticut, and located in 
the town: Ofs So... secneme ee in said State, acting herein as 


trustees to close up the business of said corporation under the 
provisions of said statute laws; 

Hereby Certify that we have completed our duties as prescribed 
by section 3447 Revision of 1918, in winding up the affairs of 
said corporation, and have sold or collected all of its assets, and 
have distributed the same in the manner following: 

Datedcat ic vsccs ve eureka thig.7.cg5s: daycoU raha ronan Zee 


a! ollew arte euoita’ re, cw i'e) 0 -ey abo Wad piielve) istksliehea ep sie A Majority of 
Ojo’ bin: (ol ec Srp eel ome Se elinatetemaleltel ie aL acae the Directors 
sen athe Read arate ee ea acting as 
Aida: shee Mee eee } Trustees. 


CC 
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STATE OF CONNECTICUT, 
SS .8F 6 tia ass See YO 
COUNTY OF } 
Petsonally appeared 7tat vc 8c es ose oh oe eee 
Pee stn Mane RUENS SS aa ailes Wat vai ore Soler ene ateucle being a majority of 
the-directors;acting as: trusteés, of The. .2. 20... «000. eicet ono 


and made oath to the truth of the foregoing certificate by them 


signed, before me. 
Notary Public. 


Justice of the Peace. 


i 


XXX 


CORPORATE REORGANIZATIONS 


1. Reasons for Reorganization 


The reasons for a reorganization, in a broad sense, vary 
from the need of additional funds to the need of a complete 
revamping of the financial structure. Mere growth may 
necessitate the authorization of additional capital stock and 
a corresponding revision of the capital structure. Usually, 
however, reorganization is thought of as a reconstruction of 
the capital structure of a company made necessary by finan- 
cial difficulty, such as inability to meet interest charges or 
failure to conserve sufficient working capital to enable the 
company to meet liabilities as they fall due. 

In fact, the causes of reorganization are as many as are 
the reorganizations. Nevertheless the causes of financial 
embarrassment or failure may be classified with some degree 
of accuracy. Among them are: 

1. Incompetence 


2. Competition 
3. Lack of capital 


Under incompetence may probably be grouped the chief 
causes of failure, ranging from general failure to understand 
the requirements of the business to failure to manage prop- 
erly some single but important aspect of the business. Poor 
management may lead to the undertaking of unsuccessful 
ventures, the continuance of departments which are by their 
nature losing ventures, the neglect to take adequate steps 
to collect outstanding accounts, the tying up of excessive 
amounts of money in fixed assets, the failure to establish 
an adequate organization for distribution and marketing of 
products, the accumulation of a floating debt where bonds 
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or stock should have been issued instead, the failure to 
cultivate needed lines of bank credit, and so on. 

Competition is usually beneficial, but when it becomes 
cutthroat in character it leads to excessive price cutting and 
the failure of the weaker competitors. 

Lack of capital usually results in inability of a company 
to meet current obligations, to failure to take advantage of 
discounts offered for prompt payment, and to the borrowing 
of funds under disadvantageous circumstances. 


2. Scope of Remedial Measures 


In a given instance, the financial embarrassment having 
been recognized, it becomes necessary to devise means for 
remedying the situation. These may vary from simple 
arrangements voluntarily entered into, to drastic reorgani- 
zation measures effected under the supervision of a receiver. 
An illustration of the former, or mild type of reorganization 
plan is the refunding plan of the St. Louis and San Francisco 
Railroad Company whereby it issued $100,000,000 in con- 
solidated mortgage bonds and $49,175,000 in preferred 
stock, witha view to paying off various debts of its own 
and subsidiary companies, substantially reducing its interest 
charges, simplifying its capital structure, reducing its debt, 
and increasing the amount of stock outstanding. This might 
not be termed a reorganization in the strict sense, yet it has 
the same general object as plans of reorganization of the 
drastic type, viz., scaling down of fixed charges and simpli- 
fication of the capital structure. 


3. Reorganization Illustrated 


The Central Leather Company was organized in 1905 as 
successor to another company. During the war period and 
period of inflation following the war this company made 
satisfactory profits. At the end of the year 1919 the 
company had an inventory valued at $75,000,000. This 
shrank greatly in 1920, and sales dropped off 40 per cent 
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in the same year. These, with an $8,000,000 reduction in 
property account, resulted in a reduction of surplus from 
$30,500,000 as at December 31, 1919, to $4,800,000 as at 
December 31, 1920. In 1921 there occurred a further drop 
of 30 per cent in sales as well as large inventory losses, 
resulting in a net loss for the year of $11,700,000. For the 
first time in its history the company was compelled to suspend 
dividends on its preferred stock. In 1922 there was tem- 
porary improvement, net earnings amounting to $1,500,000}; 
but 1923 and 1924 witnessed annual deficits of $7,272,000 
and $484,000, respectively. The revenue figures for the 
ten year period ending December 31, 1926, including earn- 
ings and dividends per share and surplus each year, were as 
follows, as published in the Chicago Journal of Commerce, 
Apr. 3, 1928: 


Year Earned Paid Surplus 
ended Gross Net a share a share for the 
Dec. 31 sales income Pfd. Com. Pid econ: year 

1926409 aa. teas $. 534,909 $ 1.61 Chats aot shoe $ 534,909 
1O25:..< . 40,322,555 1,465,076 4.40 3 ie Rimrere ene 1,465,076 
1924... 41,483,792 £ 484,307 eicas oe SNe hanes t 484,307 
F923...  52;020010 £ 7,2725234 $21.84 ates cate arts? 2b 9,272,243 
1922... 55,249,114 1,528,209 4.58 ach athe ae 1,528,209 
1921... 43,189,552 +11,068,604 £33.24 a irs 1.75 See $11,651,426 
1920... 66,225,552 $22,428,213 $67.35 Shane 7.00 2.50 $25,751,666 
1919... 118,959,634 14,288,481 42.91 30.12 7.00 9.00 8,384,470 
1918... 94,147,418 6,476,435 19.45 10.44 7.00 7.00 1,366,442 
YOUZ a.) LOL Wst54s 14,404,854 43.26 30.42 7.00 79.00 8,500,841 


*Not available. {Includes 4 per cent extra in 1927, 2 per cent extra in 1928, and 
4 per cent extra in 1919. Deficit. 


At the end of 1926 the company’s deficit amounted to 
$18,520,064 and accrued dividends on its preferred stock 
amounted to $12,000,000, in round numbers. Although 
working capital was reduced from $88,704,000 at the end of 
1919 to $36,080,000 at the end of 1926, it was not severely 
impaired. Nevertheless the necessity of some sort of reor- 
ganization was felt. 

In June, 1927, the United States Leather Company being 
organized to supersede the Central Leather Company, the 
following recapitalization plan was adopted to effect the 
reorganization: 
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Central United States 
Leather Company Leather Company 
HirstalientoisTOLslO4 si eerie tn es $13,199,000 $13,199,000 
7 per cent cumulative preferred, par 
SOO Mecistatetay carer ears tusteaetel aisha eines 33,299,050 
7 per cent cumulative prior preference, 
ALPE PLOO my Rysreersteraclsices cave mea atani ae 16,640,525 
“A” stock, participating and convertible 
$4 non-cumulative, no par.......... 240,743 shares 
CommeonistockparsStoome 4.4455 .ee 39,701,030 
Commonistocksmoyparassis siecle cei 397,010 shares 


wae 


The bonds were not disturbed but have since been retired. 
For each share of 7% cumulative preferred stock of the 
old company there was given in exchange % share of 7% 
prior preference stock, 34 share of class A participating and 
convertible stock, and $5 in cash. The common stock of 
the old company was exchanged, share for share, for common 
stock of the new company. The new shares took the form 
of voting trust certificates, the trust expiring not later than 
July 1, 1937. 

The preferred stockholders surrendered claim to dividends 
in arrears, but received in exchange stock offering the 
possibility of $8 dividends instead of $7 paid on the old 
stock. The reduction of prior claims on earnings by about 
$170,000 and the elimination of the preferred dividends in 
arrears were beneficial to the common stock. 

With the elimination of funded debt and of dividends in 
arrears the company now faces the future with prospects of 
success greatly improved. The economic status of the 
leather business has been enhanced by the recent advance in 
prices. For several years consumption of leather has ex- 
ceeded production, thus reducing surplus stocks. 

This reorganization was carried out voluntarily without 
the intervention of a receiver. 

Another illustration of a mild form of reorganization is 
the case of the Hartman Corporation. Extension of the 
business required the conservation of the company’s cash 
resources, and arrangements were made whereby cash divi- 
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dends were for a time displaced by stock dividends. This 
was done by action of the stockholders on July 15, 1926, 
whereby the certificate of incorporation was amended so that 
in lieu of the existing capitalization of 400,000 shares of non 
par value stock, there were authorized 200,000 shares of 
Class A stock and 400,000 shares of class B stock. The 
class B stock was issued share for share in exchange for the 
outstanding common stock. 

The board of directors then authorized the issuance of 
40,000 shares of class A as a stock dividend upon the class 
B stock, as follows: September 1, 1926, to stockholders of 
record of August 27, 1926; December 1, 1926, to stock- 
holders of record of November 17, 1926; March 1, 1927, to 
stockholders of record of February 15, 1927; June 1, 1927, 
to stockholders of record of May 17, 1927. 

The company began paying dividends at once on the class 
A stock at the rate of $2.00 per year, and on March 1, 1928, 
cash dividends at the rate of $1.20 per year were resumed on 
the class B stock, the management declaring that this early 
resumption of cash dividends was made possible by the 
favorable working capital status of the company. 


4. Receivership and Reorganization Illustrated 


Sometimes a voluntary reorganization is attempted, but 
unsuccessfully, with the result that receivers must be re- 
quested. This experience is illustrated in the reorganization 
of Wilson & Company. 

Wilson & Company is one of the three largest packing 
concerns in the country. During the World War it carried 
on a large and profitable business, but suffered severely 
during the ensuing depression, which was exceptionally 
severe for the packing industry. In its efforts to readjust 
its affairs pending the return of normal conditions it was 
_ unfortunate, being finally compelled to seek the cooperation 
of creditors in an effort to effect a voluntary reorganization. 
An extension of the company’s bank debt was arranged and 
other steps were being taken to adjust the company’s affairs, 
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when these arrangements were interrupted by the unexpected 
appointment of a receiver in New Jersey at the instance of a 
small stockholder and without notice to the company. The 
appointment was contested, but the proceedings in New 
Jersey interfered with the company’s business and disturbed 
its credit, so that it became necessary to ask for court 
supervision. : 

Application was made to the Federal Court and on August 
26, 1924, primary receivers were appointed by the District 
Court of the United States for the Southern District of 
New York, where the company’s home office is located. 
Auxiliary receivers were appointed in several other juris- 
dictions. 

The following committees were organized: 

1. A committee to represent the bank debt, commercial paper 
and certain other obligations. 

2. Acommittee to represent the Ten-Year Convertible Sinking 
Fund Six Per Cent Gold Bonds and the Ten-Year Convertible 
Sinking Fund Seven and One-Half Per Cent Gold Bonds. 


3. A committee to represent the preferred stock. 
4. A committee to represent the common stock. 


Much of the company’s business is conducted by sub- 
sidiary companies. None of these went into receivership 
and their affairs were conducted as usual. 

The figures employed in the plan described in the follow- 
ing pages are as of August 30, 1924, and are taken from 
statements as of that date prepared by Price, Waterhouse 
& Co., certified public accountants. 


5. The Plan 


The plan begins with a statement of the reorganization 
committee to the effect that it promulgates “this plan and 
the accompanying Agreement for the reorganization of 
Wilson & Co., Inc., and its properties or for the readjust- 
ment of the respective interests therein of the creditors, 
bondholders and stockholders who may become parties to 
this Plan and said agreement, and for the representation of 
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such interests in the securities and stocks of the corporation 
to be organized as hereinafter stated to acquire the properties 
of the Company or such thereof as the Reorganization 
Committee shall approve. This Plan and said Agreement 
are hereinafter collectively referred to as the Plan and 
Agreement.” 

It is customary to divide the document which explains the 
reorganization procedure into two parts, viz., (a) the plan 
of reorganization and (0) the agreement in accordance with 
which the plan is carried out. 

The plan for reorganization of Wilson & Co. begins with 
certain tables setting forth: 

1. Obligations of the company and its subsidiary and affiliated 
companies, as of August 30, 1924. Some of these are indicated 
as remaining undisturbed, some to be adjusted, under the plan 
of reorganization. Of the bonded indebtedness the First Mort- 
gage 6% Bonds, due 1941, amounting to $22,896,000 are not 
disturbed, while two issues of convertible bonds amounting to 
$13,273,000 and $9,036,000, respectively, are to be adjusted. 
Other items to be adjusted are bank debts amounting to approxi- 
mately $26,000,000, and purchase money contracts for stock 
amounting to approximately $3,300,000. The total debts to be 
adjusted amount to $51,785,000 and the debts remaining undis- 
turbed to $40,972,000, in round numbers. 

The preferred stock of the company, consisting of 100,790 
shares of a par value of $100 per share, and the common stock, 
consisting of 202,219 shares of no par value. 


2. Certain details as to the obligations remaining undisturbed 
under the plan. 


3. Certain details as to the obligations to be adjusted under 
the plan. 


6. Method of Procedure 


The method of reorganization is next considered, as 
follows: 

“The New Company is to be organized under the laws of 
such state, having such name, corporate charter and by-laws 
as the Reorganization Committee may approve. The New 
Company is to acquire all or such part of the properties of 
the Company, including bonds, stocks and other securities 
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and claims belonging to the Company or its Receivers, as the 
Reorganization Committee shall determine, and is to assume 
all or such of the obligations of the Company and its 
Receivers not to be adjusted under the Plan, including 
contingent obligations in respect of debt of subsidiary and 
affiliated companies, all as shall be determined by the Reor- 
ganization Committee. It is intended that these properties 
of the Company shall be sold under decrees of the United 
States District Courts which appointed the Receivers of the 
Company or otherwise transferred and conveyed by the 
Company in such manner as the Reorganization Committee 
shall approve, and that the New Company shall acquire title 
to such properties and shall be vested with all the rights, 
privileges and franchises which shall belong to the Company 
or its Receivers at the time or times of such sales, transfers 
and conveyances. If the Reorganization Committee shall 
so determine, however, any of such properties may be 
acquired upon such terms and conditions as the Reorgani- 
zation Committee may approve by one or more existing or 
new subsidiary companies, all of the stock of which (or all 
except directors’ shares) shall be held by the New Company. 
The Reorganization Committee shall also be empowered to 
effect such mergers or consolidations of subsidiary or 
affiliated companies as it may deem advisable and to organize 
or utilize one or more subsidiary or affiliated companies for 
the purpose of acquiring or holding any of the properties or 
securities subject to the reorganization or acquired under the 
Plan. The Reorganization Committee shall also be empow- 
ered to enter into agreements with the several committees 
representing stock or obligations of or claims against the 
Company to be adjusted under the Plan, or with holders of 
such stock, obligations or claims, for the purpose of effecting 
exchanges or releases of property or securities or other 
adjustments which may be required by any such committee 
or any such holders as a condition of their approval and 
adoption of the Plan.” 
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7. Securities to be Issued 


The plan next describes in detail the securities to be issued 
by the new company, as follows: 


1. Five-Year Six Per Cent Gold Notes, $2,500,000 principal 
amount. 

2. $50,000,000 of preferred stock, if of par value, consisting 
of 500,000 shares of a par value of $100 each; or 500,000 shares, 
if of no par value, same to be preferred over the Class A and 
Common stock of the new company both as to dividends 
and assets. Various details as to dividend rate, cumulation of 
dividends, etc. are given. 

3. Not exceeding 500,000 shares of Class A stock without 
nominal or par value. Various details are given as to dividend 
rates, cumulation of dividends, etc. 

4. Not exceeding 1,500,000 shares of common stock without 
nominal or par value. 


8. Discretion of Reorganization Committee 


The plan next provides, in part, as follows relative to the 
exercise of discretion by the reorganization committee in 
exchanging securities of the new company for existing 
securities of the old company: 


The stocks of the New Company provided to be presently issued 
and delivered under the Plan in exchange or in partial exchange 
for existing securities or obligations of, or claims against, the 
Company, in so far as not used in such exchange, may be reserved 
for that purpose under restrictions to be fixed by the Reorganiza- 
tion Committee; but if, in the judgment of the Reorganization 
Committee, it will facilitate the execution of the Plan to provide 
cash for the purposes for which such stocks might otherwise be 
reserved, said Committee may sell such stocks, in whole or in 
part, upon such terms and for consideration as it may determine 
in its discretion. The amounts of the stocks proposed to be issued 
as herein set forth are estimated and are based upon the approxi- 
mate amounts of securities, obligations and claims outstanding in 
the hands of the public as of August 30, 1924, no account being 
taken of inter-company holdings. The ultimate amount of each 
class of stock which shall be issued under the Plan will depend 
upon the extent to which and the manner in which the Reorgani- 
zation Committee shall exercise the various powers conferred under 
the Plan, including the power to effect adjustments in respect of, 
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or to exclude from the Plan, or to modify the provisions of the 
Plan with respect to, such securities, obligations and/or claims, 
which the Reorganization Committee may do for any reason 
deemed by it to be sufficient . . 


g. Treatment of Securities to be Adjusted 


The holders of securities to be adjusted under the plan or 
reorganization, upon compliance with the terms of plan, are 
to receive stocks of the new company and cash, upon the 
surrender of their obligations, certificates of stock, and 
certificates of deposit, as follows: 


BANK DEBT 


1. The $22,721,000, principal amount, of indebtedness of the 
Company to banks which (disregarding all offsets and claims of 
offset) had deposits of the Company or of one or more of its 
subsidiary or affiliated companies is to be reduced by twenty per 
cent (20%) thereof, which is approximately the aggregate of the 
deposits of the Company and of its subsidiary and affiliated com- 
panies with such banks subject to claim of offset against the 
Company’s indebtedness to them. Such twenty per cent (20%) 
is to be paid in cash and any offset or application made or claimed 
by any such bank in respect of such indebtedness, whether more 
or less than the cash payment so made to it, is to be restored or 
surrendered on receipt of such cash payment. 

The holders of the $18,176,800, principal amount, of such 
indebtedness that remains after deducting the aggregate of such 
cash payments, plus $681,630 as interest on $22,271,000 from 
October 15, 1924, to April 15, 1925, at the rate of six per cent 
(6%) per annum, or a total of $18,858,430, shall be entitled to 
receive under the Plan, for each $1,000 thereof, the following: 


URN TS CdD Ke fe UR i ae ga ea len aie eT 6.0 shares 
Oe RC aren eles Me yaiin ini es wha ogal 9 abs 7.5 shares 
RO OITVEa IPS POG ee Re a yeye) oa 8 ele eiot ere a x ale 8 4.3 shares 


Fractions of $1,000 will be adjusted on the same basis. 

2. The holders of $3,442,671, principal amount, of indebted- 
ness other than that mentioned in the foregoing paragraph, plus 
$103,280 as interest thereon from October 15, 1924, to April 15, 
1925, at the rate of six per cent. (6%) per annum, or a total of 
$3,545,951, shall be entitled to receive under the Plan, for each 
$1,000 thereof, the following: 

Preferred stock .....+.+5. pide lelnleiy eetilenenan take LO-ORSLALCS 
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ClassiArstocks ii ti0 eee eats either 6 heer art 7.5 shares 

Common Stock... ie cn insets ote ete ene eran 4.3 shares 
Fractions of $1,000 will be adjusted on the same basis. 

This amount of $3,442,671 consists of $2,515,000 of commercial 
paper of the Company sold through brokers, $536,500 of notes 
sold to banks or others direct by the Company and $391,171 of 
affiliated company bank debt. 


TEN-YEAR CONVERTIBLE SINKING FuND S1tx PER CENT AND 
SEVEN AND ONE-HALF PER Cent GoLpD Bonps 


3. The holders of $22,309,000, principal amount, of the Com- 
pany’s Ten-Year Convertible Sinking Fund Six Per Cent Gold 
Bonds, due December 1, 1928, and Ten-Year Convertible Sinking 
Fund Seven and One-Half Per Cent Gold Bonds, due December 1, 
1931 (sometimes referred to herein as the debenture bonds), plus 
$669,270 as interest thereon from October 15, 1924, to April 15, 
1925, at the rate of six per cent (6%) per annum, or a total of 
$22,978,270, shall be entitled to receive under the Plan, for each 
$1,000 thereof, the following: 


Preferredsstock:s 215. junds 3k oi estan eee 6.0 shares 
CIASS IA IStOCK ar. anes scenes an! < S is See aed eee eee 7.5 shares 
GomMMOn Stock 2.6 seit Sos «ons io ROR Re 4.3 Shares 


Fractions of $1,000 will be adjusted on the same basis. 


ADJUSTMENT OF INTEREST 


4. Interest on the principal amounts of the obligations men- 
tioned in the foregoing paragraphs 1, 2 and 3 which shall be 
adjusted under the Plan, to the extent not already paid, is to 
be paid in cash up to October 15, 1924, at the rate of six per 
cent (6%) per annum. Interest thereon from October 15, 1924, 
to April 15, 1924, at said rate is to be adjusted in stocks of the 
New Company as above provided. 


OBLIGATIONS TO PURCHASE STOCKS OF AFFILIATED COMPANIES 


5. The holders of $3,312,498 of obligations to purchase stock 
of Phoenix Leather Co., of Paul O. Reymann Co., of Wilson- 
Martin Co. and of United Chemical and Organic Products Co., 
plus $99,375 as interest thereon from October 15, 1924, to April 
15, 1925, at the rate of six per cent (6%) per annum, or a total 
of $3,411,873, shall, subject to certain reservations, be entitled 
to receive under the Plan, for each $1,000 thereof, the following: 

Preferred : Stock. :.2%« 5 ak peM mane A ee ae 6.0 shares 
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STASSW AT SLOCK a. ertanoreme erie ne ot. ae raanity 7.5 shares 
POMONA StOCK 4210S cee get cho cio ote us urbe mone 4.3 shares 
Fractions of $1,000 will be adjusted on the same basis. 


PREFERRED AND COMMON STOCK OF THE COMPANY 


6. The holders of 100,490 shares of preferred stock of the 
Company shall be entitled to receive for each share of such pre- 
ferred stock one and one-half shares of Common stock of the 
New Company. 

7. The holders of 198,158 shares of common stock of the 
Company shall be entitled to receive therefor Common stock of 
the New Company at the rate of four-tenths of a share thereof 
for each share of common stock of the Company. 


To satisfy the requirements of this plan the approximate 
aggregate amounts of the various stocks of the new company 
to be issued are as follows: 


-—Number of Shares of New Company— 


Preferred Class A Common 

Stock Stock Stock 
Borabankidebtanereccant nine ae rca ces 134,426 168,033 96,339 
For debenture bonds............... 137,870 172,337 98,807 
For stock purchase obligations...... 20,471 25,589 14,671 
For preferred stock (100,490 shares) ...... sa eeee 150,735 
HOMCOMMONESLOCK (LOSsT5S SHALES) saraecece || meses 79,263 
PE Otalsisee ates Cee 292,767 365,059 439,815 


10. Manner of Participation 


This plan and the accompanying agreement were approved 
by the various depositories representing bank debts and the 
various classes of securities, with each of whom certified 
copies of the Plan and Agreement were filed. Each of these 
committees entered into an agreement with the reorgani- 
zation committee whereby it undertook to make the Plan 
and Agreement binding upon all holders of certificates of 
deposit; and it was specified in the plan that “every holder 
of a certificate of deposit issued under any such agreement 
who shall so become bound shall be conclusively and finally 
deemed for all purposes to have irrevocably waived any right 
of dissent or withdrawal given by such agreement, and the 
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Plan and Agreement shall be binding on all such holders of 
certicates of deposit,...... 2 

The plan next specifies when and how the various holders 
of bank debt and securities shall make deposit of the instru- 
ments evidencing the obligations of the company to them. 
Thus the holders of bank debt, commercial paper and stock 
purchase obligations were to deposit, before the close of 
business on June 2, 1925, with the First National Bank of 
Chicago, 38 South Dearborn Street, Chicago, Illinois, or 
with the Chase National Bank of the City of New York, 140 
Broadway, New York City. Frequently the final day for 
deposit of securities is extended to secure a better represen- 
tation. As to the form in which these securities must be 
deposited the plan provides: 

All bonds, notes, drafts and other instruments evidencing 
obligations or claims deposited must be in negotiable form or 
accompanied by proper instruments of assignment in blank for 
transfer and must be accompanied by such certificates, if any, 
as may be required under federal or state laws. All stock certifi- 
cates and certificates of deposit for stock which shall be surrendered 
to the Reorganization Committee in exchange for stocks of the 
New Company to be delivered under the Plan must be endorsed 
in blank for transfer or accompanied by proper transfers in blank 
duly executed and, in either case, proper stamps for transfer under 
federal and/or state laws must be affixed. All of the debenture 
bonds of the Company of either of the above mentioned issues must 
bear all unpaid appurtenant coupons payable on or after Decem- 
ber 1, 1924, and all references in the Plan and Agreement to said 
debenture bonds shall be deemed to include the appurtenant 
coupons as required. 


11. Reorganization Committee 


Next, the plan names the men who are to constitute the 
reorganization committee, and whose duty shall be to en- 
deavor to consummate the reorganization. It is provided 
that this committee shall have the authority and powers 
expressly conferred upon it by the provisions of the plan and 
accompanying agreement, including the power to fill vacan- 
cies in its membership and to add other members. It is 
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provided that the expenses and compensation of the reor- 
ganization committee and of other committees, as well as of 
counsel and depositories, shall be paid as part of the expenses 
of reorganization. Determination of matters by the reor- 
ganization committee shall be by a majority vote thereof. 


12. Underwriters 


To make certain that the required funds will be forth- 
coming when needed, it is customary to have certain 
securities underwritten. In the Wilson & Company reor- 
ganization the reorganization committee arranged with the 
Guaranty Company of New York, Hallgarten & Co., Blair 
& Co., Inc., and Chase Securities Corporation to underwrite 
the sale of $2,500,000 Five-year Six Per Cent Gold Notes 
of the new company at a price to be approved by the reor- 
ganization committee at the time of making the offering. The 
compensation of the underwriters was fixed at 3% of the 
principal amount of the notes. The underwriters reserved 
the right to terminate their agreement in case the plan 
failed to become operative within a given time, in which case 
they were to receive compensation. The reorganization 
committee reserved the right to form additional groups of 
underwriters, also to terminate the obligations of any or all 
such groups of underwriters in case insufficient deposits of 
securities and claims were made to reasonably assure the 
carrying out of the plan, or in event of failure of any court 
having jurisdiction to approve the plan or any agreement 
formed under it. 


13. Declaring Plan Operative 


The plan provides that the reorganization committee may, 
from time to time, ascertain whether sufficient deposits 
of claims and securities have been made under the plan and 
whether other conditions have been sufficiently complied 
with to render it advisable to declare the plan operative and 
to go ahead with it. 
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‘ The Reorganization Committee in its discretion may 
declare the plan operative as to all classes of securities, obligations 
and claims for which provision is made in the Plan, or only as 
to certain classes of such securities, obligations and claims. If the 
Plan is declared operative only as to specified classes of securities, 
obligations or claims, it may later from time to time be declared 
operative in the discretion of the Reorganization Committee as 
to any other class or classes of securities, obligations or claims. If 
in its discretion the Reorganization Committee shall deem it 
expedient to do so, it may make an adjustment of any liability 
or indebtedness of the Company or of any of its subsidiary or 
affiliated companies, and for that purpose may use cash to the 
extent available or securities of any class deliverable under the 
Plan and not otherwise required for the purposes thereof and 
procure the issue of additional amounts of securities of any class 
or character under the Plan. 


14. Cash Requirements 


According to the provisions of the plan of reorganization 
of Wilson & Company, the expenses and obligations of 
receivership, reorganization, and interest adjustments, as 
well as other items which under the plan are to be paid in 
cash, are to be met by the new company to the extent not 
paid out of moneys coming into the hands or under the 
control of the reorganization committee. 


15. Construction and Amendment of Plan 


The reorganization committee is empowered to construe 
the plan and agreement, supplying any defects or omissions 
and reconciling any inconsistency as in its judgment is 
essential to its successful execution. It may also abandon 
the plan. If it modifies the plan it must do so in cooperation 
with the various protective committees. 


ForM 426 


Witson & Co., INc., AND SUBSIDIARY AND AFFILIATED COMPANIES 
CONSOLIDATED BALANCE SHEET AS OF AUGUST 30, 1924 


ASSETS 
Cash’ (including impoundedicash) pee. ieee ec es ee $ 8,773.849 
Notes, and. AccountsmRecelvablen-mrrn ria ir acrarrtiien 13,290,255 
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(CLETUS orate Aira aR Ue at eye ie ae Dt nh ae i aR 
mireasutyastocks and Bondsvat cost... eee eon 
Goodwill, Trade-Marks and Patents.................... 
Deferred Charges to Future Operations: 
Interest, Insurance, etc., prepaid.......... $ 696,365 
Unamortized Bond Discount............. 2,603,806 
Interest included in purchase price of 
Minoritys stock=Interestsin.smtiac case ere 242,700 


Financial Readjustment ESXPENSh oes stan eet 


LIABILITIES* 
INotessande Acceptances Payables .nsaer aeccnaiass « oe: 
Draitsesazainst. Consignments)... -10'> oe 2c) lcleceis «oie 
NCCOUNT SIU Lay alesse echt sis siarsvotee seer cleus aiaiaie ont ecerale a 
InteresteAccrucdvOneBonds yaacoaitee cio cciee ares vie etotae 
Other Obligations maturing within one year**: 
Mortgages and Car Equipment and Other 
INO EGS ieteer tose toy ctaokavencnadiocaeverel wai eiscosousie scsie.s $ 174,085 
Agreements for Minority Stock Interests... 934,765 


COUR aefein oes ater oe coe et em RCIA OTT 

First Mortgage 6% Bonds due 1941..............+-+45- 

Gonvertible67o Bonds:due: 102800). 32.0 ices 2 ots oe ee 

Convertible 734% Bonds due 1031......-0--2->0-e%eee- 

Other Obligations maturing after one year: 

Mortgages and Car Equipment and Other 

INCOSE: <a ic ey Bsc 2 NRO DE ORL OID Her oan $ 260,540 

Agreements for Minority Stock Interests... 4,380,892 


Bonds of Subsidiary and Affiliated Companies........... 
Minority Stock Interests not contracted for............. 


Capital: Stock——Preterred 9.01.00 s7s1- «mle risiele ee viele sie serie 
(ClaranieaYoraln gle oto bool Oodo Up Gadoo co aan 
SUBDE oop b0dcub so snare sead0GubUeuInuID dbo DbIcIOU cla 


Tita eu er wale bbd SAE Gor ees 
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29,089,986 
$ 51,154,090 


$ 69,070,661 
327,937 


$ 69,398,598 


$ 3,102,592 
384,350 
11,984,050 


3,542,871 
104,079 


$139,670,630 


$ 32,018,923 
1,324,500 
4,354,869 

828,528 


1,108,850 


39,635,670 
22,896,000 
T 13,373,000 
tT 9,136,000 


4,650,432 
3)205,900 
~ 483.581 


$ 93,440,583 
10,079,000 
20,000,000 
16,151,047 


$139,670,630 


* Nore: Do not include any amount to cover claims for Federal or other taxes in 


dispute. 


** Norte: Do not include sinking fund instalments or instalments of principal maturing 


within one year in respect oi bonds, 
+ Note: Includes $100,000 of such Bonds owned by Company. 
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ForM 427 


EstriMATED BALANCE SHEET REFERRED TO AND EXPLAINED IN 
SUBDIVISION XV ON PAGE 18 OF THE PLAN * 


Current Assets (Less $1,000,000 Reserve) ........-.-+++- $ 47,922,390 
Current Liabilities favccurctgee cig ates are visio thee a orelovete arscers 12,789,793 
Surplus Current Assets. care ea sisisteiiets sive afetsoichee ental $ 35,132,597 
Ratio Current Assets to Current Liabilities.............. 3.74 tol 
ASSETS 
Cashes ib bec cy ak te sina teria ers Sis tiroez hs ehesane Gon wun See a eeeraters $ 6,542,149 
Accounts and Notes Receivable: ...... «<3. 0. <seecs0 ss 13,290,255 
Merchandise (Less $1,000,000 Reserve) ..........+.++--- 28,089,986 
Cuirrenitins are cove let sve.ais oh ctelps ose, eke: avagelevelievetewete at ckersielals $ 47,922,390 
Plantsandv Equipment yaa caress oo ratese(ahoieda arokaieterathcte $ 69,070,661 
Investments—— Miscellaneous) ).cc arc wala sss siete) - u's) cleteleusieteters 327,937 
EKG Axcrate Sievirat wie « aliate c.0idioue eles coks eels idea avers $ 69,398,598 
Deferred = CHarges A Nees on pve otellare wal teetauIelom wiosteiroe $ 606,365 
CIALIS ae oie he tec tatained a atecslonstsiess slais ele iaie eaiekenn erie aac te wie 1,000,000 
TE O tall 2 Ry eiiae$ Goa ehuray ohare 00, Sheva e reas oes leestovel ste eee _ $119,017.353 
LIABILITIES 

Notes and Drafts Payable of Subsidiary and Affiliated 
Companies, titties eat ttek alate cre cinta erate hele woah aes $ 7,179,752 
“Accounts: “Payable tis ercitcteine s Sne.< a ce titaiae eneale ion 4,354,869 
Accrued Interest ron sbOnadsiae, <a siicie eee eels oie ie iene 828,528 


Other Obligations maturing within one year 
from August 30, 19247: 
Mortgages and Car Equipment and Other 
INOEES:, 2c rreresin otis « reeilae wares aires $ 174,085 
Agreements for Minority Stock Interests... 252,550 


426,644 
Gurren tactics as cts ails ro fees ee ee ee $ 12,780,703 
New VNOteSissc cary secre ere Sicaerne Sarc-ctsle acre eae ee 2,500,000 
First Mortgage 6% Bonds due 1941............-0eeeeee 42,896,000 
Bonds of Subsidiary and Affiliated Companies.......... 3,265,000 
Other Obligations maturing after one year from 
August 30, 1924: 
Mortgages and Car Equipment and Other 
Notes: 04 (Raeeceee see otc eee $ 269,540 
Agreements for Minority Stock Interests.. 1,750,600 
———. 2,020,140 
Minority Stock Interests not contracted for.............. 483,581 


; $ 43,955,414 
Capital Stock—Preferred (292,767 shares on basis of $100 


perrshare) 4h ceemmccctererte ie hee rere 209,276,700 
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Class A (365,959 shares on basis of $75 


DEV YSHATe) tires toons cccnecse te eee 27,446,925 

Common (}1439,815 shares)............ 55338,314 
Reserves—property and contingencies.................. 13,000,000 
LOUD crore val Ne, siet ora) Le tesuacet hers on aeiaietann as etare Ree $119,017,353 


* Nore: In preparing this estimated balance sheet the items of Good Will, Trade 
Marks and Patents and Unamortized Bond Discount shown in the Consoli- 
dated Balance Sheet as of August 30, 1924 (page 22, supra) have been 
eliminated and the item of Claims shown therein has been reduced to 
$1,000,000. 

** Note: Do not include any amount to cover claims against the Company for Federal 
or other taxes in dispute. 

t Note: Do not include sinking fund instalments or instalments of principal maturing 
within one year from August 30, 1924, in respect of bonds. 

tt Note: Does not include Common stock (not exceeding 100,000 shares) which may 
be issued under the Plan to employees and management. 


16. Statements and Estimates 


The plan presents an estimated balance sheet, based on 
the consolidated balance sheet of the company and its sub- 
sidiary and affiliated companies, as of August 30, 1924, after 
giving effect to the adjustments specified in the plan and after 
adding to cash $2,312,500 as the estimated net proceeds 
from sale of the Five-year Six Per Cent Gold Notes of the 
new company. The estimated balance sheet reflects also 
the cash payment of 20% to be made to banks, but does not 
reflect the results of operation under the receivership or the 
expenses and other cash requirements of the reorganization. 
For the actual consolidated balance sheet of the company 
and the estimated balance sheet based thereon, see Forms 
426 and 427, respectively. 

The plan also presents an estimated statement of interest 
bearing obligations as of August 30, 1924, after giving effect 
to the adjustments specified in the plan (Form 426); also an 
estimated statement of charges against earnings and divi- 
dends on the basis of figures for gross earnings for the year 
ended December 27, 1924, after giving effect to such adjust- 
ments (Form 427). 

Naturally, such statements cannot take into account the 
changes resulting in case any securities, obligations or claims 
do not become subject to the plan, nor do they take into 
account such additional obligations, if any, as may be 
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required; nor do they reflect adjustments which the reor- 
ganization committee may make in the exercise of powers 
conferred upon it. 


17. Notices and Extension of Time 


The plan specifies that calls or notices, if inserted in a 
daily newspaper of general circulation in the Borough of 
Manhattan, City of New York, and in a daily newspaper of 
general circulation in the City of Chicago, selected by the 
reorganization committee, twice in 10 days, in each case 
on any day of the week, shall be considered as equivalent to 
a personal service. Power is granted the reorganization 
committee to extend the time for making any deposit or 
payment required under the plan. 


Form 428 
ESTIMATED STATEMENT OF INTEREST BEARING OBLIGATIONS AS OF 
AUGUST 30, 1924, AFTER GIVING EFFECT TO THE ADJUSTMENTS 
SPECIFIED IN THE PLAN OF REORGANIZATION 


Birst MortgagecBondsinca... cco teicherorstet oie ce acres $22,896,000.00 
ING WIINOLESTS. 6 mrninyscste. «1s tevsre. cays rare clo muse mre re ele crcmeraior sheers iets 2,500,000.00 
Mortgages and Car Equipment and Other Notes.......... 443,625.00 
Mortgage Bonds of Subsidiary and Affiliated Companies.. 3,265,900.00 
INotestand: Drafts; Payables. a. aclecnesacr tire aelnaciiaceieere 7,179,752.00 
Stock PurchasecObligations son qcsni seer aiomiene te 2,003,159.00 
, $38,288,436.00 
Minority Stock Interests not contracted for............. 483,581.00 
Total or eiteveteseipies coments 2 cca ec AG aloes eR Dae ec Se ae $38,772,017.00 
Interest At sGSoracte versie tra es arer: lchevas sso Por eae SESS ere eee Ee '$ 2,326,321.02 
ForM 429 


ESTIMATED STATEMENT OF CHARGES AGAINST EARNINGS AND 
DIVIDENDS ON Basis OF FIGURES FOR Gross EARNINGS FOR 
YEAR ENDED DECEMBER 27, 1924, AFTER GIVING 
EFFECT TO THE ADJUSTMENTS SPECIFIED 
IN THE PLAN OF REORGANIZATION 


Gross: Harnings: 2 ocarxkicteitectee ee sa coe oe eee ene 8,828,580.69 
Deprecilation.. ~.zts ois bos tomehewerc do terieee exes thee Ga nee ee 1,500,000.00 


Afters Depreciation. yecattdtseticien et saree $7,328,580.69 
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Interest on interest bearing debt, including Minority Stock 


Interest not contracted for ($38,772,017) ...........-- 2,326,321.02 
Aiter Depreciationiand |nterestace.cs s+ cet sc seeeete vc $5 ,002,259.67 
RederalePaxesaters 5 0o ee nem ws wads aniewsss canes 625,282.46 
Available for Dividends on Preferred Stock and Class A 

Stock (BOO don de GS cunsoop soon cGo dose Np OHENEG amon. $4,376,977.21 
Less dividends on preferred stock. ............ $2,049,369 

ClasswANstockieemeneh hac oni nee ee 1,820,795  3,879,164.00 
Available for dividends on common stock............... $ 497,813.21 


or approximately $1.13 a share on *439,815 shares of 
common stock. 


_ * Nore: Does not include common stock (not exceeding 100,000 shares) which may be 
issued to employees and management. 


18. The Reorganization Agreement 


After a plan of reorganization such as the one described 
in preceding pages has been drawn up and has been approved 
by the various committees representing the different groups 
of claimants and security holders, it is necessary to formulate 
an agreement to consummate the plan. The parties to this 
agreement are the members of the reorganization committee, 
acting for the company, and holders of the claims against 
the company and securities of the company. The reorgani- 
zation agreement in the Wilson & Company reorganization 
contains the following essential clauses. 


19. Scope and Terminology 


It is agreed that the plan “is and shall be taken to be a 
part of this Agreement with the same effect as though each 
and every provision thereof were embodied herein, and the 
Plan and this Agreement (hereinafter together called this 
Plan and Agreement) shall be read and construed as parts 
of one and the same instrument.” 

The term “deposited securities, obligations and claims, or 
similar expression,” whenever used in the agreement, is to 
refer to the various classes of the company’s obligations and 
stocks deposited or represented by certificates of deposit. 


1148 CORPORATE MANAGEMENT AND PROCEDURE 


20. Deposit of Securities, etc. 


The securities, obligations and claims, to be adjusted under the 
Plan, as therein set forth, may be deposited under or become 
subject to this Plan and Agreement upon the terms and conditions 
stated herein and in the Plan. All securities, obligations and claims 
deposited must be in negotiable form or accompanied by proper 
instruments of assignment in blank for transfer, together with such 
ownership and/or other certificates as may be required under 
Federal or State laws. All debenture bonds must be accompanied 
by all unpaid appurtenant coupons payable on or after December 
1, 1924. All stock certificates and certificates of deposit therefor 
must be endorsed in blank for transfer or accompanied by transfers 
in blank duly executed, and must be properly stamped for transfer. 


21. How Holders of Securities, Claims, etc., May Benefit 
from Plan 


Holders of securities, obligations and claims (or certificates of 
deposit therefor) entitled to participate in the Plan may become 
entitled to the benefits thereof as hereinafter provided, but no 
such holder shall be entitled to any of the benefits conferred by 
this Plan and Agreement who shall not deposit his securities, 
obligations and claims with the appropriate depository upon 
request of the Reorganization Committee. 


Then follows a long statement regarding the functions and 
activities of the various committees. Explanation is given 
as to how holders of securities shall proceed to deposit same, 
and addresses of depositories are given. Specifications are 
laid down as to the issuance in exchange therefor of certifi- 
cates of deposit. Provision is found for withdrawal from the 
agreement of holders of certificates of deposit, with certain 
limits as to the time within which such withdrawal may be 
made. 


22. Failure to Deposit Securities, Claims, etc. 


_ Holders of securities, claims, etc., must deposit them 
within the time specified in order to become parties to the 
agreement. The reorganization committee, however, may 
extend the time for making deposits. 
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23. Certificates of Deposit 


The agreement provides that all depositors shall receive 
certificates of deposit in such form as the reorganization 
committee may prescribe. The holders of such certificates 
are entitled to the rights and benefits specified in the plan 
and agreement, provided they comply with the terms and 
conditions imposed by such plan and agreement. In case of 
the Wilson & Company reorganization, certificates of deposit 
were made transferable subject to the terms and conditions 
of the plan and agreement and upon conditions laid down by 
the reorganization committee. ‘Upon compliance with all 
the terms and conditions of this Plan and Agreement and of 
their certificates of deposit, Depositors shall be entitled to 
receive, upon the consummation of the Plan and upon 
surrender of their certificates of deposit in negotiable form 
or accompanied by transfers in blank duly executed, and 
properly stamped for transfer, stocks of the respective 
classes of the New Company (but only as and when issued 
and ready for delivery) and any cash to which they shall 
respectively be entitled pursuant to the terms and provisions 
of this Plan and Agreement.” 


24. Escrow Provision 


“Except as otherwise provided herein, all securities, obli- 
gations and claims deposited hereunder or in any manner 
becoming subject hereto shall be held in escrow by the 
respective depositories or their agents, and title thereto shall 
not pass to the Reorganization Committee, but shall remain in 
the respective Depositors, unless and until the Reorganiza- 
tion Committee shall have taken title to such securities, 
obligations and claims as hereinafter provided.” It is then 
provided that the reorganization committee may take title 
to any or all such deposited securities, claims, etc., by filing 
with the committee or committees representing them and/or 
with the depositories thereof, a copy of a resolution of the 
reorganization committee certified by its secretary “stating 
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that said committee has determined to take title to the 
securities, obligations and claims specified in such certified 
resolution, and immediately upon such filing of such certi- 
fied resolution, legal title to such securities, obligations and 
claims so specified shall forthwith pass from. the respective 
Depositors to and vest in the Reorganization Committee, and 
thereupon the Reorganization Committee shall be vested 
with the legal title to and all the rights, power and authority 
of absolute owner of all such securities, obligations and 
claims so specified.” 


25. Reorganization Committee Made Attorney of 
Depositors 


Since the depositors desire the reorganization committee 
to carry out the plan and agreement of reorganization in the 
most effective manner it is to their interest to give it full 
power to act. This they do by constituting it a “true and 
lawful attorney and Proxy irrevocable, with full power of 
substitution,.... to do any and all acts and things which 
the Reorganization Committee may deem necessary or 
appropriate for the purpose of carrying out this Plan’ and 
Agreement in whole or in part.”” The agreement then enters 
into detail regarding the powers granted to the reorganization 
committee. These are numerous and extensive, including 
the power to demand, receive and collect moneys, elect 
trustees under mortgages, to engage in legal proceedings, to 
attend and vote at meetings of bondholders and stockholders, 
to organize new companies, in brief, to do all things that the 
authors of the plan and agreement think it necessary to 
specify in order to give the reorganization committee ade- 
quate power to proceed in its work of reconstruction. Pro- 
cedure is prescribed in case the reorganization committee 
decides to abandon the plan of reorganization. 


26. Procedure of Reorganization Committee 


The individuals constituting the reorganization committee 
are named and the rules governing the committee thus con- 
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stituted are laid down. The vote of the committee necessary 
to act is prescribed. The agreement for Wilson & Company 
states that the committee may act “either at a meeting or in 
writing or by cable or telegram without a meeting.” Further- 
more, members “may vote or act by a general proxy or 
power of attorney subject to change or revocation, or by a 
proxy or power of attorney for any particular meeting or 
meetings or for any specific purpose or purposes, and the 
holder of any such proxy or power of attorney, may, but 
need not, be another member of the reorganization com- 
mittee.” Among the things concerning which specifications 
are found are: 

. Fixing rules of procedure 

. Expenses and compensation of committee 

. Designation of a successor in case of the death of a member 

. Personal liability of members 


. Formation of syndicates 
. Employment of counsel, depositories, agents and assistants 


Am BW DN 


Finally, to make certain that the general powers of the 
reorganization committee are not abridged it is provided that 
“The enumeration of specific powers hereby conferred shall 
not be construed to limit or to restrict general powers herein 
conferred or intended so to be; it being intended to confer 
on the Reorganization Committee, in respect of all deposited 
securities, obligations and claims, and in all other respects, 
any and all powers which the Reorganization Committee may 
deem expedient in or towards carrying out or promoting the 
purposes of this Plan and Agreement in any respect, even 
though any such power be apparently of a character not now 
contemplated; and the Reorganization Committee may exer- 
cise any and every such power as fully and effectively as if 
the same were herein distinctly specified, and as often as for 
any reason it may deem expedient.” 


27. Miscellaneous Provisions of Agreement 


Other provisions of the agreement relate to impairment 
of securities, obligations and claims through delivery of new 
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securities or payment in cash, publication of calls or notices, 
the accounts of the reorganization committee, the binding 
character of the plan and agreement on depositors and other 
parties to the agreement, and the execution of counterparts 
of the agreement. 


28. Deposit and Protective Agreements 


In case of the financial embarrassment of a company it 
becomes necessary for the various groups of security holders 
to take some kind of concerted action for their protection. 
These must not be confused with the reorganization com- 
mittee considered in preceding pages. They exist in addition 
to a reorganization committee, if it becomes necessary to 
appoint one, and by cooperating with it, obtain for the 
security owners whom they represent the best terms available 
under the circumstances. Form 430 is the noteholders’ 
protective agreement entered into between holders of Eight 
Per Cent Serial Gold Notes of the Oliver Typewriter Com- 
pany, dated May 1, 1921, and the protective committee 
mentioned in the agreement. The occasion for the formation 
of the protective committee is stated at the beginning of the 
agreement. It should be noted the fourth covenant gives 
the committee full power and authority “to apply for or 
join with others in applying for or consent to or oppose the 
appointment of a receiver or receivers of any of the property 
of the company”; also “to consent to or oppose any reor- 
ganization, consolidation or readjustment of the Company 
or of its finances.” 


ForM 430 


This Agreement, Made and entered into this 15th day of April, 
A. D. 1924, between J. E. BLUNT, JR., B. G. McCLOUD, 
PAUL BUHLIG, F. T. ROCKWOOD and B. F. TAYLOR 
(hereinafter called the “Committee”), parties of the first part, 
and such holders of the Eight Per Cent Serial Gold Notes of 
THE OLIVER TYPEWRITER COMPANY, an Illinois corpo- 
ration (hereinafter called the “Company”), dated May 1, 1921, 
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and mentioned in the trust agreement to THE MERCHANTS’ 

LOAN AND TRUST COMPANY, Trustee, dated May 1, 1921, 

as shall become parties to this agreement as herein provided, 

parties of the second part (hereinafter called the “Depositors’’), 
WITNESSETH: 

THAT WHEREAS, the Company heretofore executed, issued and 
delivered its Eight Per Cent Serial Gold Notes, dated May 1, 
1921, for the aggregate sum of seven hundred fifty thousand 
dollars ($750,000); and 

WuHeErEAS the Company has become involved in financial difficul- 
ties and on account of the default of the Company in the perform- 
ance of some of its covenants in said trust agreement contained 
the Trustee under said trust agreement, has pursuant to the pro- 
visions thereof, declared the entire principal of all of said notes 
now outstanding to be forthwith due and payable and has de- 
manded payment thereof with the interest thereon; and 

WHEREAS united action on the part of the holders of said notes 
is necessary in order to protect their rights and interests and to 
enforce and procure payment of said notes; and 

WHEREAS the Committee has consented to represent the Deposi- 
tors as hereinafter set forth; 

Now THEREFORE, in consideration of the premises and of the 
mutual advantages that will accrue to the depositing noteholders 
from a union of interests and concert of action, it is agreed by 
and between the parties hereto as follows: 

First: The said J. E. Blunt, Jr., B. G. McCloud, Paul Buhlig, 
F. T. Rockwood and B. F. Taylor are hereby constituted and 
appointed a committee to act for the Depositors and to exercise 
the powers and perform the duties herein mentioned, and said 
J. E. Blunt, Jr., B. G. McCloud, Paul Buhlig, F. T. Rockwood 
and B. F. Taylor do hereby consent to act in that capacity. 

Seconp: Any holder of any of said notes of the Company may 
deposit the same under and subject to the terms of this agreement 
with Illinois Merchants Trust Company and said Illinois Mer- 
chants Trust Company shall hold all notes so deposited subject to 
the direction, control and disposition of the Committee in the same 
manner, to the same extent and with the same effect as if the 
Committee were the absolute owners thereof. The said Illinois 
Merchants Trust Company shall at all times be free from all 
liability and responsibility in dealing with or disposing of the notes 
so deposited as directed by a majority of the Committee and 
Illinois Merchants Trust Company is fully authorized and em- 
powered to transfer, deliver and dispose of any or all of said notes 
and the interest coupons therefor deposited hereunder to or in 
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accordance with the written request or order from time to time of 
the Committee, and all such orders shall be good and valid if 
signed by a majority of the Committee as it is constituted from 
time to time. Each depositor of notes shall upon the making of 
the deposit become a party to and be bound by all the terms and 
provisions of this agreement in the same manner and to the same 
extent and with the same effect as if he had personally signed this 
agreement and shall be entitled to receive from the depositary a 
transferable certificate of deposit in substantially the following 
form: 
Ittinois MrercHants Trust COMPANY 
INUMbER aa ene ae A Neierernera Oc of Notes. 

Certificate of Deposit for Eight Per Cent Serial Gold 
Notes of The Oliver Typewriter Company, dated May 1, 1921. 

sDhis<certifies;,that hye ete aes hee ee (or his 
predecessor in interest) has deposited with the undersigned 
eight per cent serial gold notes of The Oliver Typewriter 
Company, dated May 1, 1921, of the aggregate principal par 
ValleObn s+ ame eee dollars ($\tns.2<8u ), said notes being 
nuimberedqs.mieh sires tHe ee , and each having attached 
thereto coupons maturing May 1, 1924 and thereafter. Said 
notes and coupons are deposited and this certificate is issued 
under and subject to the terms of a certain agreement, dated 
Ptah che Sarde ters , A. D. 1924, now on file in the office of the 
undersigned relating to such notes and said notes are subject 
to the direction, control and disposition of the Committee 
named in said agreement and their successors. 

The holder of this certificate and any and all assignees 
thereof by accepting this certificate becomes a party to said 
agreement and becomes bound thereby in the same manner 
and to the same extent as if he had executed the same. 

This certificate is transferable only on the books of the 
undersigned, upon the written order of the registered holder 
hereof, but neither the undersigned nor said Committee shall 
be bound to take notice of or be affected by any trust respect- 
ing the ownership or title of this certificate or of the notes 
represented thereby. This certificate must be returned to the 
undersigned, properly endorsed, before any holder or assignee 
shall be entitled to receive any of said notes or any of the 
proceeds thereof. 

CHICAGO, ILLINOIS; Seas: ee , Av D: 1924. 

IttInois MERCHANTS Trust Company, 
Bye MA Sei See oe eee 
The holder or assignee of any such certificate shall be subject 
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to all of the obligations of a Depositor hereunder in the same 
manner and to the same effect as though such holder or assignee 
had originally deposited the notes and coupons represented by such 
certificate and with like effect as if this agreement had been signed 
by him in person. 

Tuirp: The Committee is hereby vested with the legal title 
to all the notes and coupons which may be deposited under this 
agreement and the Depositors hereby assign and transfer all such 
notes and coupons to the Committee. 

FourtH: The Committee are hereby constituted and appointed 
the agents, attorneys and representatives of the Depositors for the 
purpose of protecting, guarding, securing and enforcing the rights 
of the Depositors arising from or accruing out of said notes and 
coupons and the trust agreement relating to them and the Com- 
mittee shall have full power and authority to represent, bind and 
act for the Depositors in all such matters as fully and completely 
and effectively as the Depositors themselves might do; and the 
powers hereinbefore given shall not be narrowed or limited by 
any enumeration of the powers hereinafter contained. 

Without limiting, restricting or affecting the power and authority 
above granted to the Committee, it is agreed and provided that 
the Committee may do all such acts and things and may institute, 
carry on, defend, control, settle and dispose of all such suits and 
proceedings at law or in equity or otherwise as they may deem 
expedient, necessary or convenient for securing the payment of 
the whole or any part of the principal or interest of said notes or 
for obtaining any benefit or security or for protecting, enforcing, 
guarding or securing any rights or interests of the Depositors. 

The Committee shall have full power and authority; (1) To 
apply for or join with others in applying for or consent to or 
oppose the appointment of a receiver or receivers of any of the 
property of the Company; (2) To assent to or oppose any order 
of court which any receiver or other party may suggest or propose 
for the use, preservation, maintenance, equipment, repair, rehabili- 
tation, improvement, alteration, extension, sale, lease or disposition 
of any property of the Company; (3) To assent to or oppose the 
issue and sale of receivers’ certificates, notes or bonds, which may 
be secured by lien upon any property of the Company or other- 
wise; (4) To institute, prosecute, settle, compromise, discontinue 
or dismiss any and all such suits or proceedings at law or in equity 
or otherwise as they may deem expedient, necessary or convenient; 
(5) To join with others in the institution, prosecution, settlement, 
compromise, discontinuance, dismissal or abandonment of any 
proceeding; (6) To compromise or settle any or all of the claims 
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or rights of the Depositors hereunder; (7) To authorize or direct 
the Trustee under said trust agreement to take action thereunder 
or to institute, prosecute, settle, compromise, discontinue or dis- 
miss any and all such suits and proceedings at law or in equity or 
otherwise as they may deem expedient, necessary or convenient 
and to indemnify the Trustee and the Depositary; (8) To arrange 
for and to assent to or to oppose from time to time any sale on 
any terms, either for cash or upon credit or partly for cash and 
partly upon credit, or to consent to or oppose any assignment, lease, 
exchange, encumbrance, mortgage or conveyance, of any property 
of the Company; (9) To consent to or oppose any reorganization, 
consolidation or readjustment of the Company or of its finances; 
(10) To buy for the account of the Depositors any property of the 
Company and to sell on any terms, assign, lease, exchange, en- 
cumber, mortgage, improve, convey and dispose of all such 
property; (11) To demand, collect and receive all amounts that 
may be or may become due or owing upon the said notes and 
coupons; (12) To sue for and recover or cause the Trustee to sue 
for and recover all amounts that may be or may become due or 
owing upon said notes and coupons; (13) To compromise, com- 
pound, adjust and settle any and all taxes, and tax claims respect- 
ing any property of the Company or of the Committee; (14) To 
sell, assign, exchange and dispose of said notes and coupons and 
any part thereof and any property received therefor, either for 
cash or for bonds or other securities or shares of stock of other 
corporations or other property; (15) To make, execute and deliver 
any instrument in writing necessary or convenient to enable the 
Committee to carry out any of the purposes of this agreement; 
(16) To receive moneys or property payable on or for said notes 
and coupons; (17) To use the said notes and coupons and the 
proceeds thereof, in their discretion, to carry out any of the 
purposes of this agreement; (18) To employ agents, attorneys, 
counsel, experts and accountants, and to fix and pay their com- 
pensation and to pay reasonable compensation for all services that 
may be rendered to or at the request of the Committee and to pay 
Illinois Merchants Trust Company for its services hereunder; (19) 
To borrow money, from time to time, in their discretion, to carry 
out the purposes, powers and trusts hereof, and to pay any taxes 
or encumbrances or claims against the property of the Company; 
(20) To use, pledge, convey or cause to be conveyed any of said 
notes or coupons or any property of which the Committee may 
become seized and possessed to secure the payment of any loan 
to the Committee for the payment of any indebtedness or liability 
which shall be made or incurred by the Committee; (21) To 
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protect, manage, control, lease, improve, insure, sell, assign, ex- 
change, encumber, mortgage, convey and dispose of any property 
which the Committee may acquire; (22) To sell, assign, pledge, 
exchange and deal with said notes and coupons as fully as if they 
were the owners thereof; (23) To organize or form such corpora- 
tions, trusts, syndicates and committees as they may deem expedi- 
ent; (24) To adopt such rules and regulations for their own 
procedure as they may deem expedient; and (25) The Committee 
shall have all the authority, powers, discretions and rights with 
respect to said notes and coupons which absolute owners might 
have and the Committee shall have full power and authority to 
deal with said notes and coupons as absolute owners thereof. 

It is understood and agreed, however, that the powers hereby 
granted to the Committee are discretionary, and that the Commit- 
tee shall be under no obligation to do any act, or take any step or 
proceeding hereunder, or to exercise any of the powers hereby 
granted, in case the Committee shall deem it for the best interests 
of the bondholders not to take such action or to exercise such 
power. 

FirtH: The powers and duties hereby vested in the Commit- 
tee may be exercised by a majority of the members thereof and 
the action of the majority of the members of the Committee shall 
constitute the action of the Committee and have the same effect 
as if assented to by all. The Committee may employ agents, 
servants and attorneys and may consult counsel and may delegate 
their powers. Any member of the Committee may act by or 
through an agent or attorney appointed in writing. Any member 
of the Committee may resign by notice in writing deposited with 
Illinois Merchants Trust Company and such resignation shall take 
effect upon the deposit of such notice. Vacancies in the Com- 
mittee, from whatever cause, shall be filled by the appointment 
of a successor or successors by the remaining members, who during 
the vacancies shall exercise all the powers and duties herein men- 
tioned. The members of the Committee shall be responsible only 
for their own acts and defaults respectively, and not for those of 
each other, and no member shall be personally liable to any other 
person or persons by reason of any act of the other members in 
which he does not concur. The number of members of the Com- 
mittee may by a majority vote of all the members be reduced at 
any time to not less than three (3) or increased to such number 
as the Committee may provide. The provisions contained in this 
agreement referring to the Committee shall extend and be appli- 
cable to the members thereof for the time being, notwithstanding 
any vacancy or vacancies that shall not have been filled and 
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notwithstanding any change in the personnel of the Committee. 

StxtH: In case the Committee shall acquire the property of 
the Company or any part thereof, they may cause the same to be 
conveyed to such person, persons, corporation or corporations as 
the Committee shall deem proper, in trust, to secure the payment 
of any money that the Committee shall have been obliged to raise 
for the purposes hereof or for the payment of any expenditures 
or liability or disbursement authorized hereunder, and subject 
thereto to be converted into personal property, either by sale or 
exchange for shares of stock, bonds or securities or other property, 
and the Committee may sell or exchange any property so acquired 
upon any terms that the Committee shall deem best. 

SEVENTH: Upon the completion of any arrangement, compro- 
mise, consolidation, reorganization or sale which the Committee 
shall have made or accomplished in accordance with the provisions 
hereof, the Committee shall hold all moneys, securities and prop- 
erty vested in them or acquired by them in carrying out the 
powers and trusts hereof: (1) To distribute the same or any part 
thereof among the Depositors ratably according to their respective 
interests in the notes and coupons deposited by them; or (2) In 
the discretion of the Committee, to sell and convert the same or 
any part thereof into money, with power to postpone such sale 
and conversion and then out of the proceeds to pay all expenses, 
liabilities and outgoings in the execution of these presents, includ- 
ing their own reasonable remuneration and expenses, and then to 
distribute the residue among the Depositors ratably as aforesaid. 
The Committee, in their discretion, may make such distribution 
at any time and may be compelled to make such distribution at 
any time after ninety (go) days from the date of the completion 
of such arrangement, compromise, consolidation, reorganization or 
sale upon the written demand of a majority in interest of the 
Depositors, upon receiving such reasonable indemnity as the 
Committee may require against damage or liability. 

The accounts kept by the Committee and the distribution made 
by the Committee shall be final, conclusive and binding as to 
calculation and amount. 

E1cHtH: Neither Illinois Merchants Trust Company nor any 
member of the Committee shall be answerable for any default of 
any officer, employee, agent or attorney selected and appointed 
with reasonable care. Neither Illinois Merchants Trust Company 
nor any member of the Committee shall be under any obligation 
or liability not affirmatively expressed herein. Tlinois Merchants 
Trust Company and the Committee shall be fully protected in 
acting upon any certificate, statement, report, order, notice, re- 
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quest, consent, affidavit or other paper or document believed to be 
genuine and to be signed by the proper party or parties. 

NinTH: The Depositors shall not be personally liable to the 
Committee or to any other person or persons for any sum of 
money or for, or in respect of any of the acts of the Committee, 
or any of them, except as herein provided. 

TENTH: Neither the Committee nor Illinois Merchants Trust 
Company shall be under any obligations, express or implied, to 
any noteholder who does not deposit his notes with Illinois Mer- 
chants Trust Company under the terms hereof, nor shall any 
noteholder not so depositing his notes have any right or claim 
whatsoever under or by virtue of this agreement. 

ELEVENTH: The Committee may at any time upon filing 
written notice with Illinois Merchants Trust Company terminate 
this agreement whenever they shall be of, opinion that a sufficient 
number of said notes have not been, or are not likely to be, de- 
posited hereunder, or whenever they shall think best so to do, or 
whenever the termination hereof shall be requested by three- 
fourths (34) in interest of the Depositors. The termination of 
this agreement shall not affect any previous acts or contracts of 
the Committee. The Committee shall be under no obligation to 
terminate this agreement or surrender the notes or coupons or 
any property thereunder, until all the expenses and liabilities 
incurred by the Committee and its own reasonable compensation 
shall have been paid. : 

TWELFTH: The Committee may limit the time within which 

_ bonds may be received and may extend any time so limited upon 
such conditions as the Committee shall deem proper. 

THIRTEENTH: Any notice ‘from the Committee or from a 
Depositor or from the Depositary to a Depositor hereunder may 
be given by mailing the same, with first-class postage prepaid, 
addressed to the Depositor at his address registered with the 
Depositary, and notice so given shall be deemed duly served upon 
the Depositor, and the certificate of any member of the Committee 
or of its secretary or of an officer, clerk or employee of the De- 
positary shall be conclusive evidence of the mailing of such notice. 

FouRTEENTH: The deposited notes and coupons and any other 
property received by the Committee under the provisions of this 
agreement shall be charged with the payment of the compensation 
of the Committee and its counsel’s fees and its expenses, indebted- 
ness, obligations and liabilities. 

FIrTEENTH: Any member of the Committee and any firm or 
corporation, of which he may be a member, stockholder, director 
or officer, and the Depositary, its officers, stockholders and 
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directors, may be and become pecuniarily interested in any prop- 
erty, securities or matters which are or may become the subject 
of this agreement. 

SIXTEENTH: Whenever the Committee shall propose to sell 
the deposited notes and coupons at a price which will net less 
than the par or face value of the deposited notes and coupons and 
whenever the Committee shall approve any plan or agreement of 
reorganization or readjustment, a statement of the terms of such 
proposed sale or a copy of such plan or agreement of reorganization 
or readjustment, as the case may be, shall be filed with the deposi- 
tary and thereupon a brief notice of such proposed sale or of the 
fact of the approval of such plan or agreement of reorganization 
or readjustment shall be given by the Committee by mailing such 
notice to each Depositor addressed to his last known address as 
shown upon the books of the depositary. The mailing of such 
notice shall be conclusive notice to all Depositors. Any Depositor 
may, at his option, within twenty (20) days of the date of the 
mailing of such notice withdraw from this agreement by (1) filing 
with the depositary at its office in Chicago written notice of his 
dissent from such proposed sale or plan or agreement of reorgan- 
ization or readjustment, as the case may be, and of his desire to 
withdraw from this agreement; and (2) depositing with the de- 
positary for the account of the Committee such sum as the Com- 
mittee shall, in its discretion, fix as a fair proportion payable by 
the withdrawing Depositor of the expenses and obligations of the 
Committee to the date of such withdrawal; and (3) surrendering 
to the depositary the certificates of deposit held by him; and 
(4) paying to the depositary for the account of the Committee 
such Depositor’s share as fixed by the Committee-of any obligation 
secured by any existing pledge of the deposited bonds. Thereupon 
such Depositor shall be fully released from the obligations of this 
agreement and shall cease to be a party hereto or to have any 
rights hereunder except that he shall be entitled to receive from 
the depositary’ notes of the same maturities as and of a face or 
par value equal to those represented by the certificate of deposit 
surrendered by him or the pro rata share apportionable thereto of 
the proceeds then held hereunder of such notes, but if the deposited 
notes shall be subject to any pledge created by the Committee the 
Depositor shall receive in lieu of notes an assignment and transfer 
subject to such pledge, and if the deposited notes shall be sold or 
exchanged for other property by the Committee then the Depositor 
shall be entitled to receive as determined by the Committee his 
fair proportion or interest in the property held or received in lieu 
of such notes or, at the option of the Committee, to receive a fair 
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payment or allowance in cash as fixed by the Committee in lieu 
of such interest in such property. 

Depositors who fail to withdraw in the manner aforesaid within 
such period of twenty (20) days shall be conclusively and finally 
presumed for all purposes to have irrevocably waived the right of 
withdrawal hereby given to them and their assent to and ratifica- 
tion of such proposed sale or such plan or agreement of reorgan- 
ization or readjustment, as the case may be, shall be conclusively 
and finally presumed and is hereby expressly conferred and 
irrevocably given whether or not such Depositor shall have ac- 
tually received notice of such proposed sale or such plan or 
agreement of reorganization or readjustment. The Committee, 
however, shall be at liberty to proceed to carry into effect and 
consummate the proposed sale of all notes and coupons not so 
withdrawn and to carry into effect and consummate the plan or 
agreement of reorganization or readjustment, if the Committee 
shall deem it wise to do so and such withdrawing Depositors shall 
have no further rights except as herein specified under this agree- 
ment or under any such plan or agreement of organization or read- 
justment. The Committee at any time prior to carrying out any 
proposed sale of notes or any plan or agreement of reorganization 
or readjustment may abandon the same, if in the discretion of the 
Committee it shall seem advisable to do so, notwithstanding the 
Committee may have declared the same effective and operative, 
or it may modify the same in any and all respects. In case any 
proposed sale or any plan or agreement of reorganization or read- 
justment shall be abandoned or modified in any respect, in which 
the Committee in its uncontrolled discretion shall deem to be 
material, or any other sale of said notes be proposed which will 
net less than the par or face value of the deposited notes and 
coupons, the foregoing provisions concerning the filing of state- 
ments and copies thereof and the giving of notice thereof and con- 
cerning dissent and ratification shall apply to such new proposals 
and modified plans and agreements. 

SEVENTEENTH: The Committee may allow any Depositor to 
withdraw his notes and coupons or proceeds thereof upon such 
terms and conditions as the Committee may, from time to time, 
fix. 

EIGHTEENTH: Neither the Committee nor any member of it 
nor the depositary nor any agent of the Committee or of the de- 
positary shall be liable for any estimate, statement, explanation, 
suggestion or anything contained herein or in any letter or circular 
that may hereafter be issued or published by the Committee or 
any other party and no such estimate, statement, explanation or 
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suggestion is intended or is to be taken or accepted or to be con- 
strued as a representation or warranty or as a condition of or 
inducement for any deposit or assent to this agreement or any 
modification thereof. 

NINETEENTH: This agreement shall bind the heirs, legal rep- 
resentatives and assigns of the several parties Depositors here- 
under, and such parties, by whatever name called, shall be held 
to include executors, administrators, guardians and conservators 
and all persons acting in any fiduciary capacity and in like manner 
all corporations. : 

For convenience, this instrument may be executed in various 
counterparts, one of which executed by the Committee shall be 
deposited with Illinois Merchants Trust Company and any one 
counterpart shall be sufficient evidence of this agreement and it 
shall not be necessary to produce or prove the execution of any 
other counterpart hereof. 

IN WITNESS WHEREOF, the parties of the first part have here- 
unto set their hands and seals and the Depositors evidence their 
assent hereto by their deposit hereunder of said bonds of the 
Company. 


J. E. BLUNT, JR. (SEAL) 
B. G. McCiovup. (SEAL) 
PauL BUHLIG. (SEAL) 
F. T. Rockwoop. (SEAL) 
B. F. TAYLor. (SEAL) 


29. Reorganization of Subsidiary Company 


‘Not infrequently a subsidiary company proves to be a 
losing venture and were it not for the interposition of the 
powerful parent company a receivership would be inevitable. 
There are various ways by which a parent company may 
come to the assistance of an embarrassed subsidiary in order 
to prevent a receivership. An illustration is provided in the 
experience of the Continental Paper and Bag Mills Corpo- 
ration, a subsidiary of the International Paper Company. 
For a period of several years ending with 1927 the company 
had played a losing hand owing to conditions of the trade 
and intense and destructive competition, although its busi- 
ness was maintained at almost maximum production, and in 
spite of large expenditures for capital improvements designed 
to effect operating economies. For the two-year period 
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ending December 31, 1926, and the first eight months of 
1927, the company sustained net losses, aggregating after 
interest, depreciation and taxes, over $3,000,000. Form 
431 is a copy of the balance sheet of the company and its 
subsidiaries as of June 30, 1923, a copy of the balance sheet 
of the same companies as of June 30, 1927, and a statement 
showing results of operation for each of the two years ending 
December 31, 1925, and December 31, 1926, and for the 
first eight months of 1927. 

During this period of difficulties the International Paper 
Company made advances to the Continental Paper and Bag 
Mills Corporation to provide the needed capital improve- 
ments and to meet interest and sinking fund charges on 
outstanding obligations so that as of November 1, 1927, 
the subsidiary company owed the parent company over 
$6,700,000. In addition, International Paper Company had 
guaranteed bank loans of Continental Paper and Bag 
Corporation amounting to $1,745,000. 

As a result of the unfavorable situation the market value 
of the Continental’s First and Refunding Mortgage Bonds 
' underwent a substantial depreciation in market price, selling 
for about 75% of par value. A committee of bankers 
representing the holders of these bonds undertook negotia- 
tions with representatives of the International Paper Com- 
pany to find what the latter company would do towards 
working out a plan to improve the situation. The board of 
directors of the International Paper Company decided not to 
make further advances to the Continental Paper and Bag 
Mills Corporation, believing that the solution to the situation 
lay in a radical readjustment of its financial structure. Indi- 
cations were that on February 1, 1928, the company would 
default on interest payments on the above mentioned bonds 
with resulting receivership and foreclosure. 

The committee believed that such an outcome would be 
disastrous to holders of the First and Refunding Mortgage 
Bonds, and accordingly, through negotiations with the Inter- 
national Paper Company, made arrangements whereby the 
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latter agreed to buy these bonds, issuing in payment 7% 
cumulative preferred stock of International Paper Company 
at the rate of .825 of a share of such stock for each $100 
principal amount of such bonds with all coupons maturing 
after August 1, 1927, attached, and to make an appropriate 
dividend adjustment in cash. A copy of the exchange offer 
is shown in Form 432, Exhibit A (page 1174). 

Regarding this offer the committee said: 

The above-mentioned offer is conditioned upon its acceptance 
in the manner set forth below on or before December 15, 1927, by 
bondholders owning in the aggregate at least 90% of the total 
principal amount of such bonds outstanding, with the right on the 
part of International Paper Company, at its option, to extend 
such date by not more than go days in the aggregate and/or to 
declare the exchange offer effective upon acceptance by a smaller 
percentage of the outstanding bonds. 


ForM 431 


CONTINENTAL Paper & BAG MILLs CORPORATION 
AND SUBSIDIARY COMPANIES 
COMPARATIVE CONSOLIDATED GENERAL BALANCE SHEETS 


ASSETS 
June 30,1927 June 30, 1923* 
CapitaL ASSETS: 
Properties, less reserve for depreciation.$18,986,603.83 $18,007,454.23 


Securities 1.0.0... eee ce eee cece eens 315,191.00 399,045.71 
$19,301,704.83 $18,407,399.94 
SINKING 2 RUNDiowsn «tt miehia iettene sacs sha cies 18,406.74 51,387.56 
CurrENT ASSETS: 
Gash &.Se iS ostoracsta stem tenencaetehtotaus aves 510,049.63 964,819.52 
Accounts & Notes Receivable.......... 2,351,241.84 1,664,784.34 
Inventories and cash advances for log- 
PINE OPerablonsienrsaiarcteakemrceretinks 5 003,606.99 4,010,557.12 
$ 7,864,898.46 $ 6,640,160.98 
DIEPERRED ASSETS aa vucan aoa ener 1,152,947.22 116,338.57** 
Total Assetswvuccs cn ae $28,338,047.75 $25,215,287.05 


*The figures of June 30, 1923, are from the audited balance sheet 
which was included in the offering circular of the Corporation’s First and 
eee Mortgage 612% Twenty-Year Sinking Fund Gold Bond, 

eries A. 

**Not including $999,958.33 Bond Discount charged directly to sur- 
plus on the audited balance sheet included in the circular but carried 
on the Company’s books as a Deferred Asset. 
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LIABILITIES 


June 30, 1927 June 30, 1923 
FunpDED Dest: 
First & Refunding 614% Gold Bonds 
Series A, due TOAA Hecate sielelacjaioseieiniets $ 5,348,400.00 $ 6,000,000.00 
Marinette & Menominee Paper Co. 714% 
First Mortgage Gold Bonds Series 
SNS CueRIOS Oe eT! sittin: I,500,000.00 I,907,400.00 
Continental Paper Products, Ltd. 64% 
First Collateral Mortgage Bonds Series 
/\s GUE NON Bios aan 5 sisinjel Wield ss eaeheiee «sts 641,500.00 750,000.00 
Purchase Property Obligations......... WME Siborocnocc6 
$ 7,632,250.00 $ 8,657,400.00 
CurRENT LIABILITIES: 


INGtesaiba yablesmemyean wcuccatvwe mesa. $ 1,967,562.05 $ 799,511.80 
Notes Payable—International Paper Co. 6,410,243.19 ........... 
Accounts) Bayablete....e....00s aeons ss 900,652.28 813,033.35 
Accounts Payable—International Paper 

(Cy, Ico ORDO b ae ORCC COs 308/242). Lee waletaerce snes 
Reserve soreincome rl aXxeSrs.1- ssi cer aorararcnc oe eh take 50,000.00 


$ 9,586,700.03  $ 1,663,445.15 


IGANDY CONTRACTSSPAVABLE:, ciolciers cite sie cists se tei cisielete 57,249.37 
IDEFERREDSEN CONE: faterereiors/oysistesniescieiels slevarers OS3:AT. bacaus eres 
IRSIGERVIES iar cvavetare oucvers ere iste le, eyess ars) alet stares ease 160,122,901 300,000.00 


Capirat Stock & SuRPLUS: 
Prior Preference 7% Preferred Stock, 


Cumulativersneresc siete eels eee as 4,C00,000.00 4,000,000.00 
6% Preferred Stock, Cumulative....... 2,500,000.00 2,500,000.00 
(COMMON MOLOCK Pare eiere isons eee oe 3,750,000.00 3,750,000.00 
SSUIrpolUSuuregersre one stor etek ocoseyon evaveuszesecocarenei oie ce 708,321.40 4,287,192.53 


$10,058,321.40 $14,537,192.53 


Se Lotalmicjabilitiessyasa. cles oS ecsey0 $28,338,047.75 $25,215,287.05 
CONTINGEN TEITABITAT Yi). « ofesieieie|« cise sle's) ol 61,745.56 79,474.32 


CONSOLIDATED PROFIT AND LOSS STATEMENT 
Eight 


Months Ended Year Ended Year Ended 
Aug. 31,1927 Dec. 31,1926 Dec. 31, 1925 


Total REVENUE. < csie:01 0s v.00, 6 $771,434.40 $ 262,760.55 $ 162,326.77 
DEpreclationer. i. \ciee sie celel° 338,548.58 492,964.35 458,007.95 

$432,885.82 $ 230.203.80 $ 205,681.18 
MESHES tree ee erolel sis coyeleie(eieiens © 954,471.63  1,103,097.50  1,060,564.47 

$321,585.81  $1,333,300.85 $1,350,245.05 
Reserves tor Insurances .s..6-- s.essse~ 25 000.00" satan menrdetnes 
INGE ILOSSHLOL PELIOGI 1s efe16-6 «re $321,585.81 $1,358,300.85 $1,350,245.65 


Figures in Italics denote Deficit. 
ee eee 2 ————————————— 
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As the 7% Cumulative Preferred Stock of International Paper 
Company is selling in the market at approximately 103 as of this 
date, the exchange offer is equivalent to about 85 for the bonds, 
plus interest at the rate of slightly over 534% per annum since 
August 1st last. The bondholders accepting the offer will, on 
consummation thereof, receive a 7% Cumulative Preferred Stock, 
listed on the New York Stock Exchange, of a successful and 
growing company—the largest of its kind in the world—and on 
the basis of the dividend rate payable on the shares to be issued 
in exchange for the bonds such bondholders will continue to re- 
ceive a return of nearly 614% per annum on the original offering 
price (viz. 95) of the bonds. Moreover, the bondholders being 
in possession of International Paper Company 7% Cumulative 
Preferred Stock would benefit by any increase in the market 
value thereof which might develop if the Company continues to 
demonstrate increasing earning power. If the price of the Pre- 
ferred Stock should reach that of the preferred stocks of other 
large and important companies, the amount originally invested 
by any bondholder would be fully regained. 

The undersigned believe that the acceptance of the offer under 
existing conditions will be in the interests of the bondholders, and 
they are accordingly accepting the same in respect of the bonds 
owned by them and are recommending to their respective cus- 
tomers that they do likewise. 

In order to facilitate acceptance of its offer, International Paper 
Company has entered into a deposit agreement with The Chase 
National Bank of the City of New York, as Depositary, dated 
as of November 1, 1927, a copy of which may be had on applica- 
tion to such Depositary or to any of the undersigned. The 
original of the offer of International Paper Company, addressed 
to the holders of the above-mentioned bonds, is on file with such 
Depositary and a copy thereof is attached to such deposit agree- 
ment. As provided in the offer, if by December 15, 1927 (or by 
such later date not more than go days thereafter as International 
Paper Company may approve by notice to such Depositary) the 
holders of 90% in principal amount of the bonds outstanding (or 
such smaller percentage thereof as International Paper Company 
may approve) have accepted the offer by the deposit of their 
bonds with all coupons maturing after August 1, 1927, attached 
under said deposit agreement, International Paper Company 
agrees within 30 days after the deposit of the required amount of 
the bonds to deposit with such Depositary the Preferred Stock 
required for the purpose of effecting the exchange and the cash 
required to effect the dividend adjustment as above set forth, and 
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the Depositary will then make delivery of the Preferred Stock 
(and its own fractional scrip receipts, for fractional interests 
therein) to the record holders of its deposit receipts, or their 
registered assigns, on surrender thereof, and will also pay to them 
their pro rata share of the cash so deposited to effect the dividend 
adjustment provided for in the offer. 


The deposit agreement referred te in the preceding para- 
graph is shown in Form 432. Exhibits A, B, and C, respec- 
tively, are the exchange offer, deposit receipt employed, and 
fractional scrip for 7% cumulative prefered stock. 

Form 433 is the option notice to the Chase National Bank 
providing for sale of the preferred stock received in exchange 
for the bonds. 

Form 434 is a letter issued December 1, 1927, explaining 
the advantages of the proposed exchange resulting from the 
appreciated market value of the preferred stock. 


ForM 432 
Derposir AGREEMENT 


Agreement, dated as of November 1, 1927, between Interna- 
tional Paper Company, a corporation of the State of New York, 
hereinafter called the “Company”, party of the first part; The 
Chase National Bank of the City of New York, a national banking 
association of the United States of America, hereinafter called 
the “Depositary”, party of the second part; and such holders and 
registered owners of the First and Refunding Mortgage 612% 
Twenty-Year Sinking Fund Gold Bonds, Series A, of Continental 
Paper & Bag Mills Corporation, a corporation of the State of 
Delaware, as shall become parties hereto in the manner hereinafter 
provided, who, with their successors in interest, are hereinafter 
called the “Depositors”, parties of the third part. 

Wuereas, the Company desires to acquire the outstanding 
First and Refunding Mortgage 612% Twenty-Year Sinking Fund 
Gold Bonds, Series A, of Continental Paper & Bag Mills Corpora- 
tion (hereinafter called the “Bonds”), and has made an offer 
bearing even date herewith to the holders and registered owners 
thereof to purchase the Bonds and to issue and/or deliver in 
payment therefor the 7% Cumulative Preferred Stock of the 
Company (hereinafter called the “Preferred Stock”), upen the 
basis and subject to the terms and conditions of said offer; and 
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Wuereas, the original of said offer (hereinafter called the 
“Exchange Offer’), has been delivered to and is now lodged with 
the Depositary for the account and benefit of the holders and 
registered owners of the Bonds, a copy of which is hereto attached 
marked Exhibit A and hereby made a part hereof; and 

Wuereas, the Company, as contemplated in the Exchange 
Offer, desires by this Agreement to provide a method for the 
acceptance of the Exchange Offer by holders and registered owners 
of the Bonds and for the consummation of the Exchange Offer, 
if the same shall become effective in accordance with its terms; 

Now THEREFORE, in consideration of the premises and of the 
mutual covenants hereof, the parties hereto do hereby severally 
agree, each Depositor agreeing (each for himself and not for any 
of the others) with the other Depositors and with the Company 
and the Depositary, as follows: 

1. Any holder or registered owner of the Bonds may become a 
party hereto by depositing with the Depositary within the time 
limit provided in the Exchange Offer his Bond or Bonds, with all 
coupons maturing after August 1, 1927, attached, accompanied 
in the case of registered Bonds by duly executed assignments in 
blank, all signatures being guaranteed to the satisfaction of the 
Depositary. The deposit of the Bonds and the acceptance of 
deposit receipts issued therefor as hereinafter provided shall have 
the same force and effect as if the Depositors had in fact sub- 
scribed their names as parties to this Agreement. 

2. Each Depositor making a deposit as aforesaid shall be 
entitled to receive from the Depositary a deposit receipt specifying 
the principal amount of the Bonds so deposited. Such deposit 
receipt shall be substantially in the form hereto annexed, marked 
Exhibit B and made a part hereof. Each taker and holder of a 
deposit receipt issued hereunder by the Depositary, and any 
transferee thereof, by receiving such receipt thereby becomes a 
party to this Agreement and is bound by all of its provisions. 

3. Any deposit receipts issued hereunder and the interest 
represented thereby shall be transferable in accordance with such 
regulations as may be adopted by the Depositary, and subject to 
the terms of this Agreement, only on the books of the Depositary 
by the registered holder thereof, or by his duly authorized attorney, 
upon presentation of such receipt to the Depositary, provided, 
however, that after the Exchange Offer shall have become effective 
pursuant to its terms the Depositary may, after notice by mail to 
the registered holders of the deposit receipts, close its books for 
the transfer of the deposit receipts, and thereafter no deposit re- 
ceipt shall be transferable except in such instances and upon such 
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conditions as the Depositary may permit. Neither the Company 
nor the Depositary nor any agent of either shall be bound to 
take notice of, or shall in anywise be affected by any trust respect- 
ing the title or ownership of any deposit receipt, or the interest 
represented thereby, but they shall be entitled to treat the regis- 
tered holder thereof as the absolute owner thereof for all purposes, 
unaffected by any notice or claim of notice to the contrary. 

4. Every holder of a deposit receipt agrees that any transfer 
of the same shall operate as an assignment by the transferor of 
all his right, title and interest in and to the deposited Bonds 
and/or the Preferred Stock and cash deliverable under the Ex- 
change Offer in respect thereof, represented by such deposit receipt. 
By delivering any deposit receipt issued hereunder to the De- 
positary fof transfer, the holder thereof irrevocably constitutes 
and appoints the Depositary as his attorney to endorse in his 
name and to surrender any certificate or certificates issued in 
the name of such holder and representing the shares of the Pre- 
ferred Stock deliverable to him in respect of the deposited Bonds 
represented by such deposit receipt, to the Company for transfer, 
and to receive in exchange therefor a certificate or certificates 
for the Preferred Stock, registered in the name of the Depositary 
or its nominee or nominees or in the name of the transferee of 
such deposit receipt. No transfer of any registered Bond deposited 
hereunder need be made or caused to be made by the Depositary 
upon the books of the Registrar of the Bonds unless and until 
the Exchange Offer shall become operative as to such Bond, 
provided, however, that on or after the transfer by any Depositor 
of a deposit receipt, or any part thereof, representing a deposited 
registered Bond or Bonds, such Bond or Bonds may, at the option 
of the Depositary, be transferred into the name of the Depositary 
or its nominee or nominees or into the name of such transferee 
or transferees. 

5. Incase any deposit receipt issued hereunder shall be muti- 
lated, destroyed or lost, there may be issued a new receipt of the 
same serial number and of like tenor and representing the same 
amount of Bonds in exchange and substitution for the receipt 
mutilated, destroyed or lost, upon the delivery of such mutilated 
receipt or upon furnishing to the Depositary proof satisfactory to 
it of the destruction or loss of such receipt, and upon furnishing 
the Depositary and the Company indemnity satisfactory to them 
against any loss or damage for so doing. 

6. Subject to the Exchange Offer becoming effective by the 
deposit hereunder of Bonds to the required amount and within 
the time limit provided in the Exchange Offer, the Company 
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irrevocably agrees with each and every Depositor, and with the 
Depositary, to acquire all outstanding Bonds deposited hereunder 
within the time limit so provided, and to pay therefor by issuing 
and/or delivering to the Depositary within 30 days after the 
Exchange Offer shall have become effective the Preferred Stock 
and by paying to the Depositary the cash (in each case for the 
account of the Depositors as their respective interests may appear), 
to the respective amounts required by the terms of the Exchange 
Offer to effect payment in full for all Bonds so deposited; and, 
subject as aforesaid, each holder of a deposit receipt irrevocably 
agrees to the delivery to the Company by the Depositary of the 
deposited Bonds represented by his deposit receipt upon receipt 
by the Depositary for his account of the Preferred Stock and 
cash deliverable in respect thereof under the terms of the Exchange 
Offer. 

7. The certificates for the Preferred Stock deliverable to the 
Depositary, as above provided, shall be made out in the names 
of the registered holders of the deposit receipts as their respective 
interests therein may be certified to the Company by the Deposi- 
tary; or, if the Depositary shall so request, all or any part of 
such certificates shall be made out in the name or names of the 
nominee or nominees of the Depositary. All cash payments re- 
quired to be made to the Depositary as above provided, shall be 
paid in New York funds to the Depositary or upon its order. 
On receipt by the Depositary within 30 days after the Exchange 
Offer shall have become effective of certificates for the Preferred 
Stock and cash to the respective amounts required by the terms 
of the Exchange Offer in respect of all Bonds deposited hereunder 
within the time limit provided in the Exchange Offer, the De- 
positary shall deliver to the Company the Bonds deposited with 
it hereunder, with all coupons maturing after August 1, 1927, 
attached. After receipt by the Depositary of certificates for the 
Preferred Stock and cash as above provided, and upon surrender 
by the registered holders of their respective deposit receipts repre- 
senting Bonds deposited hereunder, properly endorsed if required 
by the Depositary, the Depositary shall deliver to such holders 
certificates made out in the names of such registered holders for 
the number of full shares of the Preferred Stock to which they 
are respectively entitled and fractional scrip receipts, substantially 
in the form hereto annexed marked Exhibit C and made a part 
hereof, representing the fractional interests in shares of such 
Preferred Stock to which they are respectively entitled, together 
with the requisite amount in cash to effect the dividend adjust- 
ment, all on the basis provided in the Exchange Offer. 
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8. The Depositary shall not be under any duty or obligation 
while in possession of any of the Bonds deposited hereunder to 
present any of the Bonds or coupons thereto attached for payment 
or to take any action to endeavor to enforce the collection or 
payment thereof. The Depositary may, however, in its discretion, 
detach from the Bonds any coupons which shall have matured and 
present the same for payment and any amount received in pay- 
ment of any such coupons shall be held by the Depositary subject 
to the provisions hereof. In case the Exchange Offer shall not 
have become effective or shall not have been consummated as 
therein provided, any cash received by the Depositary on the 
payment of any such coupons shall be delivered to the Depositors 
entitled to receive the same in lieu of the coupons so paid. In case 
the Exchange Offer shall become effective and shall be consum- 
mated as therein provided, the Company shall be entitled to 
receive credit on account of the amount payable in respect of the 
dividend cash adjustment provided for in the Exchange Offer to 
the extent of the amount received by the Depositary on payment 
of any coupons detached from the deposited Bonds. 


9. In the event that the Exchange Offer shall not have become 
effective or shall not have been consummated as therein provided, 
a notice to that effect shall be mailed by the Depositary to the - 
registered holders of deposit receipts representing the deposited 
Bonds, and the Bonds shall thereupon be returnable to the holders 
of deposit receipts, upon surrender thereof, properly endorsed, if 
required, to the Depositary, to the respective amounts represented 
by the deposit receipts, with all coupons maturing after August 1, 
1927, attached, or, in case any of such coupons shall not be so 
attached, an amount in cash equal to the face amount of any 
detached coupons. The holders of deposit receipts agree, upon 
notice from the Depositary, to surrender such deposit receipts 
and to accept such Bonds, with cash for coupons detached, if 
any, in lieu thereof. 


10. The Depositary, for itself and its successors, agrees to 
act as Depositary under this Agreement, but only upon the terms 
and conditions hereof, including the following, all of which shall 
bind the Company and the Depositors: 

(a) The Depositary assumes no obligation to distribute 
any stock or to pay any money to any Depositor unless and 
until, and only to the extent, that the same shall be delivered 
or paid to it for such purpose. Se a 

(6) The Depositary shall not be responsible in any manner 
whatever for any of the representations and recitals contained 
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herein or in the Exchange Offer, or in any circular issued here- 
under or in connection herewith. 

(c) No statement, explanation or suggestion contained in 
any notice or circular which may be issued or advertised or 
otherwise distributed by the Depositary or by the Company 
or by anyone interested in the proposed adjustment, is intended 
or is to be accepted as a representation or warranty or as a 
condition of deposit of Bonds hereunder. 

(d) The Depositary shall not be liable to anyone for any 
act or omission of any agent thereof or employee selected in 
good faith, nor for any error of judgment, or mistake of law, 
nor for any action taken in good faith in the belief that any 
certificate of stock or bond or any other document or paper, 
or any signature is genuine, nor for anything under or in con- 
nection with this Agreement other than wilful malfeasance. 

(e) The Depositary and the Company, by the execution 
and delivery of this Agreement, assume no obligation, legal or 
equitable, expressed or implied, to any holder or registered 
owner of the Bonds who shall not deposit his Bonds hereunder, 
nor to any person whomsoever, other than the holders of 
deposit receipts issued in accordance with the terms of this 
Agreement. 

(f) Depositors shall not be liable for any costs, charges 
or expenses whatever in connection with the deposit of Bonds, 
the purchase thereof by the Company hereunder or the return 
thereof to the Depositors, and the Depositary shall look solely 
to the Company for reimbursement of its costs, charges and 
expenses and compensation for its services hereunder, all of 
which the Company agrees to pay to the Depositary upon 
its request. 

(g) The Depositary may advise with counsel (who may 
be of counsel for the Company) and the opinion of counsel 
shall be full protection and justification of the Depositary for 
anything done or omitted or sought to be done by it in 
accordance with such opinion. 

(4) The Depositary shall not, by the deposit of Bonds 
hereunder, obtain any title to such Bonds so deposited, nor 
any interest therein or obligation in respect thereof other than 
the custody and disposition thereof and of the coupons thereto 
attached in accordance with the terms of this Agreement. 

(7) The Depositary, and any of its officers, directors or 
agents, may be or become Depositors and may deposit Bonds 
hereunder, and shall in such event be entitled to all the benefits 
anc rights conferred upon Depositors under any provisions 
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hereof or of the Exchange Offer, the same as though the De- 
positary were not acting as such hereunder; and the Depositary 
may make any contract or arrangement with the Company or 
with any bankers or banking group interested in the Bonds or 
may be a member of or otherwise interested in any committee, 
group or syndicate which may contract with the Depositors or 
any of them or with the Company or be formed in furtherance 

.of or in connection with the consummation of the Exchange 

Offer, with the same freedom as though the Depositary were 

not acting as such hereunder; and the Depositary may act 

as Trustee under the mortgage securing the Bonds and act 
with the same freedom thereunder as though the Depositary 
were not acting as such hereunder. 

11. Each holder of a deposit receipt, by the surrender of his 
receipt and acceptance of the certificates of Preferred Stock, 
fractional scrip receipts, and cash distributed by the Depositary 
upon the consummation of the Exchange Offer as herein provided, 
or in the event that such offer shall not become operative as 
therein provided, upon return of the amount of the Bonds desig- 
nated in the receipt, with cash for coupons detached, if any, 
releases and discharges the Depositary and the Company from 
all liability and accountability of every kind, character and de- 
scription whatsoever. 

12. The Depositary may appoint one or more agents to accept 
and receive deposits of Bonds for the Depositary and to deliver 
deposit receipts therefor and for other purposes connected herewith. 

13. All notices to the Depositors under this Agreement may 
be given by mail addressed to their respective addresses as the 
same appear on the books of the Depositary or by publication 
thereof twice in each week for two successive weeks in a newspaper 
of general circulation published in the Borough of Manhattan, 
City of New York. Any notice whatsoever, when so given by 
the Company or by the Depositary, may be taken and construed 
as though personally served upon all holders of deposit receipts 
as of the date of the mailing thereof or of the first publication 
thereof. . 

14. This Agreement and all the provisions herein shall extend 
to and be obligatory upon the parties hereto, and their, and each 
of their survivors, heirs, executors, administrators, successors and 
assigns. 

IN WITNESS WHEREOF, International Paper Company has caused 
this Agreement to be duly executed by its proper officers and has 
deposited the same with the Depositary specified herein; The 
Chase National Bank of the City of New York has caused this 
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Agreement to be duly executed by its proper officers; and the 
parties of the third part, the Depositors, have deposited their 
Bonds hereunder, all as of the day and year first above written. 
INTERNATIONAL PAPER COMPANY, 
By A. R. GRAUSTEIN, 


President. 
ATTEST: 
F. G. Simons, 
Secretary. 
THE CHASE NATIONAL BANK OF THE 
City or NEw York, 
By G. E. WARREN, 
Vice-President. 
ATTEST: 
R. C. SMITH, 
Assistant Cashier. 


EXHIBIT A 
EXCHANGE OFFER 
November 1, 1927 
To the Holders of Continental Paper & Bag Mills Corporation 
First and Refunding Mortgage 612% Twenty-Year Sink- 
ing Fund Gold Bonds, Series A: 

International Paper Company hereby agrees, subject to the 
conditions hereof, to purchase from the holders of the above- 
mentioned Bonds who shall accept this offer in the manner and 
within the time limit hereinafter provided, all of such Bonds in 
respect of which this offer shall be so accepted, and to issue and/or 
deliver in payment therefor the 7% Cumulative Preferred Stock 
(of the character now outstanding) of International Paper Com- 
pany, at the rate of .825 of a share of such Preferred Stock for 
each $1roo principal amount of such Bonds, with all coupons 
maturing after August 1, 1927, attached, and to make an ap- 
propriate dividend adjustment in cash so that each such Bond- 
holder exchanging his Bonds for such Preferred Stock will be 
entitled to receive an amount equal to dividends at the rate of 7% 
per annum on his interest in the shares deliverable under the offer, 
accrued from August 1, 1927, to the date from which the shares 
of Preferred Stock commence to draw dividends, namely, the 
regular quarterly dividend payment date next preceding the date 
of the issuance and/or delivery of such Preferred Stock. 

‘No fractional shares of such Preferred Stock will be delivered 
by International Paper Company on any such exchange, but 
arrangements have been effected with the Depositary under che 
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Deposit Agreement hereinafter mentioned whereby the total num- 
ber of shares of such Preferred Stock representing the sum of all 
fractional interests deliverable to all Bondholders accepting this 
Exchange Offer will be delivered to and held by such Depositary, 
against which it will issue to the Bondholders entitled to receive 
the same its own fractional scrip receipts entitling the holders, 
upon surrender thereof to the Depositary with one or more 
similar fractional scrip receipts, together aggregating one full 
ont to receive a certificate for one share of such Preferred 
tock. 

This Exchange Offer is conditioned upon its acceptance, in the 
manner hereinafter provided, on or before December 15, 1927, by 
holders of such Bonds owning in the aggregate at least 90% of the 
total principal amount of such Bonds now outstanding, with the 
right on the part of International Paper Company, at its option, 
to extend such date by not more than go days in the aggregate 
and/or to declare this Exchange Offer effective upon acceptance 
by the holders of a smaller percentage of the outstanding Bonds, 
by delivering written notice of its intention so to do to the De- 
positary hereinafter mentioned, on or prior to the date when 
the period for the acceptance of this Offer would otherwise ex- 
pire. 

For the purpose of providing a method for the acceptance of 
this Exchange Offer and for the consummation thereof, if it shall 
become effective on the conditions above provided, International 
Paper Company has entered into an agreement bearing even date 
herewith, with The Chase National Bank of the City of New York, 
as Depositary, copies of which may be had upon application to 
such Depositary or to International Paper Company. Any holder 
of such Bonds desiring to accept this Exchange Offer may do so 
only by delivering his Bonds, with all coupons maturing after 
August 1, 1927, attached, within the time limit above provided, to 
such Depositary at its principal office, No. 57 Broadway, New 
Vork City, for deposit under the above-mentioned Deposit Agree- 
ment, on receipt of which the Depositary will issue its deposit 
receipt therefor, exchangeable, if this Exchange Offer shall have 
become effective as above provided, for the Preferred Stock and 
cash dividend adjustment on the basis above set forth. 

If this Exchange Offer shall become effective by acceptance as 
above provided, International Paper Company agrees, within 30 
days thereafter, to deliver to such Depositary, upon receipt from 
it of the deposited Bonds with all coupons maturing after August 
I, 1927, attached (or with cash or credit for coupons detached, if 
any), the Preferred Stock required for the purpose of effecting 
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the exchange and the cash required to effect the dividend adjust- 
ment as above set forth, in respect of all the Bonds so delivered, 
and the Depositary will then make delivery of the Preferred Stock 
(and its own fractional scrip receipts for fractional interests 
therein) to the record holders of its deposit receipts, or their 
registered assigns, on surrender thereof, and will also pay to 
them their pro rata share of the cash so deposited to effect the 
dividend adjustment provided for in this Exchange Offer. 

All holders of the above-mentioned Bonds desiring to accept 
this Exchange Offer should act promptly in order that the Offer 
may become effective at an early date. 

INTERNATIONAL PAPER COMPANY, 
By A. R. GRAUSTEIN, 
President. 


EXHIBIT B 


Principal Amount 
of Bonds 
Deposit Receipt 
for 
First and Refunding Mortgage 612% Twenty 
Year Sinking Fund Gold Bonds, Series A, 
of 
CONTINENTAL Paper & Bac Mitts CorPoRATION 
Deposited under Deposit Agreement dated as of November 
I, 1927, in acceptance of the terms of an offer of Inter- 
national Paper Company for the exchange of its own 7% 
Cumulative Preferred Stock for said bonds, as set forth 
in a circular letter dated as of November 1, 1927, addressed 
to the holders of said bonds, the original of which is 
lodged with and may be inspected at the principal office 
of the Depositary. 
THE CHASE NATIONAL BANK OF THE City oF New York 
as Depositary under said Deposit Agreement hereby certifies that 
Se AE Se ee , or assignors, has deposited with it under 
said Deposit Agreement, pursuant to the terms of said Exchange 
Offer, bonds of the above issue with all coupons maturing after 
August 1, 1927, attached, bearing numbers as follows: 
of the aggregate principal amount of 
dollars, as set forth above. 


The holder hereof, by receiving this receipt, assents to and is 
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bound by the provisions of said Exchange Offer and said Deposit 
Agreement, and irrevocably authorizes the undersigned Depositary 
to exchange said deposited bonds, in case said Exchange Offer 
shall become effective in accordance with its terms, for the 7% 
Cumulative Preferred Stock of International Paper Company on 
the basis of .825 of a share of such Preferred Stock for each $100 
principal amount of said deposited bonds, together with a dividend 
adjustment in cash on the basis set forth in said Exchange Offer. 
Upon surrender of this receipt, duly endorsed if required, to the 
undersigned Depositary at its principal office, No. 57 Broadway, 
Borough of Manhattan, New York City, N. Y., the holder hereof 
shall be entitled (a) if said Exchange Offer shall have become 
effective and shall have been consummated in accordance with 
its terms, to receive a certificate or certificates, in temporary 
or definitive form, for the number of full shares of the 7% Cumu- 
lative Preferred Stock of International Paper Company deliverable 
in respect of said deposited bonds on the basis set forth above, and 
a fractional scrip receipt of the undersigned representing the 
fraction of a share, if any, of such Preferred Stock so deliverable 
in respect of said deposited bonds, together with an amount in 
cash necessary to effect the dividend adjustment on the basis set 
forth in said Exchange Offer, when certificates for shares of such 
stock and such cash shall have been received by the undersigned 
as provided in said Deposit Agreement; or (b) if, as provided in 
said Deposit Agreement, said Exchange Offer shall not have 
become effective or shall not have been consummated within the 
time limit therein provided, namely within 30 days after said 
Exchange Offer shall have become effective, to the return of bonds 
of the above-mentioned issue to the aggregate principal amount 
of said bonds represented by this receipt, with all coupons matur- 
ing after August 1, 1927, attached, or, in case any of such 
coupons shall not be so attached, an amount in cash equal to the 
face amount of such coupons. The undersigned shall have the 
right at any time to set aside and hold a specific certificate or 
certificates for shares of the 7% Cumulative Preferred Stock of 
International Paper Company for delivery against the surrender 
of this receipt. ; 

This receipt, and all rights and interests evidenced hereby are 
transferable, subject to the terms and conditions of said Deposit 
Agreement, only on the books of the undersigned Depositary on 
the surrender hereof properly endorsed for transfer by the regis- 
tered holder in person or by his attorney thereunto duly authorized, 
but until so transferred the undersigned Depositary and Inter- 
national Paper Company may treat the registered holder hereof as 
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the owner of the rights and interests represented hereby and shall 
not be affected by any notice to the contrary. 
Dated, New York, 
Tue CuHase NATIONAL BANK OF THE CITY 
or New York, 


Depositary, 
By 
Trust O ficer. 
Assistant Cashier. 
EXHIBIT C 
No. ———_ of One Share 
1000 
FRACTIONAL SCRIP 
for 
7% CUMULATIVE PREFERRED STOCK 
of 


INTERNATIONAL PAPER ‘COMPANY. 

Tus 1s To Certiry that the bearer hereof on surrender to the 
undersigned at its principal office in the Borough of Manhattan, 
City of New York, N. Y., of this scrip receipt representing 


1000 

of one share of the 7% Cumulative Preferred Stock of INTERNA- 
TIONAL PAPER CoMPANY and other like scrip receipts together 
representing not less than one full share of such Preferred Stock, 
will be entitled to receive in exchange therefor (1) a certificate for 
the number of full shares of such Preferred Stock represented by 
the scrip receipts so surrendered, (2) a scrip receipt for any 
remaining fractional interest, (3) an amount in cash equal to the 
dividends, if any, which shall have been received by the under- 
signed in respect of the shares of the Preferred Stock so delivered, 
and (4) an order on said International Paper Company for the 
payment of any dividends declared and payable to holders of 
record prior to such exchange but payable thereafter, which the 
undersigned may be entitled to receive in respect of the Preferred 
Stock so delivered. If, however, within a period of one year after 
their receipt, any shares of the Preferred Stock deliverable upon 
surrender of this and other similar fractional scrip receipts have 
not been delivered, the undersigned may sell such shares on the 
New York Stock Exchange or other Stock Exchanges upon which 
the said shares may then be listed, or may dispose of the same at 
private sale, but in such event at not less than the average market 
price therefor on the New York Stock Exchange on the day pre- 
ceding any such sale, and thereafter hold the cash value of such 
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shares for delivery ratably to the holders of this and other frac- 
tional scrip receipts outstanding. The sums of money (if any) 
receivable by the holder of this receipt will be due and payable 
without interest to such holder solely as an ordinary creditor, and 
the undersigned shall not be charged with any obligations of a 
trustee in respect thereof. 

This scrip receipt does not entitle the holder hereof to any 
voting or other rights as a stockholder of said International Paper 
Company or, except as aforesaid, to receive any dividends. 

This scrip receipt and the interest represented hereby are trans- 
ferable by delivery of this receipt, and every owner and holder of 
this receipt by accepting or holding the same consents and agrees 
that the undersigned may treat the bearer hereof as the absolute 
owner for all purposes and shall not be affected by any notice to 
the contrary. 


THE CHASE NATIONAL BANK OF THE City OF NEw York, 
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Trust Officer. 
Assistant Cashier. 
Dated, New York, 


ForM 433 
Option NotIcr 


To THE CHASE NATIONAL BANK OF THE City oF NEw York, 
DEPOSITARY UNDER AGREEMENT DATED NOVEMBER I, 1927. 


The undersigned, having deposited under the said Agreement 
and pursuant to the Exchange Offer, First and Refunding Mort- 
gage 612% Twenty-year Sinking Fund Gold Bonds, Series A, of 
Continental Paper & Bag Mills Corporation, bearing numbers 


as follows: 


of the aggregate principal amount of $ hereby notifies, 
through you, Chase Securities Corporation, Bankers Trust Com- 
pany, Redmond & Company, Continental and Commercial Com- 
pany and The Union Trust Company, Cleveland (hereinafter 
called the Bankers), that the undersigned irrevocably elects to 
exercise the option of selling to the Bankers the Preferred Stock 
and cash dividend adjustment represented by the above-mentioned 
Bonds upon the terms of the purchase offer which was tendered 
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in the letter addressed by the Bankers to the holders of such 
Bonds under date of November 1, 1927. 

Pending the consummation of the Exchange Offer, you will hold 
the deposit receipt for the said Bonds for account of the Bankers 
or for my account as our respective interests may hereafter appear, 
and if and when the said shares of Preferred Stock and cash 
dividend adjustment shall have been received by you pursuant to 
the terms of the Exchange Offer, and payment shall have been 
made to you for my account of the purchase price, you will endorse 
the deposit receipt to the Bankers, or upon their order, and make 
delivery accordingly of the Preferred Stock, cash dividend adjust- 
ment and any fractional scrip receipt issued in connection 
therewith. 

Payment of the purchase price shall be made by your check 
mailed to me at the address below. 

Witriess®. ) <ees ark to een ehe oe ane eee 
Be see rinteua cdl aiekdaen ao tears 6 Address3s. ...)25 tei See ee ee 


6 © <e 9) 6) 6) 8s 6) 0! \s, e ©) © wa) ee) eten ates = Lemmelle 


ForM 434 
LETTER TO BONDHOLDERS 


CONTINENTAL PAPER & BAG MILis CoRPORATION 
First AND REFUNDING MortTGAGE 61% PER CENT TWENTY YEAR 
SINKING Funp Gop Bonps, SrErtEs “‘A”’ 


New York, N. Y., December rst, 1927. 
GENTLEMEN: : 

Under date of November 1, 1927, we forwarded to you copies of 
the offer made by International Paper Company to exchange its 
7% Cumulative Preferred Stock for the above mentioned Bonds. 
Since the date of that letter this Preferred Stock has substantially 
appreciated in market value, with a corresponding increase in the 
attractiveness of the offer of exchange. On November rst the 
market was approximately 103 and now it is approximately 11014, 
with the consequence that the Exchange Offer today is the equiva- 
lent of about gr flat for the Bonds, as contrasted with 85 at the 
time the offer was made. There has been a like appreciation in 
the market value of the Bonds. Whereas in September, 1927, 
they were selling at approximately 75, they are today selling at 
8734. The recent rise in the market value of the Bonds is. we 
believe, due solely to the Exchange Offer and the opportunity thus 
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presented to exchange the Bonds for the Preferred Stock at the 
value indicated by the present quotations. We also believe that 
should the offer lapse, the market value of the Bonds would 
undoubtedly substantially decline. 

This offer is conditioned upon its acceptance by December 
15, 1927, unless International Paper Company extends that date, 
by bondholders owning in the aggregate at least ninety per cent 
of the total principal amount of the Bonds outstanding. To date 
there has not been an acceptance by the required percentage, and 
there is no assurance that International Paper Company will 
extend the offer beyond the date specified. Under the circum- 
stances it is important that bondholders deposit their holdings 
without delay if they wish to avail themselves of the benefit of 
the exchange. 

Believing it to be for the best interests of the bondholders to 
accept the offer, we request that you actively cooperate with us in 
our efforts to bring its advantages to their attention, by getting in 
touch with those to whom you sold these Bonds as a member of 
the Syndicate through which this issue was distributed in 1924. 
It is our opinion that the logical and proper point of contact in 
this connection should be between the former Syndicate members 
and their customers and we have therefore made no effort up to 
the present time to communicate with the bondholders direct. The 
alternative of acceptance of this offer, which apparently many 
bondholders do not appreciate, is that they will have the risk of an 
expensive receivership and foreclosure and of the problems incident 
to a reorganization apparently requiring a substantial amount of 
new capital. In this connection it should be noted that the 
Sinking Fund payment due December rst, 1927, in respect of 
these Bonds has not been made. 

We are forwarding to you under separate cover a few copies 
of a letter addressed by the undersigned to the Holders of the 
Bonds, together with copies of its enclosures. Additional copies 
of these forms will be furnished you upon request to Chase 
Securities Corporation. 

Very truly yours, 
CHASE SECURITIES CORPORATION, 
BANKERS TRUST COMPANY, 
REDMOND & Co., 
CoNTINENTAL NATIONAL CoMPANY, 
Tue UNION Trust COMPANY, CLEVELAND. 


XXXII 


STATE AND FEDERAL REGULATION 


1. Need of Regulation 


The regulation of corporations, partnerships, associations 
and individuals engaged in business is aimed primarily at . 
the prevention of monopoly and unfair competition. The 
Interstate Commerce Act of 1887 was designed to regulate 
competition among railroads. The Sherman Anti-Trust Act 
was designed to prevent combinations in restraint of trade. 
Most of the states have also passed anti-trust legislation. 
Among the forms of agreement against which such legislation 
is aimed are “‘gentlemen’s agreements” to restrict output or to 
divide the field of trade, pools, and trusts. 

The common law governs in the absence of statutes, but 
in some instances the necessity has been felt for a law 
formulating definitely the policy to be followed, also estab- 
lishing the necessary administrative machinery to make it 
effective. 


2. The Sherman Act 


The Sherman Anti-Trust Act was approved July 2, 1890. 
The essential provisions thereof were as follows: 


1. Every contract, combination in the form of trust or otherwise, 
or conspiracy, in restraint of trade or commerce . . . is hereby 
declared to be illegal. Every person who shall make any such 
contract, or engage in any such combination or conspiracy, shall 
be deemed guilty of a misdemeanor, and, on conviction thereof, 
shall be punished by fine not exceeding five thousand dollars, or 
by imprisonment not exceeding one year, or by both said punish- 
ments, in the discretion of the court. 


This law applies only to such commerce as comes under 
the jurisdiction of Congress, viz., interstate commerce, in- 
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cluding foreign commerce, and commerce in and with the 
territories and the District of Columbia. 

2. Every person who shall monopolize, or attempt to monopo- 
lize, or combine or conspire with any other person or persons, to 
monopolize any part of the trade or commerce among the several 
states, or with foreign nations, shall be deemed guilty of a mis- 
demeanor, and, on convicton thereof, shall be punished as provided 
in sections 1 and 3 of the act. 


The application and interpretation of the Sherman Act has 
been questionable and indecisive. Among the important 
cases decided under the act were the Sugar case, U. S. v. 
E.C. Knight, 156 U.S. 1; the Debs case, 158 U.S. 564; the 
Trans. Missouri Freight Association case, 166 U.S. 290, and 
the Joint Traffic Association case; the Northern Securities 
case, Nor. Sec. Co. v. U. S., 193 U.S. 197; and the Standard 
Oil case, Stand. Oil Co. v. U. S., 221 U.S. 1. 


ame 
3. Amendments to Sherman Act 


The Sherman Anti-Trust Act has been amended several 
times. The most notable amendment was the Clayton Act 
passed in 1914 and the Federal Trade Commission Act 
passed in the same year, creating the Federal Trade Com- 
mission and prohibiting unfair methods of competition. 


4. The Clayton Act 


The Clayton Act was approved October 15, 1914. It 
begins with a statement of what constitutes the “anti-trust 
laws,” viz.: 

1. “An Act to protect trade and commerce against unlawful 
restraints and monopolies,” approved July 2, 1890—the so-called 
Sherman Act. 

2. Sections 73 to 77, inclusive, of an act entitled “An Act to 
reduce taxation, to provide revenue for the Government, and for 
other purposes,” of August 27, 1894. 

3. An act entitled “An Act to amend sections seventy-three and 
seventy-six of the Act of August twenty-seventh, eighteen hundred 
and ninety-four, entitled ‘An Act to reduce taxation, to provide 
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revenue for the Government, and for other purposes’ ” approved 
February 12, 1913. 

4. The Clayton Act itself. 

The essential features of the Clayton Act are explained 
below: 

Commerce Defined. Commerce, as used in the Act 
‘means trade or commerce among the several states and 
with foreign nations, or between the District of Columbia or 
any Territory of the United States and any State, Territory, 
or foreign nation, or between any insular possessions or other 
places under the jurisdiction of the United States, or between 
any such possession or place and any State or Territory of 
the United States or the District of Columbia or any foreign 
nation, or within the District of Columbia or any Terri- 
tory or any insular possession or other place under the ju- 
risdiction of the United States: Provided, That noth- 
ing in this Act contained shall apply to the Philippine 
Islands.” 

Price Discrimination. Section 2 of the Act provides: 
“That it shall be unlawful for any person engaged in com- 
merce, in the course of such commerce, either directly or 
indirectly to discriminate in price between different pur- 
chasers of commodities, which commodities are sold for 
use, consumption, or resale within the United States or any 
Territory thereof or the District of Columbia or any insular 
possession or other place under the jurisdiction of the United 
States, where the effect of such discrimination may be to 
substantially lessen competition or tend to create a monopoly 
in any line of commerce: Provided, That nothing herein 
contained shall prevent discrimination in price between 
purchasers of commodities on account of differences in the 
grade, quality, or quantity of the commodity sold, or that 
makes only due allowance for difference in the cost of selling 
or transportation, or discrimination in price in the same or 
different communities made in good faith to meet competi- 
tion: And provided further, That nothing herein contained 
shall prevent persons engaged in selling goods, wares, or 
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merchandise in commerce from selecting their own customers 
in bona fide transactions and not in restraint of trade.” 

Contracts Tending to Create Monopoly. Section 3 de- 
clares unlawful leases, sales and contracts for sale of goods, 
wares, etc., patented or unpatented; or fixing a price charged 
therefor, or discount from, or rebate upon such price, on the 
condition, agreement or understanding that the lessee or 
purchaser thereof shall not use or deal in the goods, wares, 
etc., of a competitor or competitors of the lessor or seller, if 
the effect of such lease, sale, or contract for sale or such 
condition, agreement, or understanding may be to substan- 
tially lessen competition or tend to create a monopoly in any 
line of commerce. 

Suits under Anti-Trust Laws. Section 4 provides that 
those injured in business or property by reason of anything 
forbidden in the anti-trust laws may bring suit in any district 
court of the United States in the district in which defendant 
resides, or is found, or has an agent. The damages collectible 
are threefold the loss thus sustained plus cost of suit and a 
reasonable attorney’s fee. 

Labor Not a Commodity. Section 6 provides ‘That the 
labor of a human being is not a commodity or article of 
commerce.” This section goes on to specify that organiza- 
tions of laborers, agriculturalists and horticulturalists, and so 
on, are not forbidden by the act. 

Intercorporate A filiations. Section 7 is aimed against the 
control, direct or indirect, of one corporation by another 
corporation, “where the effect of such acquisition may be to 
substantially lessen competition between the corporation 
whose stock is so acquired and the corporation making the 
acquisition, or to restrain such commerce in any section or 
community, or tend to create a monopoly of any line of 
commerce.” The law does not prevent the purchase by one 
company of the stock of another company for investment 
purposes, nor does it prohibit the organization by a corpora- 
tion of subsidiary companies “for the actual carrying on of 
their immediate lawful business, or the natural and legitimate 
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branches or extensions thereof, or from owning and holding 
all or a part of the stock of such subsidiary corporation, when 
the effect of such formation is not to substantially lessen 
competition.” 

Bank Directors, Officers and Employees. Section 8 is 
’ aimed against bank directors, officers and employees holding 
positions in more than one bank, under certain specified 
conditions. 

Common Carriers and Competitive Bidding. Section 10 
has for its object the protection of competitive bidding as 
applied to common carriers. 

Authority to Enforce. The authority to enforce compli- 
ance with sections two, three, seven, and eight of the act is 
vested in the Interstate Commerce Commission where appli- 
cable to common carriers; in the Federal Reserve Board 
where applicable to banks, banking associations and trust 
companies; and in the Federal Trade Commission where 
applicable to other kinds of commerce. The manner of exer- 
cising this authority is set forth in Section 11. 

Actions, Injunctions, etc. Provisions regarding suits, pro- 
ceedings, injunctions, etc., are detailed in Sections 12 to 
26, inclusive. 


5. Blue Sky Laws 


Introductory. Practically all of the states have enacted 
statutes regulating the issuance and sale of securities. These 
are popularly known as “Blue Sky Laws.” The first “Blue 
Sky Law” was enacted in Kansas in 1911. The legislation 
on the subject is not uniform and there is no immediate 
prospect of making it so. The purpose of such legislation is 
to throttle schemes for the sale of worthless securities by 
promoters. Burns v. Bauer, 36 Cal. App. 251. Such legis- 
lation has a restraining influence on persons inclined to 
speculate in worthless securities. 

Constitutionality. A state, under its power, may regulate 
the sale of investment securities. King v. Commonwealth, 
246 S. W. 162. Nevertheless, Blue Sky Laws have been 
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declared unconstitutional because they were not considered 
a proper exercise of the police power. A Michigan Blue Sky 
Law was declared unconstitutional on the ground that it 
served to deprive of property or liberty without due process 
of law. Ala. & N. O. Tr. Co. v. Doyle, 210 Fed. 173. A 
later Michigan law was held constitutional. Merrick v. N. 
W. Halsey & Co., 243 U.S. 569. It is a proper exercise of 
the police power to require a license and provide for the 
revocation thereof. A law forbidding dealers from disposing 
of securities within a state without first securing a license is 
not an undue exercise of police power. Bk. of Bernie v. 
Blades, 247 S. W. 806. This is true notwithstanding the 
Fourteenth Amendment to the United States Constitution, 
which holds that no person shall be deprived of his life, 
liberty, or property without due process of law, or denied the 
equal protection of the laws. Hall v. Geiger-Jones Co., 242 
UW. S<.540. 

The fact that the business of an investment company is 
interstate does not render a Blue Sky Law void as being in 
violation of the commerce clause of the Constitution. Stand. 
Home Co. v. Davis, 217 Fed. 904. If, however, it can be 
shown that the Blue Sky Law imposes a direct burden on 
interstate commerce it may be held invalid. W.R. Compton 
Co. v. Allen, 217 Fed. 904. If the burden is indirect or 
incidental the law imposing it will be upheld. Merrick v. 
N.W. Halsey & Co., 242 U.S. 569. 

The Blue Sky Law must apply alike to all corporations 
coming under its jurisdiction and which are similarly condi- 
tioned. Ex Parte Taylor, 68 Fla. 61. In Illinois it was held 
that Sec. 5, par. 3 of the 1o1g Illinois Securities Law 
exempting securities sold by or to any bank, trust company 
or insurance company, or association organized under any 
law of the state or of the United States, does not grant a 
special privilege in violation of constitutional limitations. 
Also, in the same case, it was held that Sec. 4, par. 4 of the 
same law, exempting securities dealt in on the New York, 
Chicago and other stock exchanges, was not unjustly 
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discriminatory. Stewart v. Brady, 300 Ill. 425, 569. The 
Michigan law exempting securities listed in any standard 
manual approved by the State Securities Commission was 
upheld in Merrick v. N. W. Halsey & Co., 242 U.S. 569. 

The division of securities into classes based on the length 
of time concerns have been in operation and on earnings 
shown was declared a reasonable standard for determining 
the value of an enterprise in Illinois. Stewart v. Brady, 300 
Ill. 425. 

A Blue Sky Law must not discriminate against non-resi- 
dents. Compton Co. v. Allen, 216 Fed. 537. 

In general, the creation of commissions, or the granting of 
power to control and regulate investment companies to state 
officials already in existence, has been upheld as a constitu- 
tional delegation of power. 

In Iowa is was held that a Blue Sky Law which gives to 
the party who is denied a permit, or whose permit is 
cancelled, a right to appeal to the State Executive Council, 
sufficiently complies with the constitutional guaranties of 
due process of law. 


6. Construction and Operation of Blue Sky Laws 


Laws requiring investment companies to secure a license 
are penal in nature and should be strictly construed. Somers 
v. Comml. Financ. Corp., 139 N. E. 837. Being penal, such 
laws cannot be extended by the courts to include cases 
omitted by the legislature. Gutterson v. Pearson, 152 Minn. 
482. 

Foreign corporations must comply with the provisions of 
the law of the state in which they operate, and if they are 
of the security selling type they must comply with the 
provisions of the Blue Sky Law. 

Blue Sky Laws do not apply to an owner of securities 
who is not a dealer therein, and he may sell his securities 
without complying with the requirements of such laws. Ed- 
wards v. Toor, 205 Mich. 617. 

Many kinds of contracts do not fall under the jurisdiction 
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of Blue Sky Laws. In Schomoyer v. Van Hosen, et al., 111 
Kan. 759, it was held that a written contract to sell a patent 
right did not come within the jurisdiction of the part of the 
Blue Sky Law requiring a permit from the bank commis- 
Sioner for sale of speculative securities, securities being 
defined as “stock certificates, shares, bonds, debentures, 
certificates of participation, contracts, contracts or bonds for 
the sale and conveyances of land on deferred payments or 
installment plan, or other instruments in the nature thereof 
by whatever name known and called.” In Kentucky it was 
held that a similar provision did not apply to the sale by a 
wholesale grocer of service contracts to retail dealers. Lewis 
v. Creasey Corp., 248 S. W. 1046. 


7. Effect of Non-Compliance with Law 


A sale of stock in violation of a Blue Sky Law is: void. 
Edwards v. Ioor, 205 Mich. 617. The transferee may 
recover the consideration paid upon the corporation’s refusal 
to restore such consideration. bid. If the laws of a state 
forbid a foreign corporation to sell or attempt to sell stock 
therein without a license a subscription to such stock is 
void. Rhines v. Skinner Pack. Co., 187 N. W. 874. In 
Missouri, although the Blue Sky Law does not prohibit 
making of contracts in that state with residents thereof by 
a foreign corporation which has not secured a license it is the 
policy of that state to hold such contracts void. Rhines 
v. Skinner Pack. Co., 187 N. W. 874. Subscription contracts 
made with a corporation which has not complied with the 
Blue Sky Law are void. Goodyear v. Meaux, 143 Tenn. 287. 

Where notes are given in purchase of stocks sold in viola- 
tion of the Blue Sky Law they are void in the hands of a 
party receiving them with notice thereof but not in the laws 
of a third party without notice. Pitman v. Walker, 187 
Cal. 667. McGregor v. Lamont, 225 Ill. App. 451. 

If one purchases stock from e corporation which has failed 
to comply with the Blue Sky Law he is entitled to recover 
the amount paid, but his status is the same as that of other 
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creditors, not that of a preferred creditor. Howard v. Corn 
Belt Farmers’ Coop. Asso., 225 Ill. App. 449. 


FEDERAL TRADE COMMISSION 


8. Practice Before Federal Trade Commission 


The Federal Trade Commission maintains its principal 
office at Washington, D. C., but may meet and exercise its 
powers at any other place; and through one or more members 
or such examiners as it may appoint, may prosecute inquiries 
anywhere in the United States. Sessions are held for hearing 
contested proceedings, making orders, and transacting other 
business. For the transaction of business three members 
constitute a quorum. 

Application to the commission for institution of proceed- 
ings in respect to any violation of law over which the com- 
mission has jurisdiction may be made by any person, part- 
nership, corporation or association. Such application must 
be in writing, signed by or in behalf of the applicant, and 
should contain a brief statement of facts constituting the 
alleged violation of law, the name and address of the 
applicant and of the party complained of. 

If, after investigation, the commission finds reason to 
believe that the law over which it has jurisdiction has been 
violated and if it appears that a proceeding by it in respect 
thereof would be to the interest of the public, it issues and 
serves upon the party complained of a complaint stating 
its charges and containing a notice of a hearing to be held 
at least 40 days after service of said complaint. 

In case respondent desires to contest the proceedings he 
must, within thirty days from time complaint is served, unless 
the commission extends the time, file his answer with the 
commission. Such answer should contain a brief statement 
of facts, constituting the ground of defense. Respondent 
must admit or deny or explain each of the facts alleged in 
the complaint, unless without knowledge thereof, in which 
case he shall so state. Allegations in the complaint not 
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specifically denied, unless a statement is made in the 
respondent’s answer that he is without knowledge, are 
deemed to be admitted by respondent as being true. 

If respondent does not wish to contest the proceeding he 
may so State, or that he consents that the commission may 
make, enter and serve upon him an order to cease violations 
of the law alleged in the complaint, or that he admits all of 
the allegations made in the complaint to be true. 

If respondent fails to file an answer within the time 
provided, such failure is deemed to be an admission of all 
allegations of the complaint. 

In making answer, three copies thereof must be fur- 
nished. These must be signed in ink and give office and 
post office address of the signer. The answers must be 
typewritten or printed, and certain specifications as to size 
of paper used must be observed. 

Extensions of time are granted at the discretion of the 
commission. 

For information relative to witnesses and subpoenas, time 
for taking testimony, objections to evidence, motions, hear- 
ings on investigations, hearings before examiners, depositions 
in contested proceedings, documentary evidence, etc., see 
Rules of Practice and Procedure and Statements of Policy, 
Federal Trade Com., January 1, 1928, pp. 3-11. 


9. Filing Briefs with Federal Trade Commission 


Briefs should be filed with the secretary of the com- 
mission. Those on behalf of the commission must be 
accompanied by the required proof of service, or the mailing 
of same by registered mail to the respondent or its attorneys 
at the proper address. Twenty copies of each brief shall 
be furnished, unless otherwise ordered. Briefs must contain: 


1. A concise abstract or statement of the case. 

2. A brief of the argument, exhibiting a clear statement of the 
points of facts or law to be discussed, with the reference to 
the pages of the record, and the authorities relied upon in 


support of each point. : 
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For further details see Rules of Practice and Procedure 
and Statements of Policy, Federal Trade Com., January 


I, 1928, pp. 9-10. 
10. Settlement of Cases by Stipulation 


The law establishing the Federal Trade Commission has 
for its object the ending of unfair methods of competition. 
It also provides for issuance of a complaint and a trial; but 
in addition it is provided that a trial is necessary only when 
necessary for the public interest, thus granting the commis- 
sion judicial discreton in each case. Consequently some 
cases are settled by stipulation, without resort to formal 
trial. When, however, the business involved is fraudulent 
the commission maintains that the protection of the public 
demands that the regular procedure by complaint and order 
shall prevail. “Indeed there are some cases where that is the 
only course which would be of any value at all. As for 
instance the so-called ‘blue sky cases’ and all such where 
the business itself is inherently fraudulent or where a busi- 
ness of a legitimate nature is conducted in such a fraudulent 
manner that the commission is warranted in the belief that 
no agreement made with the proposed respondent will be 
kept by him.” 

As to permitting hearings by proposed respondents before 
a complaint is issued the commission has adopted the 
following rule: 

Except as hereinafter provided, the board of review, before it 
shall recommend to the commission that a complaint issue in any 
case, shall afford the proposed respondent a hearing to show cause 
why a complaint should not issue. Such hearing shall be informal 
in character and shall not involve the taking of testimony. The 
proposed respondent shall be permitted to make or submit such 
statements of fact or law as he shall desire. The extent and 
control of such hearing shall rest with a majority of the board. 
The respondent shall have three weeks’ notice of the time and 


the place of hearing, to be served on the respondent by the secre- 
tary of the commission. 


Provided, That if in any case the majority of the board shall 
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be of opinion that a hearing is not required because (a) the 
respondent has been fully interviewed and has given the examiner 
every fact or argument that could be offered as a defense, or (0) 
the practice has been fully established and is of such character 
that in the nature of the case nothing could be adduced in mitiga- 
tion, or (c) to delay the issuance of a complaint to afford a hearing 
might result in a loss of jurisdiction, or (d) otherwise unnecessary 
or incompatible with the public interest, the board may transmit 
the case to the commission, via the docket section, with its con- 
clusions and recommendations, without a hearing as in this rule 
provided. 


11. Commission’s Policy as to Publicity 


Where cases are settled by stipulation before complaint 
is issued, no statement regarding such settlement is issued 
for publication. If a complaint is issued, no statement is 
made for publication until after the final determination of 
the case; but ‘‘after a complaint has been issued and served, 
the papers in the case shall be open to the public for 
inspection, under such rules and regulations as the secretary 
may prescribe.” The reason for withholding publicity where 
cases are settled by stipulation without complaint is that the 
so-called applicant or complaining party has never been 
regarded as a party in the strict sense. The commission acts 
solely in the public interest, never for any applicant; and it 
is its rule not to divulge an applicant’s name. 


12. Trade-Practice Conferences 


The purpose of trade-practice conferences is to permit the 
representatives of an industry to assemble voluntarily, either 
at their own expense or that of the commission, but under 
the latter’s auspices, to consider unfair practices in their 
respective industries, and to agree collectively. upon and 
provide for their abandonment. One industry is dealt with 
as a unit. Practices and methods, not individual offenders, 
are considered. ‘The industry in question is regarded as a 
“friend of the court” rather than as an accused party. A 
given date is determined upon for the discontinuance of the 
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unfair methods, thus placing all competitors as nearly as 
possible on an equal basis. “It performs the function as 
a formal complaint without bringing charges, prosecuting 
trials, or employing any compulsory process, but multiplies 
results by as many .times as there are members in the 
industry who formerly practiced the methods condemned and 
voluntarily abandoned.” 

“The beneficial results of this form of procedure are now 
well established, and the commission is always glad to receive 
and consider requests for the holding of trade-practice con- 
ferences.” Those interested in such conferences should 
apply to the commission for a pamphlet entitled Trade 
Practice Conferences, which sets forth the history, theory, 
and working of this procedure. Various trade-practice 
conferences held in the past are described. 


ForM 435 


TexT OF FEDERAL TRADE COMMISSION ACT 


An Act to create a Federal Trade Commission, to define its 
powers and duties, and for other purposes. 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That a 
commission is hereby created and established, to be known as the 
Federal Trade Commission (hereinafter referred to as the com- 
mission), which shall be composed of five commissioners, who 
shall be appointed by the President, by and with the advice and 
consent of the Senate. Not more than three of the commissioners 
shall be members of the same political party. The first commis- 
sioners appointed shall continue in office for terms of three, four, 
five, six, and seven years, respectively, from the date of the taking 
effect of this Act, the term of each to be designated by the Presi- 
dent, but their successors shall be appointed for terms of seven 
years, except that any person chosen to fill a vacancy shall be 
appointed only for the unexpired term of the commissioner whom 
he shall succeed. The commission shall choose a chairman from 
its own membership. No commissioner shall engage in any other 
business, vocation, or employment. Any commissioner may be 
removed by the President for inefficiency, neglect of duty, or 
malfeasance in office. A vacancy in the commission shall not 
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impair the right of the remainng commissioners to exercise all the 
powers of the commission. 

The commission shall have an official seal, which shall be 
judicially noticed. 

SEc. 2. That each commissioner shall receive a salary of $10,000 
a year, payable in the same manner as the salaries of the judges of 
the courts of the United States. The commission shall appoint a 
secretary, who shall receive a salary of $5,000 a year, payable in 
like manner, and it shall have authority to employ and fix the 
compensation of such attorneys, special experts, examiners, clerks, 
and other employees as it may from time to time find necessary for 
the proper performance of its duties and as may be from time to 
time appropriated for by Congress. 

With the exception of the secretary, a clerk to each commis- 
sioner, the attorneys, and such special experts and examiners as 
the commission may from time to time find necessary for the 
conduct of its work, all employees of the commission shall be a 
part of the classified civil service, and shall enter the service under 
such rules and regulations as may be prescribed by the commis- 
sion and by the Civil Service Commission. 

All of the expenses of the commission, including all necessary 
expenses for transportation incurred by the commissioners or by 
their employees under their orders, in making any investigation, or 
upon official business in any other places than in the city of 
Washington, shall be allowed and paid on the presentation of 
itemized vouchers therefor approved by the commission. 

Until otherwise provided by law, the commission may rent 
suitable offices for its use. 

The Auditor for the State and Other Departments shall receive 
and examine all accounts of expenditures of the commission. 

Sec. 3. That upon the organization of the commission and elec- 
tion of its chairman, the Bureau of Corporations and the offices 
of Commissioner and Deputy Commissioner of Corporations shall 
cease to exist; and all pending investigations and proceedings 
of the Bureau of Corporations shall be continued by the com- 
mission. 

All clerks and employees of the said bureau shall be trans- 
ferred to and become clerks and employees of the commission 
at their present grades and salaries. All records, papers, and 
property of the said bureau shall become records, papers, and 
property of the commission, and all unexpended funds and ap- 
propriations for the use and maintenance of the said bureau, 
including any allotment already made to it by the Secretary of 
Commerce from the contingent appropriation for the Department 
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of Commerce for’the fiscal year nineteen hundred and fifteen, or 
from the departmental printing fund for the fiscal year nineteen 
hundred and fifteen, shall become funds and appropriations avail- 
able to be expended by the commission in the exercise of the 
powers, authority, and duties conferred on it by this Act. é 

The principal office of the commission shall be in the city of 
Washington, but it may meet and exercise all its powers at any 
other place. The commission may, by one or more of its mem- 
bers, or by such examiners as it may designate, prosecute any 
inquiry necessary to its duties in any part of the United States. 

Src. 4. That the words defined in this section shall have the 
following meaning when found in this Act, to wit: 

“Commerce”? means commerce among the several States or 
with foreign nations, or in any Territory of the United States 
or in the District of Columbia, or between any such Territory and 
another, or between any such Territory and any other State or 
foreign nation, or between the District of Columbia and any State 
or Territory or foreign nation. 

“Corporation” means any company or association incorporated 
or unincorporated, which is organized to carry on business for 
profit and has shares of capital or capital stock, and any com- 
pany, or association, incorporated or unincorporated, without 
shares of capital stock, except partnerships, which. is organized 
to carry on business for its own profit or that of its members. 

“Documentary evidence” means all documents, papers, and 
correspondence in existence at and after the passage of this Act. 

“Acts to regulate commerce” means the Act entitled “An Act 
to regulate commerce,” approved February fourteenth, eighteen 
hundred and eighty-seven, and all Acts amendatory thereof and 
supplementary thereto. 

“Antitrust acts” means the Act entitled “An Act to -protect 
trade and commerce against unlawful restraints and monopolies,” 
approved July second, eighteen hundred and ninety; also the sec- 
tions seventy-three to seventy-seven, inclusive, of an Act entitled 
“An Act to reduce taxation, to provide revenue for the Gov- 
ernment, and for other purposes,” approved August twenty- 
seventh, eighteen hundred and ninety-four; and also the Act 
entitled “An Act to amend sections seventy-three and seventy- 
six of the Act of August twenty-seventh, eighteen hundred and 
ninety-four, entitled ‘An Act to reduce taxation, to provide rev- 
enue for the Government, and for other purposes,’” approved 
February twelfth, nineteen hundred and thirteen. 


Sec. 5. That unfair methods of competition in commerce are 
hereby declared unlawful. 
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The commission is hereby empowered and directed to prevent 
persons, partnerships, or corporations, except banks, and com- 
mon carriers subject to the Acts to regulate commerce, from 
using unfair methods of competition in commerce. 

Whenever the commission shall have reason to believe that any 
such person, partnership, or corporation has been or is using any 
unfair method of competition in commerce, and if it shall appear 
to the commission that a proceeding by it in respect thereof 
would be to the interest of the public, it shall issue and serve 
upon such person, partnership, or corporation a complaint, stat- 
ing its charges in that respect, and containing a notice of a hearing 
upon a day at a place therein fixed at least thirty days after 
the service of said complaint. The person, partnership, or cor- 
poration so complained of shall have the right to appear at the 
place and time so fixed and show cause why an order should not 
be efttered by the commission requiring such person, partner- 
ship, or corporation to cease and desist from the violation of the 
law so charged in said complaint. Any person, partnership, or 
corporation may make application, and upon good cause shown 
may be allowed by the commission, to intervene and appear in 
said proceeding by counsel or in person. The testimony in any 
such proceeding shall be reduced to writing and filed in the office 
of the commission. If upon such hearing the commission shall 
be of the opinion that the method of competition in question is 
prohibited by this Act, it shall make a report in writing in which 
it shall state its findings as to the facts, and shall issue and cause 
to be served on such person, partnership, or corporation an order 
requiring such person, partnership, or corporation to cease and de- 
sist from using such method of competition. Until a transcript of 
the record in such hearing shall have been filed in a circuit court 
of appeals of the United States, as hereinafter provided, the com- 
mission may at any time, upon such notice and in such manner as 
it shall deem proper, modify or set aside, in whole or in part, any 
report or any order made or issued by it under this section. 

If such person, partnership, or corporation fails or neglects 
to obey such order of the commission while the same is in effect, 
the commission may apply to the circuit court of appeals of the 
United States, within any circuit where the method of compe- 
tition in question was used or where such person, partnership, 
or corporation, resides or carries on business, for the enforcement 
of its order, and shall certify and file with its application, a tran- 
script of the entire record in the proceeding, including all the 
testimony taken and the report and order of the commission. 
Upon such filing of the application and transcript the court shall 
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cause notice thereof to be served upon such person, partnership, 
or corporation and thereupon shall have jurisdiction of the pro- 
ceeding and of the question determined therein, and shall have 
power to make and enter upon the pleadings, testimony, and 
proceedings set forth in such transcript a decree affirming, modi- 
fying, or setting aside the order of the commission. The findings 
of the commission as to the facts, if supported by testimony, 
shall be conclusive. If either party shall apply to the court for 
leave to adduce additional evidence, and shall show to the satis- 
faction of the court that such additional evidence is material and 
that there were reasonable grounds for the failure to adduce such 
evidence in the proceeding before the commission, the court may 
order such additional evidence to be taken before the commission 
and to be adduced upon the hearing in such manner and upon such 
terms and conditions as to the court may seem proper. The com- 
mission may modify its findings as to the facts, or make new find- © 
ings, by reason of the additional evidence so taken, and it shall file 
such modified or new findings, which, if supported by testimony, 
shall be conclusive, and its recommendation, if any, for the modi- 
fication or setting aside of its original order, with the return of 
such additional evidence. The judgment and decree of the court 
shall be final, except that the same shall be subject to review by 
the Supreme Court upon certiorari as provided in section two 
hundred and forty of the Judicial Code. 

Any party required by such order of the commission to cease 
and desist from using such method of competition may obtain a 
review of such order in said circuit court of appeals by filing in 
the court a written petition praying that the order of the commis- 
sion be set aside. A copy of such petition shall be forthwith 
served upon the commission, and thereupon the commission forth- 
with shall certify and file in the court a transcript of the record 
as hereinbefore provided. Upon the filing of the transcript the 
court shall have the same jurisdiction to affirm, set aside, or 
modify the order of the commission as in the case of an application 
by the commission for the enforcement of its order, and the find- 
ings of the commission as to the facts, if supported by testimony, 
shall in like manner be conclusive. 

The jurisdiction of the circuit court of appeals of the United 
States to enforce, set aside, or modify orders of the commission 
shall be exclusive. 

Such proceedings in the circuit court of appeals shall be given 
precedence over other cases pending therein, and shall be in every 
way expedited. No order of the commission or judgment of the 
court to enforce the same shall in any wise relieve or absolve 
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any person, partnership, or corporation from any liability under 
the antitrust acts. 

Complaints, orders, and other processes of the commission under 
this section may be served by anyone duly authorized by the com- 
mission, either (a) by delivering a copy thereof to the person to 
be served, or to a member of the partnership to be served, or to the 
president, secretary, or other executive officer or a director of the 
corporation to be served; or (6) by leaving a copy thereof at the 
principal office or place of business of such person, partnership, 
or corporation; or (c) by registering and mailing a copy thereof 
addressed to such person, partnership, or corporation at his or 
its principal office or place of business. The verified return by 
the person so serving said complaint, order, or.other process setting 
forth the manner of said service shall be proof of the same, and 
the return post-office receipt for said complaint, order, or other 
process registered and mailed as aforesaid shall be proof of the 
service of the same. 

Sec. 6. That the commission shall also have power— 

(a) To gather and compile information concerning, and to 
investigate from time to time the organization, business, conduct, 
practices, and management of any corporation engaged in com- 
merce, excepting banks and common carriers subject to the Act 
to regulate commerce, and its relation to other corporations and 
to individuals, associations, and partnerships. 

(6) To require, by general or special orders, corporations en- 
gaged in commerce, excepting banks, and common carriers subject 
to the Act to regulate commerce, or any class of them, or any of 
them, respectively, to file with the commission in such form as the 
commission may prescribe annual or special, or both annual and 
special, reports or answers in writing to specific questions, furnish- 
ing to the commission such information as it may require as to 
the organization, business, conduct, practices, management, and 
relation to other corporations, partnerships, and individuals of 
the respective corporations filing such reports or answers in writing. 
Such reports and answers shall be made under oath, or otherwise, 
as the commission may prescribe, and shall be filed with the com- 
mission within such reasonable period as the commission may 
prescribe, unless additional time be granted in any case by the 
commission. . 

(c) Whenever a final decree has been entered against any de- 
fendant corporation in any suit brought by the United States to 
prevent and restrain any violation of the antitrust Acts, to make 
investigation, upon its own initiative, of the manner in which the 
decree has been or is being carried out, and upon the application 
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of the Attorney General it shall be its duty to make such investi- 
gation. It shall transmit to the Attorney General a report em- 
bodying its findings and recommendations as a result of any such 
investigation, and the report shall be made public in the discretion 
of the commission. 

(d) Upon the direction of the President or either House of 
Congress to investigate and report the facts relating to any alleged 
violations of the antitrust Acts by any corporation. 

(e) Upon the application of the Attorney General to investi- 
gate and make recommendations for the readjustment of the busi- 
ness of any corporation alleged to be violating the antitrust Acts 
in order that the corporation may thereafter maintain its organiza- 
tion, management, and conduct of business in accordance with law. 

(f) To make public from time to time such portions of the 
information obtained by it hereunder, except trade secrets and 
names of customers, as it shall deem expedient in the public 
interest; and to make annual and special reports to the Congress 
and to submit therewith recommendations for additional legisla- 
tion; and to provide for the publication of its reports and decisions 
in such form and manner as may be best adapted for public 
information and use. 

(g) From time to time to classify corporations and to make 
rules and regulations for the purpose of carrying out the provisions 
of this Act. 

(hk) To investigate, from time to time, trade conditions in and 
with foreign countries where associations, combinations, or prac- 
tices of manufacturers, merchants, or traders, or other conditions, 
may affect the foreign trade of the United States, and to report 
to Congress thereon, with such recommendations as it deems 
advisable. 

Sec. 7. That in any suit in equity brought by or under the 
direction of the Attorney General as provided in the antitrust Acts, 
the court may, upon the conclusion of the testimony therein, if it 
shall be then of opinion that the complainant is entitled to relief, 
refer said suit to the commission, as a master in chancery, to 
ascertain and report an appropriate form of decree therein. The 
commission shall proceed upon such notice to the parties and 
under such rules of procedure as the court may prescribe, and 
upon the coming in of such report such exceptions may be filed 
and such proceedings had in relation thereto as upon the report 
of a master in other equity causes, but the court may adopt or 
reject such report, in whole or in part, and enter such decree as 
the nature of the case may in its judgment require. 

Sec. 8. That the several departments and bureaus of the Gov- 
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ernment when directed by the President shall furnish the com- 
mission, upon its request, all records, papers, and information in 
their possession relating to any corporation subject to any of the 
provisions of this Act, and shall detail from time to time such 
officials and employees to the commission as he may direct. 

SEc.9. That for the purposes of this Act the commission, or its 
duly authorized agent or agents, shall at all reasonable times have 
access to, for the purpose of examination, and the right to copy 
any documentary evidence of any corporation being investigated 
or proceeded against; and the commission shall have power to 
require by subpoena the attendance and testimony of witnesses 
and the production of all such documentary evidence relating to 
any matter under investigation. Any member of the commission 
may sign subpoenas, and members and examiners of the commis- 
sion may administer oaths and affirmations, examine witnesses and 
receive evidence. 

Such attendance of witnesses, and the production of such docu- 
mentary evidence, may be required from any place in the United 
States, at any designated place of hearing. And in case of dis- 
obedience to a subpoena the commission may invoke the aid of 
any court of the United States in requiring the attendance and 
testimony of witnesses and the production of documentary 
evidence. 

Any of the district courts of the United States within the juris- 
diction of which such inquiry is carried on may, in case of con- 
tumacy or refusal to obey a subpoena issued to any corporation 
or other person, issue an order requiring such corporation or other 
person to appear before the commission, or to produce documen- 
tary evidence if so ordered, or to give evidence touching the 
matter in question; and any failure to obey such order of the 
court may be punished by such court as a contempt thereof. 

Upon the application of the Attorney General of the United 
States, at the request of the commission, the district courts of the 
United States shall have jurisdiction to issue writs of mandamus 
commanding any person or corporation to comply with the provi- 
sions of this Act or any order of the commission made in pursuance 
thereof. a 

The commission may order testimony to be taken by deposition 
in any proceeding or investigation pending under this Act at any 
stage of such proceeding or investigation. Such depositions may 
be taken before any person designated by the commission and 
having power to administer oaths. Such testimony shall be 
reduced to writing by the persdn taking the deposition, or under 
his direction, and shall then be subscribed by the deponent. 
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Any person may be compelled to appear and depose and to produce 
documentary evidence in the same manner as witnesses may be 
compelled to appear and testify and produce documentary evi- 
dence before the commission as hereinbefore provided. 

Witnesses summoned before the commission shall be paid the 
same fees and mileage that are paid witnesses in the courts of the 
United States, and witnesses whose depositions are taken and the 
persons taking the same shall severally be entitled to the same 
fees as are paid for like services in the courts of the United States. 

No person shall be excused from attending and testifying or 
from producing documentary evidence before the commission or 
in obedience to the subpoena of the commission on the ground or 
for the reason that the testimony or evidence, documentary or 
otherwise, required of him may. tend to criminate him or subject 
him to a penalty or forfeiture. But no natural person shall be 
prosecuted or subjected to any penalty or forfeiture for or on 
account of any transaction, matter, or thing concerning which he 
may testify, or produce evidence, documentary or otherwise, before 
the commission in obedience to a subpoena issued by it: Provided, 
That no natural person so testifying shall be exempt from prose- 
cution and punishment for perjury committed in so testifying. 

Sec. 10. That any person who shall neglect or refuse to attend 
and testify, or to answer any lawful inquiry, or to produce docu- 
mentary evidence, if in his power to do so, in obedience to the 
subpoena or lawful requirement of the commission, shall be guilty 
of an offense and upon conviction thereof by a court of competent 
jurisdiction shall be punished by a fine of not less than $1,000 nor 
more than $5,000, or by imprisonment for not more than one 
year, or by both such fine and imprisonment. 

Any person who shall willfully make, or cause to be made, any 
false entry or statement of fact in any report required to be made 
under this Act, or who shall willfully make, or cause to be made, 
any false entry in any account, record, or memorandum kept by 
any corporation subject to this Act, or who shall willfully neglect 
or fail to make, or to cause to be made, full, true, and correct en- 
tries in such accounts, records, or memoranda of all facts and trans- 
actions. appertaining to the business of such corporation, or who 
shall willfully remove out of the jurisdiction of the United States, 
or willfully mutilate, alter, or by any other means falsify any. 
documentary evidence of such corporation, or who shall willfully 
refuse to submit to the commission or to any of its authorized 
agents, for the purpose of inspection and taking copies, any docu- 
mentary evidence of such corporation in his possession or within 
his control, shall be deemed guilty of an offense against the United 
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States, and shall be subject, upon conviction in any court of the 
United States of competent jurisdiction, to a fine of not less than 
$1,000 nor more than $5,000, or to imprisonment for a term of 
not more than three years, or to both such fine and imprisonment. 

If any corporation required by this Act to file any annual or 
special report shall fail so to do within the time fixed by the 
commission for filing the same, and such failure shall continue 
for thirty days after notice of such default, the corporation shall 
forfeit to the United States the sum of $100 for each and every 
day of the continuance of such failure, which forfeiture shall be 
payable into the Treasury of the United States, and shall be 
recoverable in a civil suit in the name of the United States brought 
in the district where the corporation has its principal office or in 
any district in which it shall do business. It shall be the duty of 
the various district attorneys, under the direction of the Attorney 
General of the United States, to prosecute for the recovery of 
forfeitures. The costs and expenses of such prosecution shall be 
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paid out of the appropriation for the expenses of the courts of the 
United States. 

Any officer or employee of the commission who shall make public 
any information obtained by the commission without its authority, 
unless directed by a court, shall be deemed guilty of a misde- 
meanor, and, upon conviction thereof, shall be punished by a fine 
not exceeding $5,000, or by imprisonment not exceeding one year, 
or by fine and imprisonment, in the discretion of the court. 

Sec. 11. Nothing contained in this Act shall be construed to 
prevent or interfere with the enforcement of the provisions of the 
antitrust Acts or the Acts to regulate commerce, nor shall any- 
thing contained in the Act be construed to alter, modify, or repeal 
the said antitrust Acts or the Acts to regulate commerce or any 
part or parts thereof. 

Approved, September 26, 1914. 
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of the United States, for the payment of which sum, well and truly 
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to be made, we bind ourselves, our heirs, executors and adminis- 
trators, jointly, severally and firmly, by these Presents: 

Witness Our hands and seals, this......... day ol gacs ox. 
A. D195 s28 

The Condition of the above obligation is such, That, whereas 
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aforesaid) .f: ea. .-< heirs, executors, administrators, agents and at- 
torneys, and all and each of them, of and from all actions, suits, 
costs, charges, damages, loss and expenses whatsoever (including 
Attorney’s fees), which shall or may, at any time hereafter, 
happen or come to them, or either of them, for or by reason of the 
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accent ts state eae , then this obligation to be void; otherwise, to 
remain in full force and effect. 
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GENERAL DIRECTION FOR EXECUTION OF THIS BOND: 


1. This bond should be acknowledged by both Principal and Surety. 

2. The Notary Public (or other officer taking the acknowledgement) should 
affix his seal of office and state the date on which his commission expires, and, 
in case the acknowledgement is taken before a Notary Public (or other officer) 
not authorized to act within the County of New York, a County Clerk’s 
Certificate (or other competent authentication), should also be attached. 

3. This bond should be accompanied by an affidavit executed by the Prin- 
ns or by one having knowledge of the facts stating the circumstances of 

e loss. 

4. The authority of the officer or officers executing the bond in behalf of 
the Surety Company should be shown by a copy of the By-Laws, Resolu- 
tions, or other appropriate authorization, certified by the Secretary, and, in 
case the authorization is given to the holder of a particular office, the Secre- 
ah pout also certify that the person executing the bond is the holder of 
such office. 


5. Certified copy of the latest Financial Statement of the S 
to be attached. ee 
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KNow ALL MEN BY THESE PRESENTS: 


a That SRG 6 Retnie Serea eae as Principal (hereinafter called 

ErMcwpale,). ane here a ek ee duly authorized to trans- 
act the business of indemnity and suretyship in the State of...... 
and having an office and principal place of business in said State at 
Bese Lokets as Surety (hereinafter called “Surety”), are held and 
BEM YADOUNCAINILO on crs iis son cn Ore ace Ne eae 
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their respective legal representatives, successors and assigns (here- 
inafter collectively called ‘““Obligees”), in the sum of............ 
Dollatsa(S cies. oa ) lawful money of the United States, to be 
paid to the Obligees, their respective legal representatives, suc- 
cessors or assigns, as interest may appear; for which payment, 
well and truly to be made, the Principal and Surety bind them- 
selves, their respective heirs, legal representatives, successors and 
assigns, jointly and severally, firmly by these presents. 

SEALED with our seals and executed in................... 
EOUNLEEDATE CRIS nce oss te aycOlee occas erie eee pLLOl tes 

WHEREAS, the Principal represents that the Principal is the 
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and that the same ha.. been mislaid, lost, stolen or destroyed and 
cannot be found or produced, in virtue of which the Principal has 
requested the Obligees to issue to Principal or to Principal’s order 
a new or duplicate instrument or instruments, or to pay to Prin- 
cipal or credit to Principal’s account the face amount of same 
without surrender thereof for cancellation; and 

WHEREAS, on the faith of the foregoing representations and 
in consideration of this bond of indemnity, the Obligees have 
complied or agreed to comply with said request; 

NOW, THEREFORE, THE CONDITIONS OF THIS OBLI- 
GATION ARE, that if the Principal, the heirs, legal representa- 
tives, successors or assigns of the Principal, or any of them, shall 
in case the mislaid, lost, stolen or destroyed original or originals 
be found or come into the hands or power of any of them, or to 
the hands, custody or power of any person, deliver or cause the 
same to be delivered unto the Obligees in order to be cancelled, and 
shall also at all times indemnify and save harmless the Obligees 
from and against any and all claims, actions and suits whether 
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groundless or otherwise, and from and against any and all liabili- 
ties, losses, damages, costs, charges, counsel fees and other ex- 
penses of every nature and character by reason of the said mislaid, 
lost, stolen or destroyed original or originals and/or the issuance 
of a duplicate or duplicates in lieu thereof or the paying or credit- 
ing of the face amount of the original or originals without sur- 
render thereof, whether or not caused by, based upon or arising out 
of inadvertence, accident, oversight or neglect on the part of the 
Obligees or their respective officers, agents, clerks and employees 
and/or omission or failure to inquire into, contest or litigate the 
right of any applicant to receive any payment, credit, transfer, 
registration, exchange or delivery in respect of the original or 
originals and/or the duplicate or duplicates issued in lieu thereof, 
and/or caused by, based upon or arising out of any other matter 
or thing whatsoever, then this obligation shall be void; otherwise 
shall remain in full force and effect. 


ERIS EAS od SUES SEN Ts DAR OR RE (L.S.) 
ATTEST: 
Piha h la 'atelasiiapaCeasvoy a acater ahs By onan a tee See 
Secretary. President. 
ATTEST: 
ra eres, ie Beh My OF Se Bien 5: sss03 eto ae ee 
Secretary. President. 
Firm 
Acknowledg- STATE OF ss? 
ment —_ CouNTY OF 
On this Soot sais * CAV cl i sece in, Lak ivecaie IQs, 


before me personally appeared ................. 
to me known and known to me to be a member of 
the BY MOE nnd ascins epavar ae eek ee 
described in and which executed the foregoing in- 
strument, and he thereupon acknowledged to me 
that he executed the same as and for the act and 
deed of said firm. 

Notary Public County 

County Clerk’s No. ..... 

County Revister'S Noo. (Lo. oe. en ee 
Commission expires ..... Notary Public. 
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Corporation 
Acknowledg- 
ment 


. Individual 
Acknowledg- 
ment 


Surety 
Company’s 
Acknowledg- 
ment 


STATE OF 
Sys 


CouNTY OF 


On: thigt. sisi. 4a AY OE Ca shins cirlen Mecnsadevea 8s teat 
in the year 19..., before me personally appeared 
BES eC esti tee Rusty! salt to me known, who being by 
me duly sworn, did depose and say: that he resides 
Fle ee NOSES See staat he isthe. vee, esi be le ae 
PeSiMent Ofcten + cae. hs il ane , the corporation 
described in and which executed the above instru- 
ment; that he knows the seal of said corporation; 
that the seal affixed to said instrument is such cor- 
porate seal; that it was so affixed by order of the 
board of directors of said corporation; and that he 
signed his name thereto by like order. 

Notary Public County 

County Clerk’s No. ..... 

County Register’s NO... J. cake rite plone 
Commission expires ......... 


STATE OF 
SS! 
CouNTY OF 
Mrpthiss 64 514% Gay 08 ons eas eyes oe TQ shes 


before me personally appeared ................. 
to me known and known to me to be the person 
described in and who executed the foregoing instru- 
ment, and he _ thereupon acknowledged to me 
that he executed the same. 


Notary Public County 
County Clerk’s No. ..... 
County Register’s No... se. Lette teens 
Commission expires ..... Notary Public. 
STATE OF jes 
CouNTY OF 

OMNIS 5 oie’ si GayITE 2e. 5 fe Ue senor LOM 
before me personally appeared ........ bene eadee 
ice Ce, Ce to me known, who, being by me 


duly sworn, did depose and say: that he resides at 
Bree arene Ss ahi Ss pithat he 1s ENE cara tetwore ears 
Dicer sowie ade.9 the Corporation described in 
and which executed the above instrument; that he 
knowns the corporate seal of said Corporation; that 
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the seal affixed to said instrument is such corporate 
seal; that it was so affixed by order of the Board of 
Rone tne oe of said Corporation; that he signed 
his name thereto by like order; and that the liabili- 
ties of said Corporation do not exceed its assets as 
ascertained in the manner provided by law. And 


the said ..trms see further said that he is ac- 
quainted with 7s 7.3.45 and knows him to be 
one of the Assistant Secretaries of said Corporation; 
that the signature of said ............ subscribed 
to the said instrument is in the genuine handwriting 
Onfthes Said vices) woke sete and was thereto sub- 
scribed by the order of the Board of ............ : 
and in the presence of him the said .............. 
Notary Public County 

County Clerk’s No. ..... 

County Register’s Now", ©) "eo secs war eee 
Commission expires ..... Notary Public. 


ForM 441—GENERAL CONTRACT (SHORT Form) 


This Contract, Made and concluded the ........... day of 
fe ee SK Oi One Thousand Nine Hundred and ..........., 
byr ald between-<:.’!.'F..eh. fe 0 ae eee OF ARG is: seis agra of 
Sa ae County of! ... 7... 42 /and Statewor 4. eer ee 
party ofthe first part<and ©.\,..).n. ee OF the’ si nzereenee of 
Sh ot bite ; County of)... ¢.'. <. Ga. and tate OL. eee 


party of the second part, in these words: The said part.. of the 
second part covenant.. and agree.. to and with the said party 
of the first part, to 


o 8 0 ee 86 © Se Sie 6 © uc e Be € 8 & 0 ee ele 61s 0) e) 6) oleae wie 
6,10. '9) 16" e) ge ere "e's a 6 ates e's 6 eo ee. es 0.0: 8 a 0 6 © 16) er elle) a 8: 6) © a © 6) Oise) 9/16 sie) elemau eaten) 
00" 'e\.0' 0 49.8; 70) o\0 <@ ‘a 6, ete 0):0 0) 6:0) o) 0 (6 8! 0) (ere: @ se) 8) oy woe em enh) ele 0 be se) elisha ints eelialistte 
Sie) a8) (else) Wie: (a) Oi ©) 76; (W.\'8) «4: 0. 6. 0. "eb, 01d 0 8 Gee 0: ie} (0)\0..m, se) wer ip ae) ate le lakie. elise Mellkielheia lene item 
Oh (0) (0) 8) [6 © (0! a riete e's, 0 ae: 0 (ee 0» 0 e606 (0 © 0 ee Wy) be Bo) 6) s) ails: wise ie le \etaaMstieleneieitens 


ORS os Oia) Taye (0) fer ei'h, ¢, @) a “OO we) (010 (ee 6-8 0 ae, (0 <0) 0 8 © 0) © ee) ee Jul nelle Leite eile alle ele teoel site 


And the said party of the first part covenants and agrees to pay 
unto the said part... of the second part, for the same, the sum of 


Ses MA dollars, lawful money of the United States, as 
follows: the sum of 


OBO 0) ew 0: ocala fe, oe tele; Stee 6) a6, getanml (ete) (oe) pie eevee eas) tells 
OR eAGiKes Os oi VOT ONO Ohe= ON Ene 6 Cre 6 6" 0 6 fe 6 0) Oto: 90, a 9 eerie helm aol) ee el ibteliaanelslinlielenen ence 
01'S, (oO) "a “OP e) jn.) 6: (a8, <0) Oe) (0) 1) io! 10; Wie, (0) 'wrke: | 6) (o, \er 'tirey oy er €,\es Oi Siyev (oy uaa) Up eee eM els (eniniisiatte) eiLanreine 
SO eM ONES (0, 8) .9 OOLIG) OTOL O10) 0) BRO ser.8) "0, © o: O70’ @, Ler.i6 elleriese) wie! ie) ose) CMOMaMGleaeMamenteaelelfestaliaite 


OO Ee 0.1010) 0 eh O1O, 01/6) 0/0) 051018. BSL! .8//8//07.0: 10) 0, ONO ia 01 /@ e/a relelel pHs) ale hstiel Riel pile ba eiaie ie he tents 
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and for the true and faithful performance of all and every of the 
covenants and agreements above mentioned, the parties to these 
presents bind themselves each unto the other in the penal sum of 
HAE Te Peseta ES 023 Dollars, as fixed and liquidated damages to be 
paid by the failing party. 

IN Witness WHEREoF, The parties to these presents have here- 
unto set their hands and seals, the day and year first above written. 
Sealed and delivered 
in the presence of 


jee ese Res ee te Pade eat hee ee Seal 

Seeenie ec Oe eee Ag Ease Rata; ee Seal 

Be ee ee cas a atta 2S ase ea Tae Pee wae eee Seal 

FORM 442—REAL ESTATE OPTION CONTRACT 

Apert sp oyets occu i Olga os tac cush lacy, for and in consideration of 
HVCORGISUL TE) 2 Renee ee a Dollarsutots caso in hand paid by 
“eso ai ae of .............. do hereby give to the said 
SS FURY, BET heirs and assigns, the privilege of purchasing on 
ormperore the). 2-5. 105: day limi stan .: +. A.D. 19..., 
the following described real estate, situated in the County of 
CRA eer ano, state of: Llinois, to-wits...2.,.4¢ eee aeee 
ateana tor the price of °...00. 0.6.20 Dollars, to be paid as fol- 
LOWS VIZ 3 25.508 pe oes Dollars in cash and the sum of........... 


NOLL ALCP BEE Pee OR RT tects en cise wares Soa Cee ee iaete 


Sie tae atiel ie celia! 4)_6)\6) 8. tellleyies.e) ‘sibe.¢ 6)\0).0)/e1 0) @:.9) 0 (0 6, 0:0 ©1010 @1 0116) {0 6 6110): ayol eMetie © “6 (6, e\:6 18) '¢. 
CeOMCm Cie ie ECan CECI ee Ta 
eral altewee. 618) stel sone: w0l'e) (6 61010 ee, 6 8 6 6 6s #1, '@)"e\-0 @, 6 \6 0 6 (0) 610, (e\'6) ‘eile 16 6 ee 
ceee . . ees eee oe esece 
wikelidt isis) erste! sh ¢) wala a) /a/<e 0) 6, 61 a ¢):6) 0 @ 6: (0) 6 eee 6) 0: 6 0.6) 0) 66 6 0 2 ¢ 


piavaielielial evetenieres, 6! ele ).@ 0 © @. 0.6 0.10 0) 6 6. .¢) @ 4:0) 4) 10 elie: 6 Sel lel76\ ete © \9. 610 10 s:'0 
ayiainial (Ss, lelleiie7@: « (06 « 6 6,6. 0.0 16 


to be secured by a mortgage or trust deed on said real estate, in 
form to be satisfactory to ............ ; said cash payment to 
be made and securities delivered on or before the .............. 
TENG NOE Ae 2a Se ara A. D. 19.-., tO ...... eee. ee, . 

I Also Agree To furnish a certificate of title issued by the Regis- 
CEATMOED ILICS “Olive ae oso 0.6 ooo s County or a complete merchant- 
able abstract of title, or a merchantable copy, brought down to 
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date, or a merchantable title guaranty policy, showing good title 
to said real estate. In case the privilege of purchase hereby given 
is exercised, the price above named paid and secured, and the 
securities accepted, as above provided, I agree to convey and 
assure the said real estate to said ............ heirs or assigns, 
by a good and sufficient .........-.-. deed, reciting a considera- 
tion OE Sees . free and clear of all liens or incumbrances what- 
soever, except as to taxes, assessments or impositions levied, 
assessed or imposed upon said real estate subsequent to ......... 


BAI Hales otto eeketean by mutual agreement, with ............. 
and in case the privilege of purchase hereby given is not exer- 
cised and the conditions hereof fully performed by said ......... 
heirs or assigns, and written notice of such exercise and perform- 
ance piven by e...0 6% 0e8 oa (OSIM. | Sealy oye on or before 
thes toes Sai (ay iOlsncn ek syne A. D. 19..., said privilege 
shall thereupon wholly cease (but no liability to refund the money 
paid therefor shall arise); said abstracts of title be returned in 


good order, and ‘Said’ .)..95...0.% shall at once surrender this 
MNSLTUMIENt 110%, hth oe eae for cancellation. During the exist- 
ence of said privilege of purchase, this instrument shall be binding 
OR etn. Banctenentee heirs, executors, administrators and assigns, who 
may exercise the rights herein reserved by ............ and 
receive the surrender above mentioned. 

Witness my Hand and Seal, This ......... day 08. awn ee 
ReaD TOs iis 

Pee Pree Ore ed ee ic Seal 


«asl 8) SZewyiahia teeta RMR ne Sei ae ee EOa 
REQ VD ads saanov'ek dy: ahaa gk gt Se ee ORR een ake ae ; sess 
...hereby demand of you the sum of............ Dollars, out 
of moneys due, or which may become due to ............ now 


in your employ, as wages or salary in excess of the amount ex- 
empted, if any, under the laws of the State of ........ , in regard 
to garnishment. 


BT ashi ints iyi is hereby authorized to receive the above sum 
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(Reverse) 


Pree ese) Se a7 9l CS) 8) 0 ete M6 ie See Or eh e 102 6 (0) 0) ee 0) 6y. 6) O10 1610.0) 6) 6 ei'e| one enene 


ICDS FONiOl oF 6 (0: (0/0 C's 6. OF 0 (0) O'S 0-109 (6 10/6, 10) ©), 0. @: ©. 6.10.0 6,10. 6) 6 06, «6 9, 6) 01.8) 60 6 


CORSO SLO bS Le! OF OKs 02 @: enero Seles! « 6: Cie l/e 6.6 eho a hele ete © so 6.016 ene eel 6 eue ole 


SECS LOH s) (0) :6- 0) 0B) @6)\0, 6! 6: 0) 6 (0 Ore 0 © 6 0 6 19: © 6, 0.\6 10) 6.0. 60).6:\0 0 0 6 10) 618 0 6) 6 6 


Served the within notice by delivering a copy thereof 
to the within named 


SRR Oy 8 rs! (e) 01 e (0) (0970.0) 8) 6) 6 0 (erie ee, © 10 0 0-66 0 b 0 6 le.e.e 6b ¢ 0) 00.8 © 6 6. 6 


i i i er ry 


(UVES Gal? S80 Ny St aR al a aie hig RU ee DMN Conia a © day 
OE UES SARE in BORA Gee eipae eer Wah 1 Blog ae 
Fees. 5 ~- - - - - D fer tleekeaa 
Mileage, - - - - Se 3 
Service, - - - ~ Sa ey 

BEADENOR Coleen ls chine ees } 

SS 
J kha ae aa ee County, 
being duly sworn deposes and says that on the ...... on 
ACORN iy tats 19..., he served the within notice 
by delivering a copy thereof to the within named ...... 
Subscribed and Sworn to before me this .............. 
DAV ROL cystic alae evejness + race eet 


Pe re et ee ee 


Notary Public. 


Form 444—GaARNISHEE DEMAND NOTICE TO EMPLOYEE 


...hereby demand of you the sum of............ Dollars, out 
of moneys due, or which may become due to you, as wages or 
salary in excess of the amount exempted, if any, under the laws 


of the State of ........ , in relation to garnishment. 
Direcrce ce ws « is hereby authorized to receive the above sum 
for 
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(Reverse) 


wi a 8 :# 0b ol eter ©! efor ehetema® oe) 6 (ef © 0°19) 6) 1a! 1p) @) 01 6 0 6) 0) of ©) 06 10) @) 61), 016) 6 M28) (6 187 © 


S, 9 16) (6 (8) 0,1 (0 6) 6 10, 6 (0 Olle 000.09 9 Ve ee (006110) \6 ee) 0 2 6) (Olle) #10) 4) 19.8) oe eens) 2: 


Served the within notice by delivering a copy thereof 
to the within named 


© 8) 64 10. (0 0 0.1 0 Ce \¢ 10 © 6, © 6-006 © i066 © 0 0 ele ¢ © 0):6 0, 66 © © 6 6 is 00) 6 ie 


@.6: 0) (9) O10 (8 0 9u.8 01s 010 6 81s © © 6 Sis 0 6 0) (8! © © ©. 0G. .6) 6, 0.6) 8) 0) 6610 918) sie! (aps 


AUT Miva: eactray  ohaet ora eee ate O'ClOCK Gems cae ie M., 
PIS! Pigs te 2S ao a ghee A eae CoG bron ee day 
OP ojaiere hecesen nei rele chien Mio. 5 cans aes AS PEE Oe. 
Fees, - - - - - S..-thoenaie 
Mileage, - - - - Nene, 4 
Service, - - - - Saat 
DTATE OP bre rctiereealsiwists lst ¢ 
SS. 
Rea Nie v asinae, ee sT craton County, 
being duly sworn deposes and says that on the........ 
day-0b Gites ear 19..., he served the within notice 


by delivering a copy thereof to the within named 


a ool Bie) eile! a) (atiet.@ af 'e) @)/a (6 Je ai (m' -slla le @ a) 6\@ «0! (0) wire “ai (e) «lw sel ie 6, w; siiSi pileleumnniet el 


6 9/2) 10 8, 8) Nadia, “0! (ei e716 "ae eS eee lol mi 8) © (e) ax Orel ee leone ta 


<n /e, (0° 8 cuu@lehe cee, \e! wie! 


Cay Ole ect wis on wa en TO wor 


910; 0:10, 'e) a (6 “R's. 070) (6 ene 8 6: 0) cele: mas ohana’ etme rene 


Notary Public. 


FORM 445 


ANSWER OF GARNISHEE (CORPORATION) 


STATREOR sone WN osu tee ce Court 
SS. 
COUNTYZORA 7566 


© © © © * 0 6 6,0 Be 6: 4) ere e © vie tele 


Retwinaole rs Siicve tones ADA T0 caval 
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OOO TO OlACi9; /6){01'6) e: leiswy'e 16 \@ eliese! eee. /6. 16) rile! 6.16) ‘ee 6 


SRARSEIS O25 .8. 18,18 19)) 0) \8ir ee. 1e)) 8 61. \e! 6, @-10, @)16.0) 16 8 10) elke) ee 


Ler NOS wee eee 


SHORO LOTS Esiieen4l 16) a! -@ «| 16) 11's ae) 0) 8.16/66, 1/66 ‘ol 6) wire) oe 6 
Seat One! 0) 107610, 16) /e.@! (6) \e- 6.10, :0 (6. 6 «0 0. 6 <6 6) (6 8: 0s 0/10. 08 


SOTO 1{0)10) 187.0: 610) © \¢ 18 0 [00 6 0 6.0.0 6 610 0 6.6 wile 0 6 ee 


EN ORCE UES ae) MCT as i ve SNS Eons hose kal cor ROR OR NE 
summoned as a garnishee in the above and foregoing suit, and 
for answer therein says: 

SEL elegans ata HOGG mn esas. possession, or under......... 
control, no money, credits, rights, effects, choses in action or 
properties whatever, due or belonging to the said.............. 
PCM le tshe cio shaktiale tin airs e.9 ae cccranerts defendant in such suit at the 
GGLE7O} SEVVICE UPON. vedce ss gece sss of such garnishee summons, 
HUET IRS Bed ee rae Ee ae ae A. D. 19.... or at the date of 
this answer, or at any time between said dates of service and 


HOE sere INGCDLCE LO-THE?SOUD bce sin vile: Ore re ceree 
dejendant wn-such -sutt in the sum Of... cscvcesescnsess Dollars 
for services performed and wages earned........ employ....... 
3, ES Bec a Ie ear ae ee a SD that..........has no other 
moneys, credits, rights, effects, choses in action or properties 
whatever in its possession or under........... control, due or 
belonging to the said defendant in such action, and subject to the 
DIA CTAOJ ALLE STCOULE WRN os rich 0 sis asin w-a\e's tk v.a 3's. 9, 6.0: ausiagal Seated 


ole! 6 6) o (els-atietiel.o ie 6 = 0 \e) 6 0) sneered. 6 6 pwerO"s © 0)\0) 6010 (0. 0) 0 6, 6 © 00:0 6: © 0 ele .¢ 0) 0 0 0 0 
oo eee ewe ee oem ewer ese ee ee eee eee ee ee eee eee ee eee eee eee eens eee 


ele) 1s) Is, Le) 16) 6 61 6. 6) \orle) © 0) (6) \0\ @ © (6) 6 10) [0 1a. 8) 16) e710: 0 @ © .¢) 2 0! 6 0) 6 00 6 86 6 9 0 6 © we 00 ee ee 


TLRS Ser a eR informed and believes that the claim 
sued on is not for the wages of any laborer, servant or wage earner, 


TL DANG ALEC UTNE SE eee Oe cS. see eee ee 
defendant in such suit is the head of a family residing with the 


NAIC RENO EVOL TUE SUM, Of. 0.0... 1s.0 60 4s sais ole siecle «sins a DOUGTS 
Mere eter Selec fo, RO PUGS eae sta scayere (stale neue he > agen ie UNS Aes 
is exempt from garnishment by the laws of the State of Illinois, 
which exemption is hereby claimed for the sdid...........+.045. 
3 Fateh Be EQUINE E Ferree aisles oietain ee warner UNE 
sus oe, Eek eae ean ae cents ($..........) in the hands of 
IS BOPMISHEE® 0 ios ln sew cts hte ese ne nee ee es veka. 


subject to the order of this court. 


eooeosveereoeoeoeooeeoeereeoeo eee eee @ 
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Sha. ee GhTWK Ul b/ obs) el iee. (0/18, 000) 0 <6 es lo 6 exe en @ eo) i /aife al,6 0) 6 (elle Cuenta, aliemeuienin al €).e7.0) a4) Aaa 
Gd bd: Ow bee, a eb) 6 6.10) 6.6. ele 0 0: 6,8) 6 6 © el 'e:le)ie) 6 a, 6)\ei 18 laps) 6 ele wr a) eel ee lani@use y) eh om ee ene 


eee ee eo oe ee Beem Oe eV EeS eee eo ee BeBe ee BHO eee 


| 55 PIR ror eA re eae ha 
STATESOF ILEINOIS; Fo)! nic ces gehen e ae ue eae eee ee 
ear eN at being first duly sworn according to 
LAW, SQVS tNOt TE. 48:6. tape ord wore alee pee ws to pe 
1) RAC eee Pe RSPR ed Par tee Nich cur garnishee in the said cause 


and authorized and instructed to make this affidavit; that he has 
read the foregoing answer and is acquainted with the contents 
thereof; and that the same is true to the best of his knowledge, 
information and belief. 


ow ee © 6 0 6 6 @ 6 0 6 0 6 6 0 06 0 6 6 0 6 6 Oe 8) 00 Se ©) 0 0) 6 


Pheer Lordi oititig sat a ee vacate Pay: Pay 9 RAT 0 Pa 


T's Cee eee oe 6 a © Sle 0 wus Se Oe 6 «6 e © a 6 oe ell © 0 6 


Notary Public. 


Form 446 


Notary Pustic’s Bonp (ILLINOIS) 


Know ALL MEN BY THESE PRESENTS: 
PHAT OW ei ne pak ee Uae Oe nee ee 


(Principal) (Sureties) 
Me mere PAE fy dec.» Of te COUR Os... dans sa ae ee 
in the State of Illinois, are held and firmly bound unto the People 
of the State of Illinois, in the penal sum of One Thousand Dollars, 
for the payment of which, well and truly to be made, we bind 
ourselves, our heirs, executors and assigns, jointly and ‘severally, 
firmly by these presents. 
Witness our hands and seals, this...... Cay Of we hae 
THE CONDITION OF THE ABOVE OBLIGATION 1S 
SUCH, That, whereas, the sa@trso ck tee eae 
(Principal) 
ae been appointed NOTARY PUBLIC in and for the County 


Ee a ERO ane , POSAIIE TR THO eA ae es PEs AL Oe ane 
(City, Town, Village or Precinct) 


(Principal) 
ieee and esas all the duties required of him by law, as 
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such Notary Public, to the best of his skill and ability, then this 
bond to be void, otherwise to remain in full force. 


meena teenie elses Mee cai a WG nary Sree ek (SEAL) 
(Principal) 
SPIER NUN eK eisrchess oar S.Ct aes Tae ase ae (SEAL) 
(Surety) 
NAM st Sots Gr Re cook ais ES sree GRE (SEAL) 
(Surety) 
Approved: 
"" “GOVERNOR. 
STATE OF ILLINOIS, 
[SS 
Shiri oi County, 
A ac n Marts eR Ae HUGLEONS CONEY that as. een ceo e me 
(Notary Public) (Principal) 
RSYNC at cease wie eA haiheie al ait lave “Ait , who are each personally known to 


(Surety) 
me to be the same persons whose names are subscribed to the 
foregoing instrument, appeared before me this day in person, and 
acknowledged that they signed, sealed and delivered said instru- 
ment as their free and voluntary act, for the uses and purposes 
therein set forth. 
Given under my hand and seal this...... GAWO! on cineca Oster 


eee eee eee ee eee eee eee eee eee eee reer esr esos 


NOTARY PUBLIC. 
STATE OF ILLINOIS, jss 


Mer Siata hers Country, 

MORIA TMs fs Be Sls se Ca do solemnly swear that I am 

(Principal) 

twenty-one years of age, a citizen of the United States and a legal 
resident of the State of Illinois, and that I will support the Consti- 
tution of the United States, and the Constitution of the State of 
Illinois, and that I will faithfully discharge the duties of NOTARY 
PUBLIC, according to the best of my ability. 


eee eee eee ee eee eee eee see eee eee eeeereeeese 


(Principal) 
Subscribed and sworn to before me this....day of...... TO uot 


CCC SC COMO OE HOHE OSH HH EHH CTH HO HM HOF OHH 


NOTARY PUBLIC. 


8 The appointee must sign both Bond and Oath, and return to 
the Secretary of State’s Office, with official signature, impression 
of seal (if he has one) at the place indicated, P. O. Address, etc. 

Post Office address of Applicant: 


Sieiiel Owe RulelinxO Nel ©)eNa 16 co [0 @) 66.1.6 0:16 66) (6:0) e009 68 


oo 6 © 6 16.61.60) m, © COrope e166 (Oe: a) Ae 19 18, &. 6 O00). 6 


IMPRESSION OF O10 6 6 0.0 0 6 610 0 0 0 6.0 0 6 0) 6 6 6 666 6 6 O80 6 8 8 
SEAL 
ie Pe ee 
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ForRM 447 
CONTRACT TO SELL REAL ESTATE 


RECEIUEU EO} Sotto c etemecars wl tw athe be ba alain g) seg) eaten oie een ee 
Ae RY Serene Un etre eitnd ee aL wc Dollars, part payment toward the 
purchase of the following described Real EStAte osteo soe e 
which is hereby bargained and sold to the said........4.0+.000- 
FORE SUM: OF os Ceee aia eie' in ia nce. «Sct Vanes nee RE RR Dollars, 
eh Ph ba Helis RPE aa De AMMEN MENS Wy pe MERA ree uc Dollars 
more to be paid on the delivery of a good and sufficient Warranty 
Deed of conveyance of the same within. .........0eeeeees days 


from this date, or as much sooner thereafter as the deed is ready 
for delivery, after the title has been examined and found good, 
and the.balance to be paid as follows: ... 0... <.-.s sence sca ee ine 
To be secured by Trust Deed or Mortgage on the property above 
described. Should title to the property prove defective, this 
A See eh ten ae ae to be rejunded.. Should. said... 3. «1 asa aeneee 
fail to perform this Contract on his part promptly at the time and 
in the manner above specified (time being of the essence of this 


Contract), themather above... 123s <h00 haste) sere Dollars 
Shall be, forfeited 09... ve <eaaiin ase « as liquidated damages, and 
the above contract shall be and become null and void. 
Ie Hooter o siete nates eahe!'s et ahaha tanec Sree eee Seal 
Re ESC ee tans Se Ny RATE HE Seal 
Form 448 
CONTRACT WITH EMPLOYEE 
Tuts AGREEMENT, Made this...... GEY Of Notices Osteo 
DOLWEEI io. u's. on eack Pie le Mee teas ess ean ee 
DIO. sivas iy'ce-ae jog teh pan Reel naa at ERT te estas ee ee 
WY ti messet less sisiersdo's sie Mane Toke eae hire.. and employ.. 
SEG: obs sols! Oa cam hc cae ge CL EAE a oe business in 
in the "Capacity :Of ine ow samme es and agree.. to pay h.... 
during the time that ..he shall remain in such employment, 
aPafgerede nels Gueial's shes agate anes aetna Dollars per...........upon the 


terms and conditions of this agreement. 
OY NEE SII SES Gy atic any a esto does agree 
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BROMINE SOLD Oe D8 Reh RU Ni hair 5 Alia e h eb Bad ie 
that ..he will devote h....entire time, skill, labor and attention 
to said employment, during the time for which ..he may be so 
employed, at the wages herein agreed upon. 

It is expressly provided and agreed between the parties hereto, 


that said Efcnsvaker shal ek Ohta: oaveir oi lisboa ats Ga lsle as , may, at any time, 
terminate said employment at.............. election. 
SUD U sol i erage 50) Cae PE Ne enemas Cea shall be the sole 


Any Agreement or arrangement by which the said........... 
has been heretofore employed by said 
SE ers reel «Sie toikin in ealon tied Od dle diane is, in further consideration 
of the premises, hereby canceled, released and discharged. 


C2 


Buje) e 56) 16) ©) "¢ .6'\ 0) 9-6. 6) e).0.(0|6 @ jes Je (a 16 06 


Ce 
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PoweER OF ATTORNEY, WITH AN INTEREST 


wom etelw le 6) @ © 6 © 0 1s 6 0 6 © 16 6 © © 6 0 6 6) ¢ © Oe ee 6 0) .6 © 06) 0,6 0 6 06 @ 6 © 6.0.0 © e106 © « 


have made, constituted and appointed, and by these presents do 
GUAR, CONSTILULE ONE: APPOIUNt 5 vis, albedo 6 ists +s eae sus oo eee’ 
Gf c3 SET a TLIC SUELO. OF 58 ors Ate kis nats ace BA ee 
to be my true and lawful attorney, for me and in my name, place 
and stead, to sell or bargain the following described property, 
ORG TE Geobacter ORE ay EE eT oe IU aurora eesioto 


with all the appurtenances thereof, upon the following terms and 
CONdItIONS, tO-Wik? 6... ccc eee ee teeter etree eee eenees 


. Oi. ete) 6 ej ,0: oa: 0) elles wi wile) ele) ese ey. 1 e; lol /e/feiel 6.16 s\\6 
SU eterien sane) 6) Si 0) |) 16 e700. 6) 0 4,006, 9: 0)'16)'0).6 


PEE e Sa Mon aweraielciovomeamel «1s ee) ee eméiicte © ..ce) ie) ovelieyeleme ele: Sitel-e, .exsieler ce! eite ete) e\reimslte 


eee eo eee ee ee ower 


requisite an 
fully to all intents 
sonally present, w 
hereby ratifying an 
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substitute shall lawfully do or cause to be done by virtue thereof. 

And in Consideration of One Dollar, to me in hand paid by my 
said attorney, the receipt whereof is hereby acknowledged, and for 
other good and valuable considerations, I do hereby agree for 
myself, my grantees, heirs, executors, administrators and assigns, 
to pay my said attorney, his heirs and assigns.........- per cent 
commission on the gross amount of such sale, bargain or exchange, 
whenever and by whomsoever sold, bargained or exchanged, to- 
gether with the advertising and other expenses, provided such 
‘sale, bargain or exchange, be made before the expiration of the 
time granted, as above stipulated; and that should the said prop- 
erty be sold or bargained within the time above granted, by others, 
directly or indirectly, or from any order or right which I or others 
do or may possess, in the premises, then and in that case, the 
commissions as above mentioned, to my said attorney shall not be 
lessened or decreased thereby, but shall thereupon immediately 
become due and payable; and, also, that should I withdraw or 
cause to be withdrawn the said property, or any part thereof, from 
sale by him, I agree before such withdrawal, to pay my said 
attorney, his heirs or assigns, all expenses incurred, and also the 
above named commissions, in full satisfaction of this agreement 
hereby granting unto my said attorney, his heirs and assigns, a 
good, perfect and sufficient lien on the said premises for. his said 
commissions, in case of sale, bargain or exchange, or in case of 
withdrawal of the same from sale, and for expenses incurred as 
before stated. It is expressly understood that in case of with- 
drawal of above described property, that I give my said attorney 


AP Rea cin days notice, in writing, of my intention, otherwise it 
shall remain as aforesaid. 
In Witness Whereof, ......... have hereto set......... hand 
and seal this...... GAY ND Ya. Abevore: a e\siaen srs A. DStoan 
farekadulete ‘ite hlns sch < & ace Weta te ee ee Seal 
SEs ROT or PNT She gas webs chet Seal 
SA ENE i. Seal 
SAP EAOR aa a Aeaia hata } 
SS. 
COUNTY "ORR mal fy. leas pies olerS- Ode Wie Olnddlls @ bUNIeEaI et are eae 


ee hele Me seeseesseeseesss...dn and for said County, in the 
State aforesaid, Do Hereby Certify, That 


coe eee ere eee eee e eee 


Spas came O86 sO A) 6 (6 108) Web 8i.9\1p) 61a el 0) ’s) fale 1ehehe) @ bie is: 6 bibs 
@)@. Woe Le) he se Teme. Sie 


personally known to me to be the same person.. whose name... 
Deets subscribed to the foregoing instrument, appeared before 
me this day in person, and acknowledged that ..he.. signed, 
sealed and delivered the said Instrument as.......... free and 
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voluntary act, for the uses and purposes therein set forth, including 
the release and waiver of the right of homestead. 

CM TEUNOET MYMHORG GAA. oc. oe wo oe oe wb seal, this 
lus Segre GEV ORM ah tees us ALD, TOs, 


FORM 450 


NOW TALL MEN BY THESE PRESENTS, That)... ....0..26.005 
D1 GAVE rene ttiaee dal COMME AOL TES eon ae in the 
BUALO OI Tete 3's sions ha... made, constituted and appointed, and 


BY THESE PRESENTS do... make, constitute and appoint 


MITE cookin ehcsc ss i) ee ee ens COURT SOV ot som a oruier and 
SA eS aa true and lawful ATTORN..... for.:.:>.-. 
OTHE MTA esas WMC 1 PLOGE ONE SLEOE LOW swine waco haat a 
giving and granting unto..................said ATTORN.... 


full power and authority to do and perform all and every act and 
thing whatsoever, requisite and necessary to be done in and about 
the premises, as fully, to all intents and purposes, aS.......... 
might or could do if personally present at the doing thereof, with 
full power of substitution and revocation, hereby ratifying and 


WOnnr Mine ON AKG 0a. os ce Said ATLORN (8 0 Oho ane 
substitute shall lawfully do or cause to be done by virtue hereof. 

in Lestimony W hereof, ......0.%. have hereunto set........ 
hand.. and seal.. this........ TSAR ae RRA ie a gr ar EOlon 2 


Signed, Sealed and Delivered in Presence of 


BileMalielis! \el7¢:(e%(o](6 [01 le ss) e je) (elle) e.ellc’ 21,0 (69) 8) 0: \8\ #010. '0, 1 fe 00 1 
Paicllelisitsr (er site! se; wie..e Kei ¢) (01/0) €1.e. 6 | .6''6) = e100 6 16) '0 \e @ 2 je oF 6 6 0 


SURATECON. We) stiecici. oi + Gos 
ss. 
WOUNTY-OF. Meas oe 3% ie 


ay sills) foivl ‘wile oi 6° ee) -¢))ellei #)) 6) ere liste (el (eee) @ 6 1el 6 


De aatcccieliailaiielallcll sitsiieiciictislis: (s) le) 6 (ev ce le \erie) is 6; jee! 6 8 (6 © 10.76: 0, 0). 6) 16: 6) 0,10) 18) 


in and for, and residing in the said County, in the State aforesaid, 
MONTE BYR OMR TIEN, CHOLES co 6 vic tei aOR ige Us «as shad = sneer 
personally known to me to be the same person.. whose name. . 
subscribed to the foregoing Instrument appeared before me 


1222 CORPORATE MANAGEMENT AND PROCEDURE 


this day in person, and acknowledged that ..he.. signed, sealed 


and delivered the said Instrument as........ free and voluntary 

act, for the uses and purposes therein set forth. 

Given“under. Wy MARE Gd Pyne. 3 ass + wane arama te eta oe seal, 

THIS tac Santee GEV Dae sie oie 256 Se Se apabaue Ai, ID AEG Sivas 
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PETITION FOR APPOINTMENT orf Notary Pustic (ILLINOIS) 


STATE OF ILLINOIS, } 


Bit Dery a. County 
To His Excellency, The Governor of Illinois: 

The undersigned legal voters of the. .....5.....:....0¢0%5 of 

(City, Town, Village or Precinct) 
1 hens ay ee oan Ee in. the county of. ee 
respectfully beuton that your Excellency will appoint:: 2k oye 
Liar iscsi apes Sle aiianale eee _.......Who is known to us to be twenty- 
(Print Name or Use Typewriter) ; 

one years of age, a citizen of the United States and a legal resident 


of this State, and whose post office address is.................. 
EE Scrat to be a Notary Public in and for said County... . 
NAME NAME 
Bian i Beate Pics Speen ete ren aioe th 2 a DQ | ae olel Sc s) felted serceteaiay athe es ean 
RAID PME LOSE te Ree, “he 4 BOW aie eilaiya tates Sen ockei FT OLE Lone ee eee 
Calinkayecurioncrsia ain teres 0g csc, cas 74t S ReYC CS oO OTHIAIBIG 5 ya's 
TE eM BiG id Gold HNN oT ORS DZie. Mai 015, 0.0) oue wradeua) Siena enicn steer meen 
i RCE RW d as SAS ane t 8 Oy gel he Ry oP 2 Bis wy oie erie ah ageicecs’ ere Sa MenON ee RE ee ae 
Goniohitate occas et Ey en ine yy. WERE SRD IAC te hc, Stennis) cha en 
Te val Sih Rents eRe ere ta Qi} eas a, isi.0. +, ogee CHO RRO ene 
| Wee ORM eS thy feel aia 8 hh QO. ge Bes Lee 
CRRA eaih.cliGe Sau ako g Vy Pee se hs rs ota se 
TOS bok ck bowen cet, Ee eee 2832 eee 
TAT ls al Oo, os OR ee eae 4D EE SRE Er Rec ise 
| Re Oe eS OPIN a age hg omer eE AS Ss Ge ba aon 
COE ee ee 37. os. ss35 4 550 eee ee 
1 Weaty ea COE Oe G8 cists eo, Ge B20) sie Sle. d sie s 5s Sl ee 
Dees Souricdie’ 9+: « a EX OR Cel cs a 
TO sPhciis ie 'ai ciel Ss Ska) scekdy see RoR RIE: Ry eee Ce ht A Bier 
Me ee ODOR SET Sahoo Ose Bi Deniis avisk «e049, che) ie eee eae Re ae 
1 rae ef RMP ERS 3 ce cot aaa BO eas waves Sire gece ae 
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Forward this petition, filled out and signed in ink by fifty legal 
voters residing in the same city, town, village or precinct with 
yourself. Fill up the enclosed bond, signed by one other good 
and responsible person; make the impress of your seal thereon, if 
you have one, sign and acknowledge the oath thereon, and return 
to this office, with fee in the sum of Two Dollars. Do not send 
currency. 

Address 
Secretary of State, 
Springfield, Illinois. 

Is this application for renewal? Answer................4. 
If so, when does present Commission expire? Answer........... 
&See Sections of law printed on back hereof. 


LAWS OF ILLINOIS 
Chapter 99 
NOTARIES PUBLIC 


QUALIFICATIONS 

Section 1. Be it enacted by the People of the State of Illinois, 
represented in the General Assembly, that the Governor may ap- 
point, by and with the advice and consent of the Senate, and 
commission as notaries public as many persons resident in the 
county in this State for which they are appointed as he may deem 
necessary, but no person shall be appointed a notary public who 
is under twenty-one years of age, is not a citizen of the United 
States, and has not resided in this State une year preceding the 
appointment. 

PETITION 

Sec. 2. No person shall be appointed notary public, except 
upon the petition of at least fifty legal voters of the city, town, 
village or precinct in which said person resides. 


BOND 

Sec. 4. Before entering upon the duties of this office, he shall 
give a bond, payable to the people of the State of filinois in the 
sum of $1,000, with sureties to be approved by the Governor, 
conditioned for the faithful discharge of the duties of his office, 
and shall take and subscribe the oath of office as prescribed by 
the Constitution. The oath and bond shall be deposited in the 
office of the Secretary of State. 

REGISTER WITH THE COUNTY CLERK 


Sec. 5. He shall also, before entering upon the duties of his 
office, have a memorandum of his appointment, and the time 
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when his office will expire, entered in the office of the County 
Clerk of his county in a book to be kept for that purpose by said 
Clerk, for which entry he shall pay a fee of twenty-five cents. 

Sec. 7. Each notary public shall, upon entering upon the 
duties of his office, provide himself with a proper official seal, 
with which he shall authenticate his official acts, upon which shall 
be engraved the words descriptive of his office, and the name of 
the place or county in which he resides. 


ForM 452 


NoTARY’S CERTIFICATE OF ACKNOWLEDGMENT 


—— 


STATE, OF ese asi cere Ey} fe nya Scale ge Gale aye ate ae 
COUNTY OFS, Meee i ss. @ Notary Public in and for the 
5 ea I ee Sets eisai ard S000 2 6 <2. 30 5 ween ne eee 
in the State aforesaid, DO HEREBY CERTIFY, that......... 


Ceo ee ee ole sc eR OO eH CCH OM OLE eH OEE HC 0 6 eNIe. 6 © bio © 2s 0 « 6s Sie a6 0) « 


personally known to me to be the same person.. whose name. . 
Some subscribed to the foregoing Instrument, appeared before 
me this day in person, and acknowledged that ..he.. signed, sealed 
and delivered the said Instrument as......... free and voluntary 
act, for the uses and purposes therein set forth, including the 
release and waiver of the right of homestead. 


Given under my hand and Notarial Seal, this.......... day of 
as Snare ait bala ane ler cate wie earls Ak Dress ore 
Notary Public. 
ForM 453 


EXCLUSIVE SALES: CONTRACT 


In consideration of your agreement to advertise my property 
described as 


and to show this property to prospective purchasers without any 
expense to me, and for and in consideration of the sum of One 
Dollar ($1.00) to me in hand paid, receipt of which is hereby 
acknowledged, I hereby appoint you my exclusive agent, to make 
a sale of the above property, for a price of............0cc0000. 


Dollars (Sw ests ) subject to an existing encumbrance. . 
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Cie eal ie os Tata eh mules ee eeele tees CHa oa mee ome eee ) 
bearing interest at........ Te UAC Gd ails Nath Bee or any less sum 
which I shall agree to accept. 

You are to act as my exclusive agent for a period of.......... 


days from the date hereof. 

You are authorized to accept a deposit as earnest money to be 
applied on the purchase price from any purchaser or purchasers, 
tebeenctecdaescrown lyin as. 05 90 Fs oisckn ene ce els wea 
for the mutual benefit of the parties concerned and to execute a 
binding contract for sale on my behalf, on form known as the 
BE ark Nia wel auieie ahd arles he's ahs for ...improved property, with usual 
provisions therein contained. 

I agree to furnish, at my expense, Abstract of Title showing a 
merchantable title, or Guaranty Policy made by the .......... 
Title & Trust Co., or merchantable title shown by Torrens Cer- 
tificate, for the sale price brought down to date of sale. Also 
agree to pay you the usual commission as established by the 
Se ee Real Estate Board, on such sale price. All taxes, 
assessments, rents, interest, insurance and general expenses to be 
prorated to date of delivery of deed. 
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CONTRACT FOR EXCLUSIVE SALES AGENCY 


In consideration of your acceptance hereof, and your agreement 
to advertise, and to use your best efforts to sell, my property 
VES GUIS Sot EE EO EO a OTE Pee 


eee lato iemalial sl olejel hele «61-0 (a) 0 (6,-0.0) 0 )e) oF er S20! 0, 4) '6,-0)/0)'0, 16, /6) Sy10, 0, 9: J0, 10, bi eme) (epee) €, (6, 0) .8y:0,.©, 


I hereby appoint you exclusive agent to sell said property, at a 


ACEO) ce oo Sigle oa + «Salgado 4 Sicko, oie ....Dollars ($..... seedy 
subject to existing encumbrance.. (included in said price) of 
Ae. ahs x wd, s ye a'vishe saynighs Has te Dollar if Sie oS oaoeds 
bearing interest at....... To GOUGH Es: Gee afte FERAL al eae 


1 am to give general warranty deed subject to water taxes payable 
Ee oe on og es un eres * ; general taxes for the 
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Above mentioned encumbrance, if any, 1s.......- to be assumed 
by purchaser. The earnest money shall be not less than $........ 
the cash payment, including the earnest money, not less than 
Rsteeateiaeie , and the balance paid as follows: ........eeeeeeees 
with interest at........ per centum per annum, payable semt- 
annually, secured by notes and Trust Deed in a form ordinarily 
USCALOY mre wate OR eg as wes Contract of sale and earnest 
MONEY 10 DE MELA INSESCTOW OW. Wea Hs. wa sh od agen eee ates 
Other terms of sale to be those contained in sales contract form 
RNOWM ASH Os oa Ce ks o> , you to determine all details 
not covered thereby or hereby. You are authorized to execute 
contract of sale on my behalf. 

In case said premises shall be sold by you or me or any one 
for me, upon the terms herein mentioned or any other terms 


acceptable to me, I agree to pay you the.......... Real Estate 
Board rate of commission thereon. 
The agency hereby created shall continue until......... IQ. 


Singular pronouns used herein shall be read as plural whenever 
the number of parties hereto so requires. 


PPR wear Manse ict cis teatro ee eon aie een (SEAL) 
MRM Rat othtghS-e OA AG hs SE (SEAL) 
MaAdncks cher dncnaitho tenis Stee Ge (SEAL) 
Be sictes ovo SO SCES SI EL Rae ee (SEAL) 
ForM 455 
Finat Notice Brerore Suir 
9 BF BOO) Geta CRATER eo a Ge 
GOUN TR. OR 2.25. siuttea nae 
SNe ShGaaliina’ cherie sat arahoumanseaMerene Plaintiff 
VS. FINAL NOTICE 
EW Bhi otk bs C's de ae mentee. Defendant 


To the above named defendant, 
FIRST: You will. please take notice that the above named 
Plaintiff claims that you are indebted to........ in the sum of 


Fiano avila, fase ae ewe eR GE ane 26 Ke loe Riis Fhe eee Dollars, 


© 6710] (5,8) 6 0, 610 © 66) GL ene (@ ie! 0] e161 le © (pe ee) 6 
COU OM POS Oy) cr 
CC a er ry 


Rehab eee ake lo (ets 4.870) .8) Bip s ewe Sire bTekeire: 
D2 A RE aS ACG DU SC TC i et BRM IY Ce Citic Sano & 
ee eee 


see eee eeee 
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THIRD: Now, therefore, unless you remit or appear at this 


OOS sep ees OO POST OA aan On Or before thes Jc cows « 
day OY Saar seaha eh het Ses ACMI Or. Ob case vom. o'clock P. M., 
of said day, for payment of said claim, with interest thereon at 
PREMULERO] . Siked iene. tad. per cent per annum from the date of 


maturity, or make provisions for adjustment thereof, suit will be 
forthwith brought for the total amount with interest, together 
with the costs and disbursements of the action. 

LEELA DES RE this Cahir EV 10] Sey eminaie nde 


00/00) (ele) ele (6:16) ¥."Si.0) 0) 6,.6,0\h6; 6 6: @) wie) b, 6) 0%, ¥. ee) 6 eee e.8 6 


For the above Plaintiff. 


Form 456 
DEMAND FOR WAGES BEFORE SUIT 
RG ak iach ee AS ae Oe ic 19.. 
PODS SES EN Oe a Pee _ 
There is now due me from you, for Wages AS A...... eee eees 
LOS CITE) tabs OP REDS AOC ER aT ON A st Dollars 
CE hse re Sine a Cents, and I now demand of you 


payment of said sum so due for wages to me, and if default is 
made in such payment for three days, I shall commence suit for 
the recovery of said sum, and for............ dollars attorney’s 
fees, as provided by statute. 


eee eee eee eee eee ee ee ere ee eee eres ee eens 


Ag naa irhy al agen yeet eC being duly 
sworn, on oath says that he served a written demand, of which 
the above and foregoing is a true copy, on the said.............. 
FEE VOU eke -s. sisi by delivering to him, personally, the said written 


demand, on the.......... GOV OF RHA Rey eis ewe te Meuheths 10.8 


Pe er er ee er 


A ke) slrwvecte cae 6 e 6) 10°16) 0) 0" 01 6: 66 6 (ei oe (6) © 6. lo; 18) 4118) 6) (#1056, 90/6 10 


Notary Public. 


FoRM 457 
ASSIGNMENT OF WAGES 
nen 
For AND IN CONSIDERATION OF ERE SUM: OF Baie secs 58% one tare 
DOLLARS to me in hand paid Dy... ... ccc se cece ence ev ceee ; 
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receipt whereof is hereby acknowledged, I hereby transfer, assign 


GHG. SOL OVEP TUNED: Oi. Fin, Deters! ow ave eters 6: 0 oho! 690s his heirs, executors, 
administrators or assigns, all salary or wages due me and to 
bocome Aue Me WOW sos ve cae es CaS eas , or from any other 


person or persons, firm, co-partnership, company, corporation, 
organization or official by whom I am now or may hereafter be- 
come employed, at any time or times before the expiration of 
3 tole aia months from the date hereof. 

I hereby name, iwrevocably, the Said... 0.6.04 dedve wwnanene 
his heirs, executors, administrators or assigns, my attorney, in my 
name, to take such legal measures as may be proper or necessary 
for the complete recovery and enjoyment of the claim hereby 
assigned, and I hereby authorize, empower and direct the said 
lh AS Are hah eee ee ee , or any one by whom I may be 
employed as above, to pay the said demand and claim for wages 
DT ISCIIEY TOLHE SCO Oo su vatahy ors sid eee oe ae , his executors, 
administrators or assigns, and hereby authorize and empower him 
to receipt for same in my name. 

VES ALG UTES SOE ete Rar a Ke DEP US Se seca OLAS 


oC. Cele aie « oie « ei8)(s, 6 © a0 (e's 0) 0 & ws) 2) U, 6) 8 Un eime @ lene 


eee oe es & m6 Ww Ole Clee 6 6 CS «pis Vile es © 6 aes we ene 


INDEX 


INDEX 


A 


Accounting 
appraisals, 766-776 
bond issues, 703-725 
capital stock, 503-549 
authorized but not issued, 506 
formal entry, 504-505 
investments, 510-512 
non-par value stock, 506, 512 
original issues, 503-514 
par value stock, 503-506 
sales at other than par, 513-514 
statutory requirements, 508 
subscription accounts, 508-511 
subsidiary records, 507-508 
transfer book, 508 
treasury stock, 514-518 
two or more classes of, 507 
finance companies, 424-426 
sinking-fund transactions, 721-723 
Accounts receivable, discounting, 389 
Accrued interest, accounting, 706-709 
Affidavit, lost coupons, 673 
Allotment letter, 539 
Amendment of charter, 167-170 
certificate of (Illinois), 180 
Annual meeting of stockholders, 222-225 
notice of, 225-228 
preparation for, 228 
procedure at, 228 
see Stockholders’ meetings 
Appraisals, 733-739 
accounting for, 766-776 
formulae, 761-765 
purposes of, 733-734 
3 Treasury methods, 755-765 
see ‘‘Valuation”’ 
Assessments on full-paid stock, 209 
Assignment of wages, 1227-1228 
Association under deed of trust 
see Massachusetts trust 
Automobile finance companies, 410-414 
Automobile financing, 412-414 
credit investigation, 412-413 
non-recourse plan, 412 
recourse plan, 412 
Average life of plant, 904 


B 


Balance sheet analysis, 860-871 


analysis of balance sheet and income 


statement, 870 
analysis of single balance sheet, 866-867 
analysis of two balance sheets, 867 
construction, 861 
procedure, 862 
Bank acceptances, 377-386 
acceptance stamps, 378-379 
commercial letter of credit, 379-380 
defined, 377 
use of, 378 i 
Bank credit and commercial paper, 361 
Bankers’ shares, 456-457 
Bank loans, 364-367 


rate of interest, 372 
rediscount privilege, 373-374 
unsecured, 372 
Bankruptcy and insolvency, 1084-3127 
composition, 1089 
distribution, 1088-1089 
effect of discharge, 1087-1088 
forms adopted by U..S. Supreme Court, 


1094 
legal formalities at dissolution, 1124 
National Act, 1084-1085 
procedure, 1086-1087 
receivership accounting, 1095-1124 
referees, duties of, 1089-1090 
schedules of debts and assets, 1090-1095 
trustees, duties of, 1090 
voluntary and involuntary, 1085-1086 
Banks and small borrowers, 367 
Blue Sky Laws, 1186-1190 
Board of directors 
see Directors 
Bonds 
accounting for, 703-725 
adjustment, 700 
callable, 688-690 
cancellation, 668 
classified, 677 
closed-end mortgages, 697 
collateral trust, 679-681 
convertible, 700-702 
cremation certificate, 670 
erecting payment without production of, 


75 
discount and premium, 711-714 
divisional, 686 
duties of fiscal agent, 662 
equipment bonds, 683-686, 795-306 
equipment trust certificates, 683-686 
fiscal agent 

see Fiscal agent 
form, 574-577, 631-633, 653-654 
form, execution, exchange and issue, 588 
guaranteed, 685, 704 
income, 699 
interest, funds to pay, 709-710 
limited open-end mortgages, 697 
long and short term, 687 
lost, stolen or destroyed, 669 
mortgage and prior lien, 678-679 
participating, 700 
permanent capital financing with, 550-729 
rate of interest, 698-699 
receivers’ certificates, 686 
record of cancellation, 665 
redemption call, 689-690 
redemption, notice of (forms), 725-729 
redemption of, 600, 650, 723-725 
registered, 695-697 
requisition for certification of, 666 
serial, 690-692 
sinking fund, 692-695 
special lien, 686 
stop payment order, 672 
trustee’s bond record, 666 
unsecured, 681-683 
with stock warrants, 702 
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Bond of indemnity, affidavit to accom- 
pany, 548 é 
for issuance of stock certificate, 549 
for lost coupons, 674 | 
Borrowing, general principles of, 558-559 
Budgets, 852-859 
advantages of, 852 
basis of expense allocation, 855-856 
budgeting plant expenditures, 853 
budgeting plant expenses, 853-854 
expenditures on plant, classification of, 
858 
expense budgets, 854-855, 856 
plant and equipment, 858-859 
procedure, 852 
Business trust 
see Massachusetts trust 
By-laws 
adoption of, 221-222 
American Steel Foundries, 320 
General Electric Company, 330 
power to alter or repeal, 313-314 
power to make, 311-312 
purpose of, 314-315 
tests of validity of, 315-318 
validity of, 318-320 
void by-laws as effective contracts, 320 


Cc 


Capital 
sources of, 339 
versus capital stock, 444 
Capital assets 
treatment of funds invested in, 342-343 
valuation of, 733-739 
Capitalization 
versus capital stock, 444-446 
Capital stock, 442-502 
account book forms, 977 
accounting for, 503-54 
accounting for treasury stock, 514-518 
affidavit to accompany indemnity bond, 
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agreement to deposit in escrow, 535 
allotment letter, 539 
authorized, 442-448 
authorized but not issued, 506 
bankers’ shares, 456-457 
bond of indemnity for issue of stock 
certificate, 549 
certificate forms, 524-530 
certificate of amendment increasing, 540 
certificates, 442, 1029 
changing to non-par, 489-494 
charter provisions on, ror 
classes of non-par shares, 486-489 
common, relation to preferred, 451 
consideration, 499-502 
convertible, 454 
donated, 485, 517 
forms used with, 520-549 
fraction of share forms, 534 
function of, 442-444 
uaranteed, 456 
in balance sheet, 518-520 
increase of (Pennsylvania form), 541-545 
individual subscription blank, 538 
issuance of shares, 446 
issued, 448 
listing of, 446 
non-par illustrated, 496-499 
non-par value, 462-502 
see Non-par value 


notice of call, 520-521 
notice of forfeiture, S2gae 
notice of liability to forfeit, 522 
notice of sale of stock forfeited, 523 
par vs. non-par value, 447, 
power of attorney to subscribe for, 536 
preferred, 449-451 
remittance with application, 538 
receipt for installment, 522 
receipt for subscription, 539 
report of sales of (Missouri), 546 
resolution assessing, 520 
resolution making call, 520 
resolution to forfeit shares, 523 
revocation of subscription, 538 
sales at other than par, 513-514 
splitting of, 461 
stated capital, 443 p : 
statement decreasing (Missouri), 546 
states permitting issuance of mon-par 
stock, 499-502 
stock rights, 459-461 
subscription after incorporation, 537 
subscription agreement, 102-103 : 
subscription agreement prior to organiza- 
tion cio, « ae ike oleae tees §35-536 
subscription by letter, 537 
subscriptions, 483-484 
subsidiary records, 507-508 
transfer of subscription, 539 
transfers, 957-1032 
see Stock transfers 
treasury stock, 448-449, 485 
two or more classes, 507 
unissued, 48 
versus capital, 444 
Capital stock clauses 
see Charter 
Capital structure defined, 444 
Cash 
sources of, 353 
Certificate of incorporation 
American Steel Foundries, 182 
defined, 11 
nature of, 167 4 
Certificates of beneficial interest, 456-45 
Charter 
amendment procedure, 168-170 
amendments to, 167-168 ’ 
American Steel Foundries, 182 
capital stock clauses, 160-163 
contents, 13 
declaration for, 104 
defined, 132 
filing of, 165-167 
Fire Insurance Company of Chicago, 192 
form of in South Carolina, ros 
General Electric Company, 196 
general purpose clauses, 153-156 
grant of powers in, 135 
issuance of, 170 
nature of, 100-101 
objects stated in, 6 
one or more objects, 6-7 
preparation of, 163-164 
regulating clauses, 156-160 
signing and acknowledging, 164 
special provisions, 139-140 
special purpose clauses, 140-153 
various provisions of, ro1-102 
Circulatin capital, 351-353 
and working capital, 352 
conservation of, 352 
turnover of, 351 
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Classification, 922-931 
account, principles of, 922-924 
based on function, 924-927 
illustrated, 928-931 
limits of, 927-928 
Clayton Act, 1183-1186 
Closed-end mortgages, 697 
Collateral securities, accounting for, 704 
Commerce defined, 1184 
Commercial discount houses, 386-389 
contract used by, 387-388 
work of, 386 
Commercial letter of credit, 379-380 
agreement, 383-386 
application for, 382 
Commercial paper, 354 
banks investigation of, 362-364 
form of, 358 
Commission house 
see Factors 
Common law trust 
see Massachusetts trust 
Composition 
see Bankruptcy 
Conditional sales contract, 402-409 
repossession, 409 
pt ae precedent to incorporation, 137- 
13 
Conditions subsequent to incorporation, 138 
Consideration, non-par stock, 499-502 
Consolidated statements, 1074-1083 
Contract, general (short form), 1210-1211 
exclusive sales, 1224-1225 
exclusive sales agency, 1225-1226 
option, 1211-1212 
to sell real estate, 1218 
with employee, 1218-1219 
Convertible stock, 454-455 
Corporate finance 
rules governing, 339-346 
Corporations 
advantages of, 4-5 
alien, 12 
by estoppel, 8 
changing location, 130-131 
classification under New York law, 9-10 
defined, 3-4 
de facto, 7-8 
de jure, 7-8 . 
domestic, 10, 12 
duration, 102 
financial, 9 
foreign, 10-11, 12 
illegal acts of, 137 
kinds of, 9 
moneyed, 10 
municipal, ro 
name, 128-130 
non-stock, 10-11 
organization of, 69 
power to create, 132-133 
powers granted to, 100, 139 
private, 9 
public, 9 
purposes of, 5-7 
quasi-public, 9 
relation to stockholders, 8-9 
reports, 798-851 
stock, 10-11 
where to incorporate, 69-86 
Coupon, form of, 577-578, 533, 655 
directing payment without production of, 
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lost, affidavit for, 673 
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lost, bond of indemnity, 674 
Credit, use to finance sales, 401-402 
Cumulative voting, 217-218 


D 


Debenture bonds, 681-683 
Deed of trust 
see Trust deed 
De facto corporation 
conditions precedent and, 139 
Default, remedies on, 661 
Departmentization, 916-931 
capital asset expenses, 919-921 
control, 922 
expense distribution, 917-919 
meaning of, 916 
purpose of, 916-917 
Depletion defined, 754 
theory of, 754-755 
Depletion of gas and oil land, 759 
timber lands, 760-761 
Deposit receipt, 1176 
Depreciation, nature of, 898-899 
allocation to departments, 908-910 
allocation to output, 910-916 
average life, 904 
base, 905 
classified, 899-900 
composite, 900-902 
defined, 899 
overtime, etc., 910 
repairs vs., 902-904 
reserves, 905-907 
Directors 
committees, 291 
contracts with company, 293 
de facto directors, 279-280 
defined, 11 
delegation of powers, 290 
election of, 222 
fiduciary powers, 292-294 ; 
forms used for meetings, 303-310 
function and organization, 275-276 
liability of, 274-275 
liability to creditors, etc., 296-297 
limitations on powers, 287-290 
meetings of, 281-287 
negligence of, 294-296 
notice of special meetings, 284 
powers of board, 276-277 
quorum, 285-287 
removal of, 278 
resolutions, 299-303 
statutory liability of, 298 
tenure of office, 277-279 
Discount on bonds, 711-714 
Discount on capital stock, 513 
Dividends, 457-459 
accounting for, 788-790 
classified, 785 
declaration of, 787 
extra, 458 
forms relating to, 790-797 
in case of non-par value stock, 470-480 
laws governing, 470-480 
liability of directors for, 274 
on preferred stock, 788 
record of General Motors Corporation, 
785-787 
regular, 458 
scrip, 457 
stock, 458 
surplus and, 784-785 
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Draft (form), 429 
Dummy incorporators, 173 


E 


Endorsements. forms of, 429-430 
for collection, 429 
in blank, 429 
restrictive, 429-430 
waiving protest, 430 
without recourse, 429 
Equipment trust certificates, 683 


F 


Factors, services of, 426-427 
Federal Trade Commission, 1190-1204 
Act, 1194-1204 
Filing of charter, etc., 165-167 
Finance 
permanent capital financing, 550-729 
rules governing corporate, 339-346 
working capital financing, 347-441 
Finance companies, 401-426 
accounting, 424-426 
automobile, 410-414 
dependent, 402-403, 419 
financing, 419-420 
independent, 403-409 
phonographs, 414-418 
relation to dealer, 420-421 
versus bank, 418 
Finance plan for phonograph company, 
414-418 
Financial plan, 552-553 
for going concern, 557-558 
Financial structure of business, 343-346 
Financing finance companies, 419-420 
Financing instalment sales, 421-424 
rules to be followed, 423-424 
three plans, 421-423 
Financing, permanent capital, 442-502 
Fire losses, appraisals, 734 
Fiscal agent, duties of, 668, 709 
cremation certificate, 670 
notice of appointment, 671 
stop payment order, 672 
Full-paid stock, assessments on, 209 
Funds 
division between current and capital 
assets, 342-343 
sources of, 340-342 


G 


Garnishee, answer of, 1214-1216 
Garnishee demand notice to employee, 1213- 


1214 
Garnishee demand notice to employer, 1212- 
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General Motors Acceptance Corporation 
conditional sales contract, 402-403 
General purpose clauses 
see Charter 
Going concern, financial plan for, 557-558 
Goodwill in consolidated statements, 1077- 


1078 
Guaranteed stock, 456 
bonds, 685, 704 
H 


Holding companies, 1073-1083 
consolidated statements, 1074-1083 
goodwill, treatment of, 1077-1078 


modern tendencies, 1073-1074 
surplus, treatment of, 1078 


Hoskold’s formula, 762-765 


I 


Incorporation 


advantages of, 4-5 

certificate of, 90-93 . 
constitutional restrictions, 134-135 
fees, etc., 93-99 

grant of powers, 135 

illegal objects, 5 

legal requirements, 93-99 
preliminary agreements, 87-89 
procedure, 90 

publication of notice, 164-165 
purposes of, 5-7, 135-136 
requirements of leading states, 71-86 
state forms, 106, 173-201 
statutory requirements, 137-139 
unauthorized purposes, 137 

under general laws, 133-134 
unlawful purposes, 137 


Incorporators 


as subscribers, 171 

defined, 171 

dummy, 173 

number of, 173 

specific qualifications, 172-173 


Indemnity bond, 1205-1206 


registered security, 1206-1210 


Indenture 


see Mortgage 


Index numbers, weighted, 895-896 


use of, 896-898 


Insolvency 


see Bankruptcy 


Inspectors of election, 235, 268 
Instalment sales, 401-426 


adopting plan of, 410 
credit investigation, 412-413 


Interest coupon 


see Coupon 


Interest, rate of, 372, 698 


accrued, accounting, 706-709, 710-711 
effect on real estate values, 740-742 
funds for paying bond, 709-710 

in valuations, 758-759 


Invested capital 


financial structure, 343-346 
sources of, 339 


Investment banker, work of, 551-552 


financial plan, 552-553 
letter to, 554-557 


Investment in plant, 888-956 


J 


Joint stock company 


advantages of, 16 
defined, 15, 17-18 
differs from partnership, 15-16 
limited liability under, 16-17 


Joint venture 


defined, 15 
L 


Limited liability of stockholders, 202 
Listing of capital stock, 446 
Loan, application for (form), 432 


agreement to extend (form), 435 
agreement to renew (form), 434 
short-term (form), 433 
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M 


financial responsibility of, 340 


Management 


Massachusetts trust 


beneficiaries under, 23 

compared to corporation, 20-21 

declaration of trust of Western 
Massachusetts companies, 24-47 

described, 19 

distinguished from partnership, 22 

legal status, 24 

trustees under, 21-22 


Mortgage, 559-560 


bond redemption, 659-660 

closed-end, 697 

contents of trust indenture, 651-662 
corporate, illustrated, 568-628, 628-650 
corporate mortgage, 566-567 

explanation of essential clauses, 565-566 
form of, 560-565 

granting clause, 655-657 

limited open end, 697 

nature of trust indenture, 650 

operation of, 566 

particular covenants, 592 

particular covenants of company, 658 
property transferred or pledged, 655-657 
reconveyance Clause, 657 

release of property, 602 

release of property from indenture lien, 


fo) 
remedies on default, 24, 607 
sinking fund provisions, 598, 659 
supplemental indentures, 606, 661 
trustee, 662 

trust reservation, 657 


N 


Name, corporate, 128-131 


change of, 130 

choice of, 129 

protection of, 129 

purpose of, 128 

special requirements, 128-129 


Non-par value stock, 462-502 


accounting, 506 

analysis of proprietorship, 470 

as bonus, 495 

changing to, 489-494 

classes of shares, 486-489, 499-502 
consideration for, 495, 499-502 
consideration for in Illinois, 467 
dividends, 470-480 

donated, 485 

historical, 462-465 

illustrations, 496-499 : 
miscellaneous statutory regulations, 494- 


40 Olan 
stated capital, 466-470 
states permitting issuance of, 499-502 
stockholder’s liability on, 495 
subscriptions, 483-484 
taxation of, 496, 499-502 
treasury, 485 
treatment of surplus, 480-483, 494 
unissued, 484 
voting privileges; 489 : 
Notary public, petition for appointment 
(Illinois), 1222 
certificate of acknowledgment, 1224 
Notary public’s bond (Illinois), 1216-1217 
Notary’s certificate of protest, 438 
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Note broker 
investigation by, 355-361 
Note, promissory (form), 428 
collateral, short form, 437 
collateral, with power of attorney (form), 
431 
collateral, with power to sell, 439, 440 
coupon (form), 430 
installment (form), 436 
payable to corporation (form), 428 
with confession of judgment (form), 428 


O 


Officers, election of, 237-238 
Open-end mortgages, 697 
Open market loans, 354 
investigation by note broker, 355 
Option contract, 1211-1212 
Organization 
forms other than corporate, 13-47 
Original cost, 736-737 


Ie 
Partnership 
characteristics of, 14-15 
limited, 14 


liquidation, 14 
Partnership associations 
explained, 18-19 
legal status of, 19 
Pedestrian counts, 743-745 
Plant expenditure, control of, 946-956 
approvals, 947 
origin, 946-947 
purpose, 946 
Plant expenses, analysis of, 898-916 
Plant, investment in, 888-956 
Plant records, 931-946 
nature of, 931-932 
plant ledger, 932-940, 940-946 
purpose of, 931 
Power of attorney for stock transfers, 1030, 
1031 
general, 1221-1222 
with interest, 1219-1221 
Preferred stock, 449-451 
certificate form, 453 
cumulative, 450 
exchanged for bonds, 455-456 
non par in case of dissolution, 488-489 
non-participating, 450 
participating, 450 
redemption privilege, 451-453 
relation to common, 451 
Premium on bonds, 711-714, 
Premium on capital stock, nature of, 513 
Price discrimination, 1184 
Promoter 
agreement to purchase property, 60 
contracts of, 54-62 
contract with subscribers, 56 
defined, 48 
expenses and liabilities of, 62-63 
legal status of, 63-64 
notice accepting option, 61 
option, agreement, 55 
profits of, 50-53 
qualifications of, 50 
relation to company, 52 
relation to directors, 53 
work of, 48-49 
Promotion ; 
acceptance of offer to underwrite, 59 
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competition, 64 

defined, 48 ra 

making the investigation, 66-68 

offer to underwrite, 58 

risks of, 49-50 

stages in, 64 

underwriting agreement, 58 
Proprietorship form of organization 

objections to, 13 
Prospectuses 

directors liability on, 297 
Protective agreements, 1152-1162 
Proxies 

duration of, 217 

form of, 217, 272 

pyramiding of control, 486-487 

revocation of, 216 

voting by, 215-217 : 
Publication of notice of incorporation, 164- 

165 a 


Real estate valuation, 740-753 
Receivers’ certificates, 686 
Receivership accounting, 1095-1124 
Reconveyance clause, 657 
Redemption call, bonds, 689-690, 725-729 
Rediscount privilege, 373-374 
Registered bonds, 695-697 
‘Registered security, 1206-1210 
Registrar supervises stock issues, 446 
Regulating clauses 
see Charter 
Regulation, state and federal, 1182-1228 
Clayton Act, 1183-1186 
need of, 1182 
Sherman Act, 1182-1183 
Reorganizations, 1128-1181 
deposit and protective agreements, 1152- 
1162, 1167 
illustrated, 1129-1132 
reasons for, 1128 
receivership and reorganization illus- 
trated, 1132-1152 
remedial measures, 1129 
subsidiary company, 1162 
Reports, corporation, 798-851 
Blue Sky Law, 847-851 
governmental, 832-851 
managerial, 829-831 
nature of, 798-799 
stockholders’, 798-829 
Reports of officers, 237 
Reproduction cost, 737-738 
less depreciation, 738 
Request and estimate 
see Plant expenditure 
Resolutions 
directors’, 246, 299-303 
stockholders’, 245-246 
Retail finance plan for phonograph com- 
pany, 414-418 
Revenues, corporate, treatment of, 777-797 
from ordinary operations, 778-780 


S 


Scrip, fractional, 1178 

Serial bonds, 690-692 

Sherman Act, 1182-1183 

Sinking fund accounting, 721-723 
Sinking fund bonds, 692-695 
Sinking fund bonds vs. serial, 691 


Sinking fund provisions, 598, 659, 714-721 
Sinking fund reserve accounting, 722-723 
Special purpose clauses 
see Charter 
Splitting of stock, 461 
State and federal regulation, 1182-1228 
Stated capital, 443, 465-466 
statutory requirements, 466-470, 471-472 
Stock certificate book, 1029 
Stock dividends with non-par value stock, 
470-480 
Stock exchange, 1033-1072 
committee on stock list, 1037 
curb market, 10 
delivery of securities, 1055 
kinds of markets, 1033 
listing, 1035-1037 
New York, 1033 
Stockholders 
contribution among, 206 
liability affected by transfer, 207-209 
liability of, 202-204 
liability of in national banks, 204 
liability of pledgees, trustees, etc., 205 
liability on watered stock, 209 
liable as partners, 206 
nature of liability, 204 
number of votes, 212 
powers of, 219-220 
right to vote, 211 
statute of limitations, 205 
Stockholders’ meetings 
adjournment, 238, 244 
annual meeting, 222-225 
election of officers, 237-238 
first meeting, 220-221, 254, 257 
form of ballot, 271 
forms used in connection with, 251-273 
illustrated, 249-251 
list of stockholders, 271 
methods of voting, 234-235 
minute book, 247-248 
new business, 238 
notice of, 225-228 
notice of special meeting, 241-242 
preliminary transactions, 230 
preparation for annual meeting, 228 
procedure at annual meeting, 228-229 
powers of stockholders, 219-220 
quorum, 230-232 
reports of officers, 237-238 
routine procedure, 233 
service of notice of special meetings, 242- 


243 

stockholders’ resolutions, 245-246 
special meetings, 239-241, 244 
unfinished business, 238-239 
waiver of notice, 243-244 

Stock ledger forms, 1027 

Stock rights, 459-461 
value of, 460-461 

Stock transfers, 957-1032 
account book forms, 977 
accounting for, 989-1006 
books, 1027-1028 
closing books, 1069 
form of endorsement, 965-967 
independent transfer agents, 1018 
lost and stolen certificates, 964-965 
negotiability of certificates, 958-959 
New York Stock Transfer Tax Law, 967 
power of attorney for, 1030- 1031 
record of, 979-987 
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requirements of transfer agent, 1015-1017 

small companies, 1012 

stock exchange regulations, 957-958 

stock ledger, 1027 

Uniform Stock Transfer Act, 959 
Stock warrants, 456, 702 
Subscribers, liability of, 203 
Subscriptions to capital stock 

accounts, 508-511 

agreement, 102-103, 536 

forms used, 535-539 
Suit, final notice before, 1226-1227 

demand for wages before, 1227 
Surplus and dividends, 470-480 
Surplus, treatment of, 480-483, 777-797 

capital, 782 

dividends and, 784-785 

origin of paid-in, 781-782 

reserves, 78 

sources of, 482, 777-778 
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Taxation of non-par shares, 499-502 
Tellers of election, 235, 268 
Time payment plans, 401-426 
Trade acceptances, 374-377 
defined, 374 
forms of, 375 
uniform, 376 
Transfer agent issues shares, 446 
Transferee, liability of, 207 
Transfer of stock affects liability, 207 
Transferor, liability of, 207 
Treasury stock, 448-449, 485, 514-518 
Trust deed : 
see Mortgage 
Trustee, mortgage provisions concerning, 
618, 662 
Trustee’s certificate, 578, 655 
bond record, 666 
record of examination, 667 
Trust fund theory of capital stock, 465 
Trust indenture, nature of, 650 
contents, 651-662 
Trust receipt, 379, 381 
Trust reservation, 657 
Turnover on capital assets, 889-898 
standardization of rates, 894-895 
turnover defined, 889 


U 
Uniform Warehouse Receipts Act, 397-401 
v 


Valuation and appraisals, 733-776 
see ‘‘Appraisals’’ 
accounting, 766-776 
bases of, 734-735 
capitalization of assets, 750-751 
composite plant, 748-750 
equipment, 751-752 
formulae, 761-765 


machinery and tools, 752 
market value, 738 
meaning of value, 735-736 
net income as base, 745-747 
original cost, 736-737 
pedestrian counts, 743-745 
present value method, 756-759 
problems involved, 738-739 
teal estate, 740-753 
reproduction cost, 737-738 
sales of neighboring property as base, 
747-748 
wasting assets, 754-765 
Value, meaning of, 735-736 
Vested rights and by-laws, 313, 316 
Voluntary association 
see Massachusetts trust 
Voting 
by corporations, 214 
by proxy, 215-217 
cumulative, 217-218 
manner of, 214 
methods of, 234-235 
pledgor and pledgee, 213 
pyramiding of control, 486-487 
right to vote, 211, 213, 236 
statutory regulation of, 212 
statutory requirements, 214 
with non-par shares, 489 
Voting trusts, 872-887 
banking corporations, 876-877 
certificate (form), 880-881 
distinguished from proxies, 875-876 
form of, 879-886 
legality of, 873-875 
notice of meeting (form), 887 
purpose and origin, 872-873 
terms of, 877-879 
Voucher check, 1203, 1204-1205 
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Wages, assignment of, 1227-1228 
Warehouseman’s lien, 395 
Warehouse receipts, 389-401 

adaptability, 396 

credit facilities, 391-392 

kinds of, 393-397 

kinds of warehouses, 389 

negotiable, 392-393 

uniform act, 397-401 

use of, 392-393 

work of warehouse, 390-391 
Warrants, stock, 456, 460 
Wasting assets, valuation of, 754-765 
Watered stock 

liability on, 209 

prohibited, 211 
Working capital 

bank loans, 364-367 

banks and small borrowers, 367 

financing, 347-441 

position, 348-351 

proper amount of, 351 

sources of, 353 
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